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EXECUTIVE SUMMARY
SAN JOSE Audit: Procurement and Contract Oversight
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PURPOSE OF THE AUDIT:

To determine if Office of Retirement Services (ORS) policies and procedures were sufficient to:
e Procure goods and services effectively and economically, in compliance with City rules.

e Ensure that vendors provided goods and services in accordance with their contractual obligations.

REPORT HIGHLIGHTS

Finding 1: ORS wire transfers to pay vendor invoices violated ORS and City payment rules and bypassed
payment safeguards. Vendor services and payments continued without authorized contracts,
vendor performance was not measured, and ORS staff disagreed among themselves on
procurement rules. (Page 15)

Summary of Finding 1 Recommendations

1. ldentify and memorialize (e.g., in a policy) the procurement rules that the ORS is required to follow.

2. Review, update, and communicate all existing, outdated ORS procurement policies.

3. Communicate policies that define the roles and responsibilities for authorizing contracts to ORS staff.

4. Assign overall responsibility for procurement oversight to an existing ORS staff position.

Finding 2: The ORS paid an insurance broker without a competitive vendor selection process or a
contract to define the scope of services. (Page 29)

Summary of Finding 2 Recommendations
1. Use a public, competitive vendor selection process to select and contract with an insurance broker.

2. Create and communicate, as appropriate, a risk management policy for the ORS

Finding 3: The delayed purchase of ORS laptops in 2020 caused security vulnerabilities and raised
operational risks. (Page 35)

Summary of Finding 3 Recommendations
1. Implement San José Municipal Code section 4.12.220, which allows for emergency procurement.

2. Take an inventory of the laptops and associated equipment that the ORS purchased in 2020 to
determine whether the procured laptops were received, as ordered.

Finding 4: The ORS does not have monitoring processes and reliable data to comprehensively manage
vendor payment and contracting risks. (Page 38)

Summary of Finding 4 Recommendations
1. Identify the contract and vendor payment data and reports that the ORS needs to manage contracts.
2. Gain access to needed contract and vendor payment data and reports.

3. Identify and implement systems to meet outstanding contract management requirements.
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INTRODUCTION

Objective The audit objective was to determine if ORS policies and procedures were
sufficient to:
e Procure goods and services effectively and economically, in compliance
with City rules and ORS policies.
e Ensure that vendors provided goods and services in accordance with their
contractual obligations.
The ORS’s Internal Audit Division (IAD) conducted this audit in accordance with
the IAD’s Retirement Board-approved audit plan.
Background San José’s Federated City Employees’ Retirement Plan (Federated Plan)! and

Police and Fire Department Retirement Plan (Police and Fire Plan) were
established in 1941 and 1961, respectively, to provide retirement benefits for
eligible City employees. Information about the plans (e.g., eligibility criteria,
membership, contribution rates, benefits) are shown in the City’s Municipal
Code, the ORS’s financial documents, and the City’s financial documents.

Public Procurement  To meet their fiduciary responsibilities, governmental agencies use policies
Objectives and procedures to procure goods and services in a manner that is:

e Economical (e.g., contracts are awarded to the lowest responsible and
responsive bidder, market competition is maximized to encourage high-
quality goods and services while lowering purchasing costs)

e Effective (e.g., contracts are awarded to objectively qualified vendors,
ongoing monitoring procedures ensure that vendors meet their
contractual obligations)

e Efficient (e.g., necessary goods and services are procured in a timely
manner, procurement roles and responsibilities are defined and assigned
to competent staff, up-to-date contract templates are used)

e Ethical (e.g., conflict of interest situations, such as contracting with a
vendor who is also an agency employee or official, are prevented)

e Transparent (e.g., solicitations are publicized and made accessible to
potentially qualified vendors, contract-related documents and vendor
spend data are available to the public through web portals)

1 The City’s Municipal Code uses the terms Federated System and Federated Plan synonymously. The ORS’s financial statements and
documents mostly use the term “Federated Employees Retirement System.” In this report, the IAD uses the term Federated Plan.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances
https://library.municode.com/ca/san_jose/codes/code_of_ordinances
http://www.sjretirement.com/
https://www.sanjoseca.gov/your-government/departments-offices/finance

Audit: Contracts

Reputational,
Operational, and
Financial Risks

e Compliant with applicable rules (e.g., authorized individuals or bodies
approve contracts, contracts include legally mandated provisions,
attorneys review and approve draft contracts)

The San José City Auditor’s Office issued an audit report titled “Consulting
Agreements: Better Enforcement of Procurement Rules, Monitoring, and
Transparency Is Needed” in 2013 that highlighted citywide reputational and
financial procurement risks. Exhibit 1 summarizes selected report highlights.

Exhibit 1
Relevant City Auditor's Office Findings

Topic

Summary

Exemptions from
competitive
procurement are
rarely valid

The City used and paid vendors without competitive procurement. The report quoted
from the American Bar Association’s 2000 Model Procurement Code for State and
Local Governments, which stated: "Fair and open competition is a basic tenet of public
procurement. Such competition reduces the opportunity for favoritism and inspires
public confidence that contracts are awarded equitably and economically."

Some City contract procurements did not expressly claim the "unique services" (i.e.,
sole source) exception, but still avoided the competitive procurement process. The
report noted that some jurisdictions forbid all sole source procurements and quoted
from the 2008 National Association of State Procurement Officials publication titled
State and Local Government Procurement: A Practical Guide, which stated: "In today’s
global economy, it is rare that only one firm can supply whatever the government
needs. [...] Much sole source procurement reflects an improper relationship, such as
where a 'pilot' program managed by a vendor leads to a set of specifications authored
by that vendor or favoring that firm."

Long-term vendor
relationships may
diminish value

Long-term vendors became “major stakeholders” in City processes and were selected
for the same work year after year. City staff used past work with the vendor as a major
justification for continued use of vendors. The report cautioned that the value of their
services may diminish over time as vendors develop close relationships with City staff,
become embedded in City processes, and diminish the opportunity for fair and open
competition to other vendors.

Oversight is
needed to realize
contract benefits

City staff did not monitor basic contract terms and paid vendors without verifying that
services were rendered. The report stated: "...we found that City staff had ignored
contract terms, changed contract deliverables and payment terms without
authorization, and sometimes paid vendors more than required by their contracts.
Finally, in many instances staff was unable to provide us with contract-required
deliverables."

Source: San José City Auditor’s Office report titled “Consulting Agreements: Better Enforcement of
Procurement Rules, Monitoring, and Transparency Is Needed”



https://publicprocurementinternational.com/wp-content/uploads/2019/04/2000-ABA-Model-Procurement-Code.pdf
https://publicprocurementinternational.com/wp-content/uploads/2019/04/2000-ABA-Model-Procurement-Code.pdf
https://www.naspo.org/procurement-u/order-practical-guide/
https://www.sanjoseca.gov/Home/ShowDocument?id=33780
https://www.sanjoseca.gov/Home/ShowDocument?id=33780
https://www.sanjoseca.gov/Home/ShowDocument?id=33780
https://www.sanjoseca.gov/Home/ShowDocument?id=33780
https://www.sanjoseca.gov/Home/ShowDocument?id=33780

In response to a
Finance Department
reprimand, the ORS
committed to the
City's procurement
policies

AJune 2021 letter (Exhibit 2) shows that the Finance Department reprimanded
the ORS because it "contacted a supplier to supply goods or services without
obtaining a purchase order (PO) or a City-approved agreement." The
reprimand letter identified risks associated with the violation of the City's
procurement policies (e.g., violation of the municipal code, waste of City
resources, loss of protections contained in authorized PO and contract
provisions). As shown in Exhibit 2, the ORS's Director (CEO) signed a response
to the Finance Department that stated, "We are aware of these policies and
will abide them."

The CEO has clarified to the IAD that while the ORS works well with the Finance
Department, "there may be some procedures for which [the] ORS might want
to consider a different approach that would grant us more ownership and

flexibility for efficiency purposes."

Exhibit 2: Finance Department Reprimand and ORS Response

Reprimand Letter From the Finance Department

The ORS Director's Response to the Reprimand Letter

CITY OF &

SAN JOSE Memorandum

CAMTAL OF SILICON VALLEY

FROM: D

TO: Department Directar

SUBJECT: Unauthorized Purchase DATE: 06/01/2021

Fiance-Purchasing has recerved your request to approve an unauthorized purchase. Based on
the information we have reviewed, you or an employee acting on your behalf, have contacted a
supplier to supply goods or services without obtaining a purchase order (PO) or a City-approved
agreement. These “After the Fact™ requests circumvent the required procurement process and
consequently place the City 1n substantial jeopardy. By excluding Fiance-Purchasing from the
procurement process, the City loses the protection contained in provisions of the PO and City-
approved contract. The terms and conditions of a PO and agreement mumimize hability exposure
to the City of San Jose as well as outline the critical definitive data relative to the acquisition,
such as price, quantity, effective dates, responsible parties, authorizations etc. Additionally, by
not following the required procurement procedures, you violate the municipal code and waste
valuable City resources. Finally, unauthorized purchases will inevitably cause payment delays
and jeopardize the City's credibility with valued suppliers in our community.

In order for the Finance Department to consider and process this request for payment, a memo
(template attached) is required that contains the following:

1. Factual reasons why the proper procedures were not followed;
2. Conerete steps the Department has taken to prevent these occurrences in the future;
3. A signature by your department director or deputy (showing a copy to the director).

Finance-Purchasing 1s tracking all unauthonized purchases by yvour Department and may
schedule a meeting with the department head if you are unable to prevent these purchases from
occurring. Please feel free to contact me at ([ R -7 tine to discuss this issue further

and to schedule procurement tramning as appropriate.

Regards.

Finance. Deputy Director

CITY OF &

SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO:
SUBJECT: After-The-Fact Purchase

FROM: Department Director

DATE: 06/07/2021

We recently purchased a

‘We are now aware of these policies and will abide by them.

Date  g/14/2021

Acknowledged gf@é& £ 37,/ ,v,{m

Source: ORS internal records




Contracting Authority

The ORS must meet
the standard of care

Audit criteria reflect
the standard of care

Audit criteria were
subject to debate

The California Constitution provides the boards of public retirement plans “sole
and exclusive” responsibility for retirement plan assets and administration.?

The California Constitution mandates that public retirement plans meet the
"standard of care" in discharging their responsibilities. The Constitution states:

"The members of the retirement board of a public pension or
retirement system shall discharge their duties with respect to the
system with the care, skill, prudence, and diligence under the
circumstances then prevailing that a prudent person acting in a
like capacity and familiar with these matters would use in the
conduct of an enterprise of a like character and with like aims."

Auditing Standards require that auditors identify and use appropriate
evaluation criteria.? To define the standard of care at a level that was suitable
for use as evaluation criteria, the IAD identified the relevant sections of the
San José Municipal Code and the procurement and payment policies and
procedures of the ORS and the City's Finance Department. In addition, the IAD
identified and used as audit criteria the relevant procurement policies,
procedures, and practices of benchmark agencies. The IAD believes that taken
as whole, the selected audit criteria reflect the standard of care.

Although ORS staff directly responsible for day-to-day ORS accounting and
finance operations believe that the Municipal Code mandates and Finance
Department policies and procedures reflected in this audit apply to the ORS,*
others raised concerns that some of the criteria are:

e Obsolete (e.g., some ORS procurement policies and procedures are over 20
years old and not currently used by ORS staff)

e Erroneous (i.e., some ORS staff believe that sections of the City's Municipal
Code are erroneous and that updates are required).

e Discretionary (i.e., some ORS staff believe that the Finance Department's
procurement and payment policies and procedures are not mandatory
because of the organizational independence gained by the ORS under
Measure G.°)

2 See California Constitution Article XVI, Section 17(a).

3 The U.S. Government Accountability Office's Government Auditing Standards require that auditors identify and use suitable criteria, based
on the audit objectives, to provide a context for evaluating evidence and understanding the findings, conclusions, and recommendations
in the report. The International Standards for the Professional Practice of Internal Auditing state that when adequate criteria are

unavailable, auditors should identify appropriate evaluation criteria "through discussion with management and/or the board."

4 In practice, the ORS relies on the City's procurement and payment processes, standards, and systems (i.e., FMS).

5 San José voters passed Measure G, which was on the November 4, 2014, election ballot, allowing for the creation of "one or more
retirement boards with specified authority, including hiring an at-will chief executive."


https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=CONS&sectionNum=SEC.%2017.&article=XVI
https://www.gao.gov/products/gao-21-368g
https://www.theiia.org/en/standards/

The IAD and ORS management could not identify alternative criteria that would
be more appropriate than what is reflected in this report. The audit
recommendations address the need to ensure that the ORS has sufficient,
specific, and up-to-date procurement rules and responsibilities that are
consistently used and communicated at the ORS.

Contracting and the San José’s Municipal Code provides the Federated and Police and Fire

use of public funds Retirement Boards the authority to “select, enter into contractual
arrangements with, and pay reasonable compensation to persons” for various
professional services needed to carry out its duties and responsibilities.® As will
be discussed in Finding 1 (P. 15) and in Appendix 5 (P. 63), San José’s Municipal
Code, consistent with ORS policy, requires that the ORS use City processes
under the authority of the Finance Department to pay invoices.

City procurement rules Chapter 4.04 of San José’s Municipal Code provides the legal framework for
in the Municipal Code  citywide procurement, including:

e Contracting authority (e.g., authority provided to the City Attorney’ to
enter contracts without the approval of the City Council up to a predefined
dollar threshold)

e Debarment (i.e., procedures for prohibiting contractors from doing
business with the City)

e Social policies (e.g., nondiscrimination provisions that must be
incorporated into contracts)

e Procurement procedures (e.g., dollar thresholds at which competitive
procurement methods must be used)

e Allowable exemptions from competitive procurement (e.g., emergency
purchases where authorized individuals may procure goods and services
without a competitive procurement process)

e Award of contracts (e.g., purchases requiring formal bidding shall be
awarded to the lowest responsible and responsive bidder)

Finance Department San José’s Municipal Code assigns the Finance Department overall
roles and responsibility for procurement, which includes preparing citywide policies and
responsibilities procedures to implement Chapter 4.04 of the Municipal Code.® In addition, the

Finance Department provides training, resources, and best practice documents

6 See Municipal Code sections 3.28.155 and 3.36.385 for sections relevant to the Federated Plan and Police and Fire Plan, respectively.

7 A May 15, 2015, memorandum from the San José City Attorney stated, "With the adoption of Measure G in the November 2014 election,
the Retirement Boards have the authority to appoint and direct their own attorneys..." The ORS, in practice, currently contracts for outside
legal services.

8 See Chapter 5.1 of the City Policy Manual for Finance Department procurement policies and procedures.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances?nodeId=14367
https://library.municode.com/ca/san_jose/codes/code_of_ordinances?nodeId=14367
https://library.municode.com/ca/san_jose/codes/code_of_ordinances
https://www.sanjoseca.gov/your-government/departments-offices/office-of-the-city-manager/employee-relations/city-policy-manual

Audit: Contracts

on the City’s restricted-access intranet (e.g., vendor management guidelines to
set standards for vendor performance, actively monitor contracts, and ensure
that invoices and payments are in accordance with contract terms).

Exhibit 3 shows a page from the City's procurement training materials that
summarizes key procurement requirements, depending on anticipated vendor
spend (i.e., "Purchase Amount").

City
II:usg.;:harset;Amoutnt1 Competition
[based on first year costs) Requiredz
<$1,000 No
<$10,000 No
<$10,000 No
$10,001 - $130,000 Yes
>$130,000 Yes
>$130,000 Yes

Exhibit 3
of San José’s Purchasing & Council Approval Thresholds*

Products or Services?

Purchase Solicitation Methods

Mechanism

P-Card N/A Non-Recurring
Services;
No Contract No
P-Card N/A Products
PO N/A Products or Services
PO (usually) Request for Quote (RFQ) Products or Services Yes if products
PO (usuall Request for Bid (RFB) Products >51,300,000 or
( V) . ( Services >5320,000.
Contract (usually)  Request for Proposal (RFP)  Services Otherwise, No.

Source: “Purchasing Fundamentals” training document (a PowerPoint file) on the City’s restricted-access intranet as of July 2022

Note: The footnotes shown in the table are part of the original document and are not defined here.

* This table was apparently last

updated on March 3, 2020. Dollar thresholds shown in the first column are subject to change.

ORS Procurement
Policies & Procedures

ORS roles &
responsibilities

The Retirement Boards have broadly delegated contracting responsibilities to
the Chief Executive Officer and Chief Investment Officer in the Boards’
Standard Operations Procedures,® including:

e Ensuring “due diligence” is performed for vendors that are appointed by
the Retirement Boards.

e With due diligence, selecting and appointing all vendors for which the
Board has not retained selection or appointing authority.

e Executing contracts with vendors.

e Supervising and directing all vendors on a regular basis.

The ORS has written procurement policies and procedures that define
procurement roles and responsibilities. However, these have not been
updated or signed-off by senior management in over 20 years and were not in
use by ORS management or staff, who, moreover, had conflicting views

9 See the “Chief Executive Officer” and “Chief Investment Officer” charters and the “vendor selection” policies in the “Standard Operating
Procedures (SOP)” of the Retirement Boards of the Federated Plan and Police and Fire Plan on the ORS website.



https://www.sjcity.net/252/Purchasing-Risk-Management
https://www.sjcity.net/252/Purchasing-Risk-Management
https://www.sjretirement.com/

ORS Administrative
Division responsibilities

ORS Accounting
Division
responsibilities

regarding the applicability of citywide procurement rules and regulations to
the ORS (see Finding 1).

ORS Accounting, Administrative, and Investments Division staff described the
ORS’s informal (i.e., undocumented) procurement roles and responsibilities to
the IAD. For example, according to ORS Administrative Division staff, “when
necessary,” ORS senior staff, in coordination with legal counsel:

e Solicit (e.g., issue a request for proposal) for goods and services and
contract with vendors.

e Work with vendors to estimate and agree on services and costs.

e Notify the Retirement Boards and request their approvals of proposed
contracts and obtain required contract signatures.

The ORS Administrative Division is responsible for ensuring that contracts are
properly authorized (i.e., signed), complete (e.g., they include certificates of
insurance), and submitted to the City Clerk for final acceptance and posting to
the City’s online records database (i.e.,“GILES”). Administrative Division staff
use a manually created spreadsheet to track contracts, except for Investments
Division contracts, which includes information such as vendor name and
contact information, contract start and end dates, approval dates (e.g.,
Retirement Board approval, City Clerk approval), amounts, processing
milestones (e.g., date transmitted to the City Clerk), and the "GILES"
identification number.

The ORS Accounting Division is responsible for monitoring contracts to ensure
that they do not expire before the required goods and/or services have been
provided and to pay vendor invoices that have been approved by ORS staff
responsible for each contract. Specifically, the Accounting Division uses a
spreadsheet to identify all ORS contracts, contract terms (i.e., start and end
dates), and remaining contract balances. The spreadsheet is used to:

e Ensure there are sufficient reserved (encumbered) funds in the City's
Financial Management (FMS) System to pay contract invoices.

e |dentify contracts that are expiring and remind responsible ORS staff to
initiate a process to extend or renew the contracts, as necessary.


https://records.sanjoseca.gov/Pages/Search.aspx

Vendor Spend Exhibit 4 shows vendor spend by retirement plan from July 1, 2017, through
May 31, 2022. During this period, the ORS paid 182 vendors $55.3 million. Of
the $55.3 million, $45.5 million (82 percent) was paid to 20 (11 percent) of the
182 vendors.

Exhibit 4
Vendor Spend by Plan (FY 2018 through FY 2022%*)
Plan ‘ FY 2018 FY 2019 FY 2020 FY 2021 FY 2022* Grand Total
Federated $5,174,824  S5,114,942 54,387,829 $5,305,580  $3,967,610 $23,950,786
Police & Fire $6,518,707 $7,062,797 $5,681,364  $6,553,564  S$5,550,875 $31,367,308
Total" | $11,693,531 $12,177,739 $10,069,193 $11,859,145 $9,518,486 $55,318,094

Source: City of San José Financial Management (FMS) System Records from July 1, 2017, through May 31, 2022
* FY 2022 includes vendor spend through May 31, 2022
" Detail may not sum to totals because of rounding (i.e., totals are derived from unrounded numbers)

Most (78 percent) of ~ Of the $55.3 million in total vendor spend, $43.1 million (78 percent) was
vendor spend was associated with the Investments Division. This included $9.9 million in
associated with payments to “Artisan Partners Limited Partnership” and $4.8 million to
Investments Division — «gparweis Asset Management Inc.” for investment manager services.1

activities Exhibit 5 summarizes vendor spend by fiscal year and ORS division.
Use of the term Some ORS staff raised concerns about the use of the term "vendor" in this
"Vendor" audit report. However, this usage is consistent with the standard operating

procedures of the Retirement Boards!! and with FMS.

10 The noted investment manager fees were paid from July 1, 2017, through May 31, 2022. Consistent with the specific fee structure stated
in each investment manager's contract, fees are calculated based on the value of assets under management.

11 See the “vendor selection” policies in the “Standard Operating Procedures (SOP)” of the Retirement Boards of the Federated Plan and
Police and Fire Plan on the ORS website.


https://www.sjretirement.com/

Exhibit 5
Vendor Spend by Fiscal Year and ORS Division*
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Source: City of San José Financial Management (FMS) System Records from July 1, 2017, through May 31, 2022

* Division (e.g., “Investments”) classification is based on the IAD's summary of "charge codes" shown in FMS financial records

Scope

Scope Limitation

The IAD used data analytic and sampling methodologies to identify potentially
high-risk vendor expenses and associated contracts, if one existed, from July 1,
2017, through May 31, 2022. The "Finding" sections of this report include, for
selected vendors and contracts, vendor spend from contract inception through
June 30, 2022. Exhibit 6 shows the selected vendors within the audit scope.
"Investment Managers" were selected for review in a future audit report.

The IAD requested but could not readily and timely obtain all relevant contract
and vendor spend data known or presumed to exist in FMS (e.g., contract end
date, invoice date). These data elements would have allowed the IAD to more
effectively apply data analytics and identify high-risk contracts and vendor spend
(e.g., vendor payments under expired contracts) to include in the audit scope.

The IAD’s data analytics relied on the reliability (i.e., accuracy and completeness)
of FMS data to identify and select high-risk contracts for detailed review. As
shown in Finding 4, the majority of ORS vendor spend in FMS was not associated
with contracts, apparently because of the ORS's practice to not enter investment
manager contracts in FMS (see Finding 4). As a result, the planning phase of this
audit relied more on vendor spend data and less on actual contract spend data to
select contracts for detailed review.



Data reliability

Methodology

The scope of this audit did not include assessing the accuracy of the City’s financial
data, including vendor spend, because they are subject to external, annual
financial audits and the City’s internal controls. The IAD considered the data to be
sufficiently reliable for the purpose of this audit.

To achieve the audit objective, the IAD:

Reviewed relevant provisions of rules and regulations that pertain to ORS
procurement, including the California State Constitution, the City’s Municipal
Code, and the Retirement Plans’ Standard Operating Procedures.

Identified and reviewed the ORS's procurement policies and procedures,
which have not been signed-off by senior management or updated in over 20
years (see Finding 1)

Conducted arisk assessment to identify and prioritize ORS vendor spend risks
(e.g., failure to meet contractual obligations, vendor spend without a
contract, contract awarded without a public, competitive vendor selection
process).

Gained an understanding of existing ORS procurement practices, including
contract award and oversight, from staff in the ORS Administrative,
Accounting, and Investments Divisions.

Reviewed procurement policies and procedures used by benchmark pension
systems, including the LACERA (Los Angeles County Employees Retirement
Association) and the OCERS (Orange County Employees Retirement System).

Extracted FMS vendor expense and contract data, to the extent available (see
scope limitation section, above), and used Arbutus Analyzer software to
identify potentially high-risk contracts and vendor spend.

Reviewed actions of the Retirement Boards and the Investments Division
(e.g., authorizations, contract awards) related to the contracts with Barra, LLC
and Verus Advisory, Inc. (see Appendix 1).

Exhibit 6 summarizes the 10 vendors that were judgmentally selected for review
and a summary of the basis (i.e., risks) for each selection.



Exhibit 6 Preliminary Risks Identified (See Notes)

Selected Vendors, Total Spend, % g " = g
and Preliminary Risks o ; 45 € £ E’ 3 E
(FY 2018 through FY 2022) 2 & £ 9 & £ & g %
s & 8§ 2 g % £ & £
T § £ 2 § § & & 3§
Vendor < ) (%) ) ™ T [C) T =
Albourne America, LLC $1,710,000 \% \% \% \%
Ameriprise Financial INC~ $559,193 \% \%
Artisan Partners LTD Partnership™ $9,886,096 Y Y Y Y
Barra, LLC* $757,875 Y Y
Cove Street Capital LLC™ $1,574,557 \% Y Y \% \%
Kroll, Susan N Tierman, MD $516,894 \% \% \% \%
Oberweis Asset Management INC™ $4,774,623 \% Y Y \%
Risk Strategies Company* $1,968,699 Y Y Y Y
Russell Investments $2,004,392
Implementation Services, LLC™ Y Y Y Y
Technology Integration Group* $85,916 Y Y
Total | $23,838,244

Source: City of San José Financial Management (FMS) System Records from July 1, 2017, through May 31, 2022
~"Investment Manager" contract selected for review in a future audit report

#Included in the final selection of contracts for this audit (see the paragraph below)

Notes (on columns A through | in the above table):
A) "High Value" means total vendor spend over $500,000 (during the audit period).

B) The IAD administers an annual staff survey. Ratings that were directly or indirectly related to vendors/contracts were considered.

C) For selected contracts, the IAD searched the City's online records database (i.e., “GILES”) to assess completeness of the contract files.
D) Purchase Orders (POs) serve to monitor and limit vendor spend by contract in FMS. Missing PO data was considered a risk.

E) Asingle vendor invoice/payment over $50,000 in any given year was considered a potential risk.

F) "Long Term" means that payments to a vendor occurred in four or more years (during the audit period).

G
H) Benford's Law!2 analytic results were summarized and prioritized by vendor in determining whether there was a potential risk.

High risk payment trends were identified using a visual (i.e., graphing vendor spend) and judgmental (i.e., subjective) approach.

-~

1) Using analytics, potential conflict of interest situations (e.g., employee vendors) were identified but later deemed insignificant.

Final selection of ~ Of the above 10 vendors, 5 were identified as "investment managers" to be

three contracts for included in the scope of the IAD's next planned audit. Of the remaining 5, 2 were

review in this audit dropped because information was not readily available to assess the preliminary
risks that had led to their preliminary selection. This audit focused on the
contracts with Barra, LLC, Risk Strategies Company, and Technology Integration
Group, as shown in Findings 1 through 3. Finding 4 discusses overarching
concerns about the reliability of the ORS's contract and vendor spend data and
systems.

12 Benford's law is a proven mathematical theory used to identify data that are indicative of various risks (e.g., fraud, error).
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Finding 1

Summary

ORS wire transfers to pay vendor invoices violated ORS and City
payment rules and bypassed payment safeguards. Vendor services
and payments continued without authorized contracts, vendor
performance was not measured, and ORS staff disagreed among
themselves on procurement rules.

The ORS's use of wire transfers to pay $132,000 in vendor invoices in 2022, two of
which were past due, violated City and ORS payment rules and bypassed standard
ORS payment processes designed to safeguard the retirement funds from error
and fraud. The ORS's Director (CEO) did not approve the use of wire transfers to
pay the invoices in 2022.13 The ORS did not have a Retirement Board-approved
contract to pay a $91,000 Barra, LLC invoice or to continue services under a Barra,
LLC contract or an overarching contract with Verus Advisory, Inc. Depite concerns
that the IAD raised in 2022 about the use of wire transfers to pay vendors, the
Investments Division wired $131,000 to pay three past-due vendor invoices in
January 2023.14

The ORS did not have vendor performance standards and oversight records to
show that Barra, LLC and Verus Advisory, Inc. met their specific contractual
obligations. ORS staff disagreed among themselves on whether the ORS is
required to follow San José’s procurement rules, as stated in the San José
Municipal Code and the Finance Department's procurement policies and
procedures. Existing ORS procurement policies and procedures have not been
updated or signed off by senior management in over 20 years.

From July 1, 2016, through June 30, 2022, the ORS paid about $760,000 to Barra,
LLC for data processing and reporting services and about $1.52 million to Verus
Advisory, Inc. for risk advisory services.'® The ORS's contracts with Verus Advisory,
Inc. required that the ORS contract with Barrac, LLC.

Appendix 1 provides, for additional context, a timeline, with reference to
supporting documentation (see Appendix 7), of the actions of the Retirement
Boards and the Investments Division that relate to the contracts with Barra, LLC
and Verus Advisory, Inc.

13 The ORS's CEO did approve payment of the 2022 invoices, but not the wire transfers, which constituted an override of standard ORS and
City payment processes and payment rules.

14 The ORS's CEO did approve the January 2023 invoices and wire payments with knowledge of the concerns identified in this report. Due
to a conflict of interest, this audit report is silent on this concern. The IAD reported concerns about the IAD's organizational independence
and provided relevant recommendations to the Retirement Boards in a 2021 report titled "Assessment of the Internal Audit Division."

15 For reference, a Verus Advisory, Inc. work product is included in Appendix 7, starting on page 191.


http://sjrs.legistar.com/gateway.aspx?M=F&ID=d4dde483-e8b6-482f-8335-98fe69ee954c.pdf

Wire transfers to
pay vendor
invoices violated
ORS and City
payment rules

Wires bypassed
processes designed
to safeguard and
track the
retirement funds

ORS records show that the Investments Division wired $132,000 directly from the
ORS's Bank of New York Mellon accounts, effective September 1, 2022, to pay the
following invoices, two of which were past due:1®

e A $90,956 Barra, LLC invoice that had been due for payment on June 29, 2022

e A S$27,000 PitchBook Data, Inc. invoice that had been due for payment on July
20, 2022

e A S$14,000 Bloomberg Index Service, Ltd. Invoice due on September 5, 2022

OnJanuary 12, 2023, after the issuance of a draft audit report that communicated
concerns about the use of wire transfers to pay vendor invoices, the Investments
Division wired $131,000 to pay three other past-due vendor invoices, including
another $90,956 Barra, LLC invoice, which had been due for payment on
December 9, 2022. ORS records show that Accounting Division staff raised the
following concerns to the Investments Division:

e Contracts were not in place to verify the rates in two of the three invoices.

e The IAD had previously raised concerns about wire transfers to pay vendor
invoices.

The IAD did not expand the audit scope to review the circumstances of the
January 2023 wires.

The ORS's standard vendor payment process, consistent with the San José
Municipal Code!” and ORS policy,*® requires an invoice review and approval
process that safeguards the retirement funds from payment errors and fraud and
ensures that the City's Financial Management System (FMS) timely and accurately
reflect payment activities.!®> For example, under the ORS's standard vendor
payment process:

e Toreduce the risk of payment fraud, staff responsible for managing contracts
and authorizing invoice payments cannot make the payments (e.g., a vendor
invoice approved by the Investments Division must be authorized in FMS by
staff in two additional, separate working groups, the ORS Accounting Division
and the City's Finance Department). This "separation of incompatible duties"

16 The audit scope included contract and payment activities associated with Barra, LLC and by extension, Verus Advisory, Inc. but not
PitchBook Data, Inc. or Bloomberg Index Services, Ltd.

17 See Municipal Code sections 3.28.320 and 3.36.520 for sections relevant to the Federated Plan and Police and Fire Plan, respectively. The
Muni Code requires the ORS to use City processes under the authority of the Finance Department to pay invoices and requires that all
payments from the "retirement fund" are to be made in the manner required for the disbursement of other public funds.

18 ORS staff and management may refer to ORS policy number 530.1 and 510.1.

19 Up-to-date FMS records are important to enable timely, reliable financial reports and analysis.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances

Investments
Division staff stated
that a City Clerk's
Office process
change led them to
use wire transfers

is designed to avoid certain fraud schemes (e.g., conspiring individuals create
a fraudulent invoice, approve its payment, and process the payment).

To ensure the accuracy of invoice payments and enforce contract terms (e.g.,
budgets), Accounting staff independently (i.e., separately from staff who are
responsible for managing contracts and authorizing invoice payments) review
and approve invoices before payment to ensure accuracy and consistency
with contract rates, budgets, and timelines. Automated (i.e., FMS) and manual
internal controls prevent payments that exceed authorized contract limits and
terms that were presumably authorized by those with authority (e.g., the
Retirement Boards).

To ensure that FMS, the City's financial system, is up to date and reflective
of the payment process,’® Accounting staff enter supporting invoice
documentation in FMS before payment is made. Accounting staff also
separately track and update contract budgets as part of the payment process
to ensure that there is up-to-date information on contract funds remaining or
necessary for additional goods or services.

To reduce the risk of payment fraud and errors and ensure compliance with
City payment rules, the City's Finance Department, independently from ORS
staff, performs a final review of ORS-approved invoices and supporting
documentation and authorizes payment in FMS. The Finance Department
issues checks to pay vendors.?°

Moreover, there was no ORS precendent or existing ORS policies and procedures
to use wire transfers to pay ORS vendor invoices outside of this process.?!

ORS records do not show that the Investments Division informed the ORS Director
(CEO) of the use of wire transfers to pay vendor invoices in 2022 or that
Investments requested the CEQ's approval of this new payment process.?? In
response to a CEO request for clarification in January 2023, Investments Division
staff stated that they used wire transfers to pay "the subscriptions" because the
City Clerk's Office would not post them on GILES (i.e., the City's records database
website), a step that is required by the City's Finance Department to pay the
invoices. Investments Staff stated that the City Clerk's Office has changed its

20 ORS Policy 530.1 states that the City is subsequently reimbursed by the Retirement Funds for all expenses on a monthly basis.

21 According to ORS staff, some investment manager fees are paid using wire transfers. Investment manager contracts were outside the

audit scope.

221n 2023, with knowledge of the concerns identified in this report, the ORS's CEO did approve the payment of vendor payments using wire
transfers. Due to a conflict of interest, this audit report is silent on this concern. The IAD reported concerns about the IAD's organizational
independence and provided relevant recommendations to the Retirement Boards in a 2021 report titled "Assessment of the Internal

Audit Division."



https://www.sanjoseca.gov/your-government/appointees/city-clerk/search-records-giles
http://sjrs.legistar.com/gateway.aspx?M=F&ID=d4dde483-e8b6-482f-8335-98fe69ee954c.pdf
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process to only "post contracts." Validation and clarification of these assertions
was beyond the IAD's authority.

Exhibit 7 shows that the Investment Division's wire transfers were inconsistent
with the ORS's standard payment process.

Exhibit 7

ORS Payment Standard Compared to Investments Division Wire Transfers

Key Control (i.e., process) Responsibility Standard ORS Payment Process
Payment Authorization Division Staff
(i.e., steps to initiate invoice | & CEO (i.e., project/contract managers who do
payment. Staff who "authorize" | (€8 Investments | , o4 have an accounting or custody role
should not perform accounting or Division staff who request/authorize payment. Separation
custody functions shown below (r:)é:\rl?ag:ts) of duties reduces the risk of fraud.)
to avoid errors/fraud)
Contract & Payment Compliance | Accounting
(i.e., steps to ensure the accuracy (i.e., Accounting staff review invoices for
of invoices and enforce contract accuracy, update contract budget and
terms and budgets before payment records. FMS  prevents
payment) payments that violate authorized
contract budgets and timelines.)
Record Keeping Accounting
(i.e., FMS financial records, inreal | & (i.e., Accounting staff enter invoice data
time, reflect payment activities, | Finance and invoice approval records into FMS.
including the status of the invoice | Department The Finance Department reviews and
approval and payment process) approves  ORS-approved invoice
documentation. FMS, in real time, tracks
the approval process.)
(i.e., authority/ability to make | Department (i.e., the Finance Department, a separate
payments. FMS should, in real City Department, after its review and
time, show payments made) approval of ORS-approved/authorized
invoices, authorizes and processes
vendor payments. FMS, in real time,
shows payments.)

Investments Division Wire Transfers

Did not comply

(i.e., Investments Division staff authorized
and made payments using wire transfers.
The CEO approval process was via email
and not an effective system control that
could prevent payment.)

Did not comply

(i.e., the Investments Division bypassed
this requirement although it did inform
Accounting in advance that it was paying
the invoices by wire transfer. Wires
bypassed FMS system controls that could
effectively prevent payments that exceed
or violate contract budgets and terms.)

Did not comply

(i.e., the Investments Division bypassed
this requirement. Instead, Accounting
Division staff subsequently recorded the
payments in FMS using "journal entries"
based on bank records.)

Did not comply

(i.e., the Investments Division authorized
and made payments. Without proper
separation of this function from the
authorization function, an individual or
colluding individuals in a division can
authorize and pay a fraudulent or
erroneous invoice.)

Source: City and ORS policies and procedures, FMS records, Barra, LLC invoice and payment records, interviews of ORS staff

Investments Division

deemed wire
transfers necessary
and legal

ORS staff emails show that ORS Investments Division staff, after consulting the
staff and ORS counsel ORS's legal advisor on August 29, 2022, authorized the wire transfers because
of the following assertions:

The City's Finance Department would not authorize payment using the
City's standard payment process because the services had not been
procured in accordance with the City's procurement rules.

e The Retirement Boards had approved the services.



e The invoices were in arrears.

e A potential cut off of the services would jeapordize the administration of
Plan assets.

e The services were critical to the Retirement Plans' investment programs.

Rules and policies (i.e., criteria) required for the IAD to validate the last two
assertions bulleted above were not available. However, it is noteworth that
ORS records of the contracts with Barra, LLC and Verus Advisory, Inc. (e.g., staff
reports to the Retirement Boards) did not specifically discuss whether and how
the services were critical to the Retirement Plans' investment programs or to
the administration of the Plans' assets. For reference, a Verus Advisory, Inc.
work product is included in Appendix 7 (page 191).

Reputational damage ORS staff emails show that the Finance Department, in coordination with the

may negatively City Attorney's Office, raised the following concerns to ORS Investments
impact the ORS's Division staff about ORS contracts with Barra, LLC and PitchBook Data, Inc.:
ability to achieve its

e The contracts did not comply with City procurement rules.
goals??

e The Finance Department would not authorize vendor payments without
valid contracts.

Reputational damage, which includes negative internal ORS and City staff
perceptions of the ORS's commitment to City rules, may damage ORS staff's
ability to efficiently work with other City departments. Past IAD audit reports
show that key ORS business processes require significant coordination with
other City departments.?*

From an external perspective, late invoice payments, especially for important
services, raise the risk of operational and reputational damage (e.g., a vendor
may stop providing business-critical services and may avoid future business
with a client that does not pay on time). Negative views held by other external
stakeholders, such as the ORS's financial auditor, actuary, and retirees may also
damage the ORS's ability to efficiently meet business objectives (e.g., to
achieve a "clean" or unqualified financial auditor's opinion regarding the ORS's
publicly issued financial statements).

23 Exhibit 2, shown earlier in this report, is also relevant to this section. It shows that the Finance Department issued a reprimand letter to
the ORS for violating the City's procurement rules and that the ORS's CEO, on June 7, 2021, committed to abiding the rules.

24 See past IAD reports on enrolling plan members, terminating plan members, and administering plan member contributions to fund the
City’s pension plans and pay future retiree benefits.



http://sjrs.legistar.com/gateway.aspx?M=F&ID=63be6e8a-48d1-41c1-ae98-351c0a31d9d1.pdf
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http://sjrs.legistar.com/gateway.aspx?M=F&ID=8dd26d09-7043-4e12-bbde-8e95e7df822a.pdf

Compliance with
payment rules was
not prioritized

The ORS did not
have a Retirement
Board-approved
contract to pay a
$91,000 Barra, LLC
invoice

The Investments Division and the ORS's outside counsel did not consult with
key ORS stakeholders (i.e., the ORS's Accounting Manager, Chief Operating
Officer, and Chief Executive Officer) regarding options to ensure compliance
with ORS and City procurement and payment rules prior to making the
September 2022 wire transfers. Moreover, as previously discussed, there were
additional wire transfers to pay vendor invoices in January 2023. The
compliance concerns raised by the Finance Department should have, but did
not, lead to efforts by ORS senior management to engage the Finance
Department to determine how to either comply with the existing ORS and City
rules or to determine an acceptable, alternative payment method that meets
the standard of care. Standards for internal control (i.e., processes designed to
achieve business objectives) in government state that management should
monitor the effectiveness of existing processes and remediate process
deficiencies in a timely manner.?>

When the ORS's Retirement Board-authorized contract with Barra, LLC expired
onlJune 1, 2022,%% the Investments Division did not have an authorized contract
to pay a $90,956 Barra, LLC invoice for services from June 2, 2022, through June
1, 2023. A January 2022 ORS Accounting Division email?’ to the Investments
Division had warned that existing existing Barra, LLC contract funds had been
mostly depleted and were insufficient to pay the anticipated May 2022 invoice.
Steps were not taken, however, to timely authorize and renew the contract.
According to ORS Investments Division staff, the Barra, LLC contract had "auto
renew" terms; however, the Retirement Boards had not authorized such
contract terms. The use or inclusion of auto renew terms in contract documents
(i.e., in the boilerplate clauses of the contract) that are not specifically
authorized by the Retirement Boards undermine their authority and
responsibility to actively control the budgets and horizons of the ORS's
contracts. Moreover, under California Law,?® contracts must be interpreted
based on the intent of the parties "at the time of contracting” [emphasis added]
and also with consideration of other related contracts, such as the the
overarching Verus Advisory, Inc. discussed below, that had also expired in June
2022 without any such auto renew terms.

25 See U.S. Government Accountability Office, “Standards for Internal Control in the Federal Government,” Washington, D.C., 2014, p. 64,
available at http://www.gao.gov/products/GAO-14-704G.

26 |n 2020, the Retirement Boards authorized Investments Division staff to extend the term of an existing contract with Barra, LLC for two
years. The Boards also authorized an additional $300,000 in contract expenditures. Staff used the authority to extend the term of the
existing Barra, LLC contract to June 1, 2022.

27 To help ensure invoices can be timely paid and to avoid business disruptions, ORS Accounting staff track contract funds and invoice
payments and notify ORS managers when contract funds are nearly depleted and/or when contracts near expiration.

28 See California Civil Code § 1636 and § 1640.



http://www.gao.gov/products/GAO-14-704G
https://leginfo.legislature.ca.gov/faces/home.xhtml

An associated
contract with Verus
Advisory Inc., had
also expired, with
work in progress

Investments Division
memorandums
requesting contract
authorization
omitted important
information

The contract with Barra, LLC was mandated under the terms of an overarching
contract with Verus Advisory, Inc. that had also expired in June 2022.%° As of
September 2022, the ORS was still doing business with Verus Advisory, Inc.
without a valid contract. Without the required approvals from the Retirement
Boards, the Investments Division signed an agreement, effective September 15,
2022, to extend the Verus Advisory, Inc. contract, which had expired back in
June 2022, to June 30, 2023.

It is noteworthy that a prior ORS prior contract with Verus Advisory, Inc. had
expired on January 31, 2020, despite ongoing work. It was not until May 2020
that the Retirement Boards retroactively authorized ORS staff to exend that
contract.

In April 2023, the Investments Division presented memorandums to the
Retirement Boards to request that they authorize extensions of the Verus
Advisory, Inc. and Barra, LLC contracts for an additional year. The
memorandums stated that in June 2020, the Retirement Boards approved
retaining Verus Advisory, Inc., on a two-year contract with an additional one-
year option to extend, which was exercised "as of July 1, 2022." The
memorandums omitted the following important information:

e The Verus Adivsory, Inc. contract had, in fact, expired on June 30, 2022, and
it was not until September 2022 that the Investments Division, albeit
without the required authority (see Appendix 1), extended the contract.

e the Investments Division had exercised the "option to extend" the Verus
Advisory, Inc. contract in September 2022 without the required
authorization from the Retirement Boards. The use of the of the passive
voice3® in the memorandum avoided this important disclosure (see
Appendix 1, including the referenced supporting documents).

Moreover, the memorandums, which in April 2023 requested that the Boards
authorize the renewal of the Barra, LLC contract for one year, did not disclose
the following information:

e When the prior Retirement Board-authorized term for the Barra, LLC
contract had ended on June 1, 2022 (see Appendix 1), there was no timely
renewal effort, and the Investments Division paid for Barra, LLC services
subsequent to June 1, 2022, using wire transfers, as previously discussed in
this report.

29 The Verus Advisory, Inc. contract did not have the boilerplate "auto renew" terms that were in the Barra, LLC contract. It was beyond the
audit scope to determine whether and how the Barra, LLC contract is of use to the ORS without the Verus Advisory, Inc. contract.

30 The passive voice is a verb form that often conceals the subject of a sentence.



ORS policy requires
Retirement Board
authorization to
spend over 550,000
under a vendor
contract

ORS policy requires a
database of contracts
and expiration dates

City policy requires
records of authorized
contract terms and
amounts in FMS

e The Investment Division's requests in April 2023 for Retirement Board
"action to renew the risk data service agreement with Barra LLC for one
year for an amount not-to-exceed $96,000" conflicted with the Investment
Division's own perspective (i.e., when asked about ongoing Barra, LLC
services and payment to Barra, LLC after the June 1, 2022, effective
contract end date) that the contract had auto renew terms.

Appendix 1 provides, for additional context, a timeline of the actions of the
Retirement Boards and the Investments Division that relate to the contracts
with Barra, LLC and Verus Advisory, Inc.

ORS policy requires that the Retirement Boards approve any contracts that
would result in a cumulative contract value with a single vendor in excess of
$50,000 over two consecutive fiscal years.3! In addition, ORS policy number
640.5 requires that the Investments Division:

Notify the Retirement Boards when staff plan to negotiate with vendors
whose contracts are expiring approximately six months prior to expiration.

e Based on records of the vendor's performance, recommend to the
appropriate committee or Retirement Board, whether to extend or
terminate the contract three months prior to the expiration date.

The ORS does not have a reliable and complete database of existing contracts
and their expiration dates, as required by ORS policy number 640.1. Such a
database could enable the ORS to monitor existing contracts and timely renew
them, when necessary. ORS staff keep limited contract information in
electronic folders. The Orange County Employees Retirement System (OCERS),
an ORS benchmark agency, uses an online vendor and contract management
system to track and manage contracts effectively and efficiently (see Finding
4).

Despite ongoing services provided by Barra, LLC and Verus Advisory, Inc., as of
September 2022, the City's Financial Management System (FMS) did not reflect
valid, electronic contract records as required by City policy. To ensure that
authorized contract funds are available to pay invoices, the City's encumbrance
policy requires that City departments record the terms of authorized contracts
(i.e., start and end dates), authorized contract amounts, and any authorized
amendments (e.g., changes to the contract term or amount) in FMS. As
discussed in Finding 4, reliable contract data is required to efficiently and
effectively manage contracting risks and opportunities.

31 See "Policy Regarding Roles in Vendor Selection" under board governance & polices for the Federated and Police and Fire Plans on the

ORS website.


https://www.sanjoseca.gov/home/showpublisheddocument/17887/637039676257800000
https://www.sanjoseca.gov/home/showpublisheddocument/17887/637039676257800000
https://www.sjretirement.com/

Auto renewing
(“evergreen”)
contracts are not a
best practice

Contracts do not
show approval "as to
form" by an attorney

San José procurement rules and existing ORS policies and procedures do not
specifically prohibit the use of auto renewing or “evergreen” contracts (i.e.,
contracts without an obligatory expiration date). According to Investments
Division staff, evergreen terms are used routinely in the ORS's investment
manager contracts, which were outside the audit scope. Finance Department
staff have provided the following general guidelines to City staff:

e Contract terms should generally be limited to five years; however, there
may be legitimate reasons for long-term contracts.

e Assuming the same services are still required, there should be a public,
competitive process after five years to award a new contract.

ORS Benchmark retirement agencies have procurement policies and
procedures that mandate maximum contract terms. For example:

e Los Angeles County Employees Retirement Association (LACERA)
procurement policies and procedures state, “Contracts shall be limited to a
maximum of five (5) consecutive years with an optional extension of up to
an additional two (2) years, with approval by the Chief Executive Officer or
designee.” A December 10, 2021, LACERA staff memorandum specifically
stated, “Month-to-month evergreen contracts are not a best practice.”

e QOrange County Employees Retirement System (OCERS) procurement
policies and procedures (see Appendix 2) state that the term of a contract
will not exceed six years. OCERS staff confirmed that regardless of contract
type (e.g., information technology, equipment, services), after six years,
there must be a new procurement process and when warranted, a
competitive vendor selection process. Investment manager contracts are
not addressed in the procedures.

According to ORS Investments Division staff, the ORS's investment counsel
prepares or reviews contracts prior to execution, but there is no formal process
to do this or to define the purpose of the review (e.g., to ensure that ORS
contracts conform to City and ORS procurement rules, to ensure that contracts
reflect the authorization granted by the Retirement Boards). ORS Investments
Division staff did not have records showing that investment counsel reviewed
or prepared the Barra, LLC contract documents. Staff did have emails showing
that investment counsel reviewed a 2020 contract with Verus Advisory, Inc.;
however, the correspondence does not show what the purpose of the review
was. San José Municipal Code section 4.04.060 states, "All contracts which are
required to be in writing shall be approved as to form by the city attorney prior



https://library.municode.com/ca/san_jose/codes/code_of_ordinances

to execution by the city."3? An attorney's review can help ensure that contract
terms are consistent within a given contract document and between related
contracts, when required. An attorney's review can also help ensure that actual
procurement practices are compliant with procurement rules (i.e., official
contracts include up-to-date terms that reflect the organization's procurement
rules and policies, including its social policies).

The ORS did not have The ORS did not have contract oversight records, vendor performance
oversight records or standards, or performance measurements to show that Barra, LLC and Verus
performance Advisory, Inc. met their contractual obligations or that they met any particular
measures for performance requirement during their initial, three-year contract terms. In
contracts with Barra, 2020, the Retirement Boards authorized contracts and contract
LLC or Verus Advisory, amendendments with Barra, LLC and Verus Advisory, Inc. without specific,
Inc. documented vendor performance information. Moreover, the following

specific information requested by the IAD pertaining to the Barra, LLC contract

was not readily available:

e Reports on utilization or useage of the services. The ORS contract specificed
that there would be a process to provide and receive data. ORS staff did not
have documentation of the process or data but did explain how it was used.
If available, utilization reports could help demonstrate the value received
under the contract.

e Records of the assignment and use of the five user licenses. The Barra, LLC
contract stated that the Barra products (i.e., software and data products
listed in the contract) may be accessed and used only by five specific,
named users. The contract did not show the names of the users and
information was not available to show how the ORS used the licenses or
whether five licenses were required.

e Records of the invoice approval process. Investments Division staff approve
and forward invoices to the ORS Accounting Division for payment but do
not keep invoice records or use a predefined process to demonstrate that
invoices were consistent with contract terms prior to approval. ORS
Accounting Division staff do review invoices prior to payment to ensure that
billing rates are consistent with contract terms and that invoice totals are
accurate. However, Accounting’s process does not document or ensure
vendors' compliance with other key contractual obligations and
performance standards that often require technical expertise to assess.
Subject matter expertise is often required to provide sufficient vendor
oversight and appropriately authorize payments.

32 A May 15, 2015, memorandum from the San José City Attorney stated, "With the adoption of Measure G in the November 2014 election,
the Retirement Boards have the authority to appoint and direct their own attorneys..." The ORS contracts for outside legal services.



ORS Policy requires
vendor performance
reviews

San José vendor
management
guidelines require
oversight of vendors

ORS staff have
conflicting views on
the ORS’s
procurement
requirements

ORS policy number 640.5 states, "The Retirement Department shall review the
performance of the vendors who provide services related to the administration
of the retirement plans prior [emphasis added] to renegotiating agreements
and amendments between the Boards and vendors." The policy assigns the
following responsibilities to the Investments Division:

e Determine appropriate measurements for each vendor. During the first
year, review measurements to determine appropriateness and value
added. Modify the measurements as necessary.

e Develop a rating form for each type of vendor.

e Make notes during the term of the agreement of any issues and comments
relating to the performance of the vendor. Keep notes in the appropriate
vendor file.

e Report the vendor review results to the appropriate committee or Board
with a recommendation to extend the contract or to terminate the vendor
three months prior to the expiration date.

San José has vendor management guidelines (see Appendix 3) that require City
staff to "set and expect standards of performance for the vendor," including
measurable key performance indicators. The guidelines also require staff to
"actively monitor the contract and conduct periodic performance assessments
of the vendor."

The OCERS, an ORS benchmark agency, requires documented performance
reviews of all vendors with contracts over $100,000 at least once ever three
years to determine if they are meeting their contractual obligations.

Some ORS staff stated that the City's procurement rules apply to the ORS.
Others, citing the ORS's independence from the City under Measure G, stated
that the ORS is not required but may choose to use the City's procurement
rules. Regardless, there was no apparent process to ensure compliance with
either existing ORS procurement policies and procedures or San José
procurement rules. ORS policy 640.1 states that the ORS's contracts "shall be
processed for consideration and action by the Board in accordance with
applicable provisions in Chapter 4.04, 3.24, and 3.28, San Jose Municipal Code
or as recommended by the City Attorney." There are no specific ORS
procurement rules to clarify whether Measure G eliminated or modified the
requirement to comply with San José’s procurement rules. As discussed in the
Background section of this report, the IAD believes that the audit criteria

33 San José voters passed Measure G, which was on the November 4, 2014, election ballot, allowing for the creation of "one or more
retirement boards with specified authority, including hiring an at-will chief executive."



referenced in this report reflect the standard of care for procurement and
payment, which is mandated for the ORS under the California Constitution.

ORS policies and A 2022 ORS Internal Staff Survey report showed that in general, ORS policies
procedures are not and procedures were not sufficiently in use, with 14 (39 percent) of 36
sufficiently used respondents indicating that they almost never refer to the ORS’s formal,

written policies and procedures. Updated, official policies and procedures are
needed to ensure that ORS executive management is informed, responsible,
and accountable for business processes and that there are clearly assigned
roles and responsibilities among ORS business units to achieve the ORS’s

objectives.
ORS procurement The ORS has internal procurement policies and procedures that are over 20
policies have not years old and have not been signed-off by senior management or updated to
been updated or either reflect existing San José procurement rules or any other rules or best

signed-off by senior  practices. The Retirement Boards’ Charters3* for the ORS Director (CEO) state:
management in over  “The CEO shall develop and approve all necessary operating procedures to
20 years guide staff and vendors in implementing board policy or direction.” ORS policy
number 810.1, titled "Policy and Procedure Maintenance," requires that the
ORS regularly (i.e., at least annually) update its policies and procedures manual,
date the revisions, and obtain the director's signature to authorize the

revisions.
The ORS has not Existing ORS procurement policies assign procurement activities mostly to
specifically assigned  Investments Division staff and payment-related activities to the Accounting
procurement Division. In practice, there is no designated staff position that is responsible for

responsibility to staff ensuring compliance with ORS or San José procurement rules. In contrast, the
OCERS, a benchmark retirement agency, has a specific "contracts, risk &
performance administrator" position whose job description includes:

e Creatively and systematically planning, developing, implementing and
monitoring contracts.

e |dentifying and implementing contract management and contract
administration best practices

e Leading the development of Requests For Proposal (RFPs) and other
procurement processes including the preparation and management of all
aspects of soliciting bids/proposals, evaluating the provider responses, and
provider selections.

34 The “Charter” documents can be found on the ORS website.
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A designated procurement point of contact at the ORS can help design and
maintain up-to-date procurement policies and procedures and help coordinate
and manage the ORS’s procurement activities.

Standards for policies "Control Activities" is one of five components of an effective internal control
and procedures system.3> Standards for internal control require that management:

e Design policies, procedures, techniques, and mechanisms to achieve
organizational objectives and address related risks.

e Document in policies for each unit its responsibility for an operational
process’s objectives and related risks, and control activity design,
implementation, and operating effectiveness.

e Communicate to personnel the policies and procedures so that personnel
can implement the control activities for their assigned responsibilities.

e Define and assign roles and responsibilities and delegate authority to
achieve organizational objectives.

Recommendations To ensure that the ORS complies with the City's vendor payment and applicable
contracting rules, the IAD recommends that ORS management:

1.1In coordination with the ORS's legal counsel and the City's Finance
Department, identify and memorialize (e.g., in a policy) the procurement
rules that the ORS is required to follow.

1.2 After implementing Recommendation 1.1, review and update all existing,
outdated ORS procurement policies in accordance with policy number
810.1 titled "Policy and Procedure Maintenance." The update should
include guidance on the permissible uses of "evergreen" terms, if any, and
taking steps to ensure that contract terms are valid, consistent, and aligned
with applicable contracting rules (e.g., use a check list, mandate an
attorney's review of contracts "as to form"). Communicate the updated
policies to all ORS staff with contracting or vendor payment responsibilities.

35 Internal control is the system of processes that an entity’s oversight body, management, and other personnel implement to provide
reasonable assurance that the organization will achieve its operational, reporting, and compliance objectives. The five components are
control environment, risk assessment, control activities, information and communication, and monitoring. See U.S. Government
Accountability Office, “Standards for Internal Control in the Federal Government,” Washington, D.C., 2014, P. 9, available at
http://www.gao.gov/products/GAO-14-704G.
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1.3 Communicate existing and ORS "governance" policies that define the roles
and responsibilities for authorizing contracts (i.e., the Federated and Police
and Fire Plan policies titled "Policy Regarding Roles in Vendor Selection")
to ORS staff who have contracting or vendor payment responsibilities.
Highlight in the communication the requirements for Retirement Board
approval (e.g., "Board approval is also required for any contracts that
would result in a cumulative contract value with a single vendor in excess
of $50,000 over two consecutive fiscal years").

1.4 Assign overall responsibility for procurement oversight to an ORS staff
position. Provide necessary training to the staff member to meet the new
job responsibilities. Update the list of official job duties for the position to
include:

e Serving as an internal point of contact for procurement at the ORS.
e Training ORS staff on procurement rules.

e Serving to coordinate ORS procurement activities with the ORS's legal
counsel and the Finance Department.

e Ensuring compliance with applicable procurement rules and policies
and procedures.

e Administering the ORS's procurement processes to ensure that the ORS
has complete, reliable, and useful data to manage its contracts and
comply with applicable ORS and City procurement and payment rules.

e Monitoring procurement and payment activities to identify and address
instances where ORS procurement activities do not comply with
applicable ORS and City rules (e.g., vendor payments without contracts,
vendor payments that violated payment rules, contract documents that
do not include required terms, contract duration and maximum
expenditure terms that are inconsistent with Retirement Board
authorizations, contracts without vendor performance metrics,
contracts renewed without reference to vendor performance metrics).



Finding 2

Summary

The ORS paid $2.65
million3® to Risk
Strategies Company
without a contract

The ORS paid an insurance broker without a competitive vendor
selection process or a contract to define the scope of services.

From July 1, 2015, through June 30, 2022, the ORS paid about $2.65 million to
vendor Risk Strategies Company, an insurance broker, without a public,
competitive vendor selection process or a contract to define the scope of services
and to protect the ORS's business interests. Ongoing, annual payments to Risk
Strategies Company increased from $329,000 in FY 2016 to $447,000 in FY 2022,
a 36 percent increase.

From July 1, 2015, through June 30, 2022, the ORS paid about $2.65 million to
vendor Risk Strategies Company, an insurance broker, without a legally
enforceable services agreement (i.e., contract) to meet the following key
objectives:3’

e Tospecify roles and responsibilities of the insurance broker, such as providing
guidance on selecting insurance coverage and handling claims.

e To ensure that all broker compensation components (e.g., client-paid fees,
commissions, insurance company-paid fees) are disclosed by the broker at
the time it submits insurance policy proposals so that its economic incentive
to recommend a proposal is clear.

e To establish liability for the insurance broker if circumstances show that the
broker’s advice resulted in obtaining inadequate or unsuitable insurance.

e To ensure that the broker has sufficient errors and omissions insurance to
pay a malpractice claim.

e To specify the roles and responsibilities of the ORS in selecting insurance
coverage and handling claims (e.g., the ORS uses a risk assessment process to
identify its vulnerabilities and makes a risk-based decision regarding the types
and levels of coverage, such as cyber liability insurance, that may be
required).

Up until the start of this audit, the ORS did not recognize the need to contract
with an insurance broker given that the primary objective was to purchase
insurance policies. As of this writing, ORS management believes that a
competitive vendor selection process should be used to contract with an
insurance broker for the ORS.

36 This figure includes payments to Risk Strategies Company dating back to FY 2016. It does not include payments to prior insurance brokers
(e.g., MacCorkle, which was acquired by Risk Strategies Company in 2015) that may also have been made without a contract.

37 Harkham, Finley T. “Contracts With Insurance Brokers: Do’s and Don’ts.” Anderson Kill, 2015. Accessed July 6, 2022.
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San José rules and
regulations require
contracts to pay
vendors

ORS processes do
not prevent vendor
payments without a
contract

The ORS paid Risk
Strategies Company
without a pubilic,
competitive vendor
selection process

San José Municipal Code section 4.04.060 states that all contracts, except for
authorized purchases through use of a city credit card, having a maximum value

of $500 shall be in writing.3® To meet their fiduciary responsibilities (i.e., to ensure
that legally binding agreements consistent with agency rules are used to procure
goods and services), governmental agencies, including benchmark pension
systems (see Appendix 2), have rules, regulations, policies, and procedures that
require contracts when anticipated payments to a single vendor or anticipated
payments for a type of service or product (e.g., office supplies) exceed a
predefined amount over a period of time.

According to ORS Accounting Division staff, the City's Finance Department will
approve and pay ORS vendor invoices if ORS staff enter invoices in the City's
Financial Management System (FMS) and provide documentation in FMS of ORS
staff's preliminary invoice review and approval process. It was beyond the IAD's
authority to determine why Finance Department processes and FMS allowed
payments to Risk Management Company without a contract.

The ORS used Risk Strategies Company's services without a public, competitive
vendor selection process to meet the following objectives:

e To select the most qualified and cost-effective insurance broker that best
meets the ORS's business needs.

e To inspire public confidence that ORS contracts are awarded equitably and
economically, without favoritism.

The ORS did not have a valid, documented reason (i.e., a "sole source exemption")
to show that there was a reason to bypass the City's competition requirements.
The IAD could not reliably determine whether the ORS could have saved money
or obtained better services had it selected a different insurance broker.

Exhibit 10 shows the $2.65 million in ORS payments to Risk Strategies Company
by Fiscal Year and Retirement Plan, from July 2015 through June 2022.3° During
this period, total payments (i.e., for both the Federated and Police and Fire Plan)
increased from about $329,000 in FY 2016 to $447,000 in FY 2022, a 36 percent
increase.

38 Current City of San José procurement training materials, summarized in Exhibit 3, show that contracts are required for services that cost

over $1,000.

39 This amount includes both compensation to Risk Strategies Company and the value of the insurance policies. Although insurance policy
documents showed "commission" percentages that appear to indicate compensation retained by Risk Strategies Company and not paid
to the insurance companies, the ORS did not have a contract to ensure that all broker compensation components were disclosed.
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ORS Payments to Risk Strategies Company
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San José rules require San José Municipal Code section 4.12.210 states that the City, where

competition to select "practicable,"4° shall engage in competitive procurement, and that competitive

the City's vendors procurement, such as a Request for Proposal (RFP) process, shall be used for
purchases of services with an estimated value of more than $130,000 (effective
July 1, 2019). To meet their fiduciary responsibilities (i.e., to obtain the best
possible value for necessary goods and services, within legal boundaries),
governmental agencies, including benchmark pension systems (see Appendix
2), have rules, regulations, policies and procedures that require a public,
competitive procurement process, or a well-supported exemption, when
anticipated vendor spend exceeds a predefined threshold.

Benchmark agencies Benchmark retirement systems performed due diligence in procuring and
used a competitive contracting for insurance broker services. For example, the Orange County
process to select their Employees Retirement System (OCERS) issued a Request for Proposal (RFP) for
insurance brokers Insurance Broker Services in March 2022. The 12-page, public solicitation

document included the following key sections:

e Required scope of services (e.g., review and evaluate risks relevant to the
OCERS that can be insured against, including cyber liability and employment
practices liability; design and develop custom insurance plans;
recommend/present plans to the Retirement Board; market approved

40 San José Municipal Code section 4.12.215 states that the City is not required to engage in competitive procurement for emergency, public

agency, sole source, or unique services purchases. For unique services, Muni Code Section 4.12.235 requires written determination of
the basis for the procurement.
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https://www.ocers.org/sites/main/files/file-attachments/insurance_broker_services.pdf?1648483505
https://library.municode.com/ca/san_jose/codes/code_of_ordinances

Oversight of insurance
broker services is
needed to realize
expected benefits

Invoices did not
identify services
provided by Risk
Strategies Company

plans to qualified insurance providers, advise the OCERS on risk
management and insurance matters)

e Minimum qualifications (e.g., the proposing firm must have experience
procuring insurance and providing services to defined public and/or private
pension plans with at least $10 billion in assets)

e Point of contact for the RFP (e.g., the OCERS contracts, risk & performance
administrator)

e An RFP schedule (e.g., RFP Release date, finalist selection date, award date)

e Evaluation criteria for the RFP (e.g., pricing and value, information provided
by references, experience and reputation of the respondent)

Except for the insurance policies that the ORS paid for, the ORS does not have
records of the services or the quality of the services that Risk Strategies
Company provided. According to ORS staff, Risk Strategies Company annually
sends insurance applications to the ORS, solicits quotes from insurance
companies, and provides insurance proposals for the ORS to review and
approve. San José vendor management guidelines (see Appendix 3) require City
staff to "set and expect standards of performance for the vendor," including
measurable key performance indicators. The guidelines also require staff to
"actively monitor the contract and conduct periodic performance assessments
of the vendor." ORS policies and procedures require that the ORS supervise and
direct all vendors on a regular basis. The OCERS, an ORS benchmark agency,
requires performance reviews of all vendors with contracts over $100,000, at
least once every three years, to determine if they are performing their
contractual obligations (see Appendix 2).

ORS staff notifications to the Federated and Police and Fire Plan trustees stated,
"Staff worked with the insurance broker to obtain the lowest rates available
that will provide the coverage needed."*® However, available ORS
documentation, mostly limited to Risk Strategies Company invoices and the
ORS's insurance policies, did not show these services. The FY 2022 policy
documents did show that there were "commissions" that ranged from 14
percent to 17.5 percent included in the fees payable to Risk Strategies Company
but did not specify the purpose of the commissions.*?

41 According to ORS Accounting Division staff, the memo should have stated, "Staff worked with the insurance broker, who obtained the
lowest rates available that will provide the coverage needed."

42 Commissions may not include insurance company payments that reward a broker for generating business.
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The ORS paid invoice
amounts that were
greater than original
insurance policy
quotes

The ORS does not have

a risk assessment
process to inform its
insurance strategy

The ORS did not
consider purchasing
cyber liability
insurance

The ORS may have
been covered under
the City's insurance
policies

In March 2022, Risk Strategies Company provided insurance policy documents
that showed premiums totaling $444,504 for the ORS. However, Risk Strategies
Company invoiced the ORS, and the ORS paid $444,879, an overage of $375.
ORS staff did not notice this discrepancy and approved the payment due to
human error. According to Risk Strategies Company, the insurance carriers had
erroneously omitted certain charges, and although the ORS was not informed
in advance, Risk Strategies Company billed the ORS the corrected (i.e.,
increased) amounts based on corrected invoices from the insurance carriers.

ORS does not have a formal process to periodically identify and assess business
risks (e.g., cyber risk — high, fire risk — high),*® existing controls to manage the
risks (e.g., intrusion prevention software, sprinkler system), and the specific
type and level of insurance required, based on ORS management's risk
tolerance, to protect against the residual risks. According to ORS staff, when
necessary, the ORS's legal counsel reviews coverage; however, the process is
not documented. For comparison, OCERS senior management and legal staff, in
coordination with the OCERS’ insurance broker, regularly identify organizational
risks and review and periodically adjust the OCERS’ types and levels of insurance
coverage.

The ORS's insurance policies did not include at least one key area of coverage:
cyber liability insurance to cover the costs of damage® from external (e.g.,
caused by an outside hacker) or internal (e.g., caused by staff) security breaches
of its information systems (e.g., cyber extortion threats, theft or destruction of
sensitive or mission-critical data). The ORS relies heavily on information
technology and stores significant amounts of mission-critical and sensitive
information both on local computer systems and on cloud-based (i.e., remote,
third-party managed) applications and servers. The OCERS considers cyber
liability insurance and earthquake insurance, another type of coverage that the
ORS does not have, to be essential types of coverage.

According to the City's current risk manager, the City has insurance policies that
cover all City departments and their employees for various risks, including
cyber, flood, and fire. However, the policies are confidential and are apparently
not subject to disclosure, even to the ORS. Without knowledge of the City's
specific insurance policies and levels of coverage, the ORS cannot effectively
determine what types and levels of additional insurance, if any, it needs to

43 The "Monitoring and Reporting Policy" of the Retirement Plans requires that ORS staff prepare an annual "operational risk assessment"
report for the audit committee that identifies and assesses key risks and exposures (e.g., cash flow, personnel, information technology).

This has not been done.

44 Depending on coverage, cyber liability insurance may cover costs for investigative services, data recovery, identity theft, legal fees, public

relations management, etc.



purchase. Moreover, without this knowledge, the ORS risks purchasing costly
insurance that is redundant.

Recommendations To ensure that the ORS protects its business interests in procuring insurance
policies, the IAD recommends that ORS management:*

2.1In compliance with ORS policy and the City's procurement rules, use a
public, competitive vendor selection process to select and contract with an
insurance broker.

2.2 Create and communicate, as appropriate, a risk management policy that
includes the following components:

e A list of stakeholders (e.g., the Retirement Boards, ORS senior
management, legal counsel, the insurance broker) who should have
roles and responsibilities for identifying and addressing (i.e., managing)
the ORS's business risks.

e A defined process to periodically identify and document the ORS's
business risks, whether to mitigate or accept those risks, and if
applicable, the specific mitigation strategy (e.g., by procuring
insurance).

e Astep toobtain details about the types and levels of Citywide insurance
coverage that apply to the ORS.

e Asteptodocument the required types and levels of insurance coverage
that the ORS needs to purchase beyond what is already provided by the
City.

45 Recommendations in Finding 1 address the need to update and communicate the ORS's procurement and vendor payment policies.
Those recommendations are also applicable to this finding but are not restated.
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Finding 3

Summary

An eight-month
laptop purchase
process risked
operations and
security

The delayed purchase of ORS laptops in 2020 caused security
vulnerabilities and raised operational risks.

At the start of the COVID pandemic, in 2020, the ORS took eight months to
purchase laptops for staff using a process that was administered by the City of
San José IT Department instead of using the City's expedited, emergency
procurement process. Laptop distribution was not completed until October 18,
2022, resulting in security vulnerabilities and operational risks. The ORS did not
have records showing that it received the exact laptops and associated
equipment (e.g., docking stations) that were ordered in good working condition.

Due to the COVID pandemic and work-from-home mandate starting March 17,
2020, ORS staff, who mostly used larger desktop computers that were not meant
to be portable, were required to work from home using their personal computers,
networks, and connections to the internet. San José Financial Management System
(FMS) records show that about eight months later, on November 19, 2020, the ORS
entered a $69,916 contract*® to procure 38 laptops and associated accessories
from the vendor “Technology Integration Group” for ORS staff who had been
working from home. Exhibit 11 summarizes the eight-month timeline.

Exhibit 11

Timeline: ORS’s laptop purchase (prompted by the 2020 “work-from-home” mandate)

3/17/2020 to 11/19/2020: 8 months to procure work laptops

-nmm September

 3/17/2020 <
ORS staff required to
work from home. ORS
staff without work-issued
laptops instructed to use
personal computers.

» 7/17/2020 9/14/2020 ¢——» 11/19/2020

3/17/20 through 7/16/20
4 months pass without a
procurement plan.

ORS IT staff inform Central IT of laptop
procurement requirement. Multiple
emails (through 9/16/20) discuss the
purchase justification, quantity,
specifications, accessories, timing,

Central IT informs ORS IT
staff that they have received
“a shipment” of laptops.

9/16/2020

ORS Pays $69,916 for
38 laptops, docking
stations, and laptop
bags.

and pricing. ORS IT accepts proposed pricing 11/23/2020
for laptops and asks Central IT to ORS begins deploying

8/19/2020
ORS IT staff email to Central IT states:
"Please update me on what’s going on
because | feel completely ‘in the dark’
right now.”

“process the order.”

9/16/20 through 11/19/20 &

2 months pass from order
acceptance to payment.

laptops to staff.

Note: Use of
personal computers
ended on October
18, 2022.

Sources:

Email correspondence between ORS IT and City of San José IT Department (Central IT) staff, FMS records, ORS 2020 Internal Staff Survey

46 Specifically, FMS shows that this was an “Open Purchase Order,” which is defined by the City’s “Encumbrance Policy” as a type of contract

recorded in FMS by the Finance Department to meet ongoing procurement requirements.
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Work-issued laptops
were necessary to
avoid security
vulnerabilities

ORS staff viewed the
delay in receiving
work laptops as a
work obstacle

The ORS did not have
a process to expedite
laptop purchases

From March 17, 2020, through November 2020, ORS staff used personally-
owned computing devices (e.g., personally-owned laptops, smartphones,
tablets) to access sensitive and confidential information in PensionGold and ORS
shared drives without the protection of mandatory, preconfigured City of San
José information security controls (e.g., strong passwords, encryption, antivirus
software) to prevent security breaches.

The IAD provided a confidential memorandum dated December 22, 2020, to
ORS management regarding security concerns related to the use of staff’s
personal computers and provided recommendations to mitigate the residual
security vulnerabilities. Additional information regarding the memorandum is
not provided in this report to prevent the disclosure of sensitive information
and organizational vulnerabilities, in compliance with Government Auditing
Standards sections 9.61 to 9.67.

In the IAD’s 2020 Internal Staff Survey, only 50 percent*’ of surveyed staff stated
that they had sufficient information technology equipment and resources to do
their work remotely during the pandemic. In written comments, ORS staff raised
concerns about the requirement to use personal equipment, including cell
phones and computers, because work-issued laptops were not available during
the COVID pandemic, until November 2020.%® Aside from security controls,
computers that access work-related data and information systems should have:

e Any necessary work-related software (i.e., the software is installed).

e Computing speeds and storage levels that are consistent with job and
software requirements.

San José Municipal Code section 4.12.220 states that in case of a public
emergency, the "procurement authority"#° may purchase supplies, materials, or
equipment without a competitive procurement process and that it may use the
"emergency reserve fund." Existing ORS policies and procedures do not,
however, include guidance on implementing this section of the Municipal Code
or provide an alternative method for emergency purchases (i.e., purchases of

mission-critical goods or services during an emergency).

ORS records, including email correspondence between ORS IT Division and City
of San José IT Department (Central IT), staff raise the following specific concerns:

47 In the IAD's 2021 and 2022 Internal Staff Surveys, this figure was 96 percent and 86 percent, respectively.

48 ORS management did not have specific records of when laptops were provided to ORS staff. Based on comments from ORS staff and the
payment date for the laptops, issuance started on or after November 23, 2020, and may not have been completed until March 2021.

4% The Municipal Code defines "procurement authority" as any person who has been duly authorized to procure a contract for the City of

San José.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances

e The procurement of laptops was not initiated in a timely manner. ORS staff
initiated the procurement process on July 17, 2020, about four months after
the start of the work-from-home mandate. One benchmark agency (OCERS)
reported that it placed an order for 25 laptops on March 18, 2020 (one day
after the March 17, 2020, work-from-home mandate) and that it received
most of the laptops and accessories by April.

e There was no procurement plan. ORS staff committed to purchasing laptops
through Central IT. ORS emails do not show that there was a decision-making
process to explore procurement alternatives to timely procure the laptops
with the required specifications at the best possible price.

e Over two months of unstructured email communications with Central IT
did not communicate the urgent need for laptops. From July 17, 2020,
through September 16, 2020, there were multiple ORS emails, some copied
to several City staff members, seeking to clarify the procurement process.
The emails did not discuss the urgent need for laptops (i.e., that the laptops
were essential to ensure business continuity and information security). One
ORS staff email to Central IT on August 18, 2020, stated, "Please update me
on what’s going on because | feel completely ‘in the dark’ right now.”

Records of laptops Laptops are high value items that are subject to theft, loss, and breakage. The
received were not ORS did not have records showing that it received the exact laptops and
maintained associated equipment (e.g., docking stations) that were ordered in good

working condition. Inventory and asset management procedures were beyond
the audit scope. Likewise, an investigation to determine the current disposition
of the laptops and associated equipment was beyond the audit scope.

Recommendations To ensure that the ORS is prepared to making emergency purchases, the |IAD
recommends that ORS management:>°

3.1 Update existing ORS procurement policies and procedures to acknowledge
and implement San José Municipal Code section 4.12.220, which allows for
expedited, emergency procurement. Communicate the update to staff with
procurement roles and responsibilities.

3.2 Take an inventory of the laptops and associated equipment that the ORS
purchased in 2020 to determine whether the procured laptops were
received, as ordered. Follow up, as necessary, with the IT Department to
ensure that the ORS received what was ordered and paid for.

50 Recommendations in Finding 1 discuss the need to update and communicate the ORS's procurement and vendor policies. Those
recommendations are also applicable to this finding but are not restated.
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Finding 4 The ORS does not have monitoring processes and reliable data to
comprehensively manage vendor payment and contracting risks.

Summary The ORS does not have monitoring processes to identify and manage some
contracting risks and to ensure compliance with applicable City and ORS rules
and policies. Vendor spend and contract data available in the City of San José’s
Financial Management (FMS) System and the ORS's internal, manually created
contract spreadsheets do not provide real-time and reliable (i.e., complete and
accurate) data that are needed to monitor all ORS contracts, manage
procurement risks and opportunities, and comply with contracting policies. The
ORS may benefit from using a dedicated contract management system.

ORS processes do not The ORS does not have monitoring processes or reliable (i.e., complete and
identify and manage accurate) reports to efficiently manage contract risks, such as:

key contract risks e Vendor payments without a contract®! or before a contract is in effect. The
ORS does not have a process to identify and prevent payments without a
contract, when required (also see Findings 1 and 2). Moreover, the ORS does
not record all contracts in FMS and some existing FMS data, such as contract
end dates, are not available in FMS reports to use in analysis (see below
discussion).

e Vendors that do not meet service expectations or contractual obligations.
The ORS does not formally assess vendor performance and neither FMS nor
internal ORS spreadsheets are designed to record vendor performance data
(also see Findings 1 - 3).

e Bypass of mandated competitive vendor selection requirements or misuse of
"sole source" exemptions (see Findings 1 and 2). The ORS does not have a
process to record and analyze the method of contract award for its contracts
and ensure compliance with relevant City rules.

e long-standing vendor relationships.®> Although the data is available to
assess long-standing vendor relationships, there is no process to identify
and manage this risk. The risk assessment phase of this audit (see
Background) showed that the ORS has long-term relationships with multiple
vendors.

51 Governmental agencies, including OCERS, monitor vendor spend to ensure contracts are in place when total vendor spend or spend on
a category of goods and/or services exceeds certain thresholds.

52 Long-term vendors may become “major stakeholders” in City processes and become selected for the same work year after year. The
value of their services may diminish over time as they develop close relationships with City staff, become embedded in City processes,
and diminish the opportunity for fair and open competition to other vendors. See the City Auditor's report.


https://www.sanjoseca.gov/Home/ShowDocument?id=33780

Process standards
require the use of
quality information
to meet objectives
and address risks

ORS contract data in
San José's Financial
Management System
(FMS) and internal
spreadsheets are
incomplete

City policy requires
that contracts be
recorded in FMS

Standards for internal control in government (i.e., processes designed to
achieve business objectives) state that management should:>3

e Design information systems to timely obtain and process necessary
information to meet operational objectives and respond to risks.

e Evaluate the reliability of data sources and use quality information to
achieve business objectives.

The ORS does not have reliable (i.e., complete and accurate) data and
automated®* reports to manage contract risks. Although the ORS had contracts
with 9 (90 percent) of 10 vendors selected for review in this audit, FMS data did
not show contract data for 6 (60 percent) of the 10 vendors (see Background
section of this report). All but 1 of the 6 were investment manager contracts,
which will be within the scope of the IAD's next audit.>> Where contract data do
exist, FMS reports available to staff for analysis do not provide access to all of
the data (e.g., contract end date), requiring staff to manually look up the
information in FMS. Reliable and real-time FMS data and reports are needed to
efficiently monitor contract and vendor payment risks (e.g., soon to expire
contracts). Moreover, in FMS, when a contract's budgeted amount is depleted,
the data that does exist in FMS (i.e., contract start, contract end, contract
amount) will no longer be available in real-time FMS reports required to
retrospectively assess contract and payment risks (e.g., payments after contract
expiration, vendor payments exceeding contract budgets).>®

The City's encumbrance policy requires that City staff enter contract data,
including description, contract term (i.e., start and end dates), and budget in
FMS. Contract data are identified in FMS using a numbering system that
uniquely identifies each City contract and contract type (e.g., "AC27671").
According to ORS staff, the ORS is exempt from creating encumbrances for some
contracts (e.g., investment manager contracts). This exemption is based on an
informal, undocumented understanding between the City's Finance
Department and the ORS. This exemption, however, results in incomplete
contract data in FMS for the ORS.

53 See U.S. Government Accountability Office, “Standards for Internal Control in the Federal Government,” Washington, D.C., 2014, P. 51
and 59-60, available at http://www.gao.gov/products/GAO-14-704G.

54 Automated reporting processes are preferable to labor-intensive, error-prone manual processes to compile data and create reports.

55 Finding 2 shows that the ORS did not, in fact, have a contract with its insurance broker, Risk Strategies Company. This finding does not
include the concern that the ORS did not have a valid contract with Barra, LLC after May 31, 2002 (see Finding 1).

56 Although not available in real-time, automated reports, users can manually look up this information, by contract, in FMS.


https://www.sanjoseca.gov/home/showpublisheddocument/17887/637039676257800000
http://www.gao.gov/products/GAO-14-704G

Exhibit 12 shows that in FMS, $33.7 million (61 percent) of $55.3 million in ORS
vendor spend from July 1, 2018, through May 31, 2022, was not associated with
any type of contract, and that of the $33.7 million, $30.8 million (91 percent)
was associated with Investments Division activities. The false conclusion that
most of the ORS's vendor spend is not associated with contracts results from
the incomplete contract data in FMS.

Exhibit 12

Total ORS Vendor Spend (FY 2018 — FY 2022) by Contract Type & Division*

$33.4 million (allegedly spent without contracts)

M Accounting ® Benefits @ Admin © Investments ®IT
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Contract Type"

Sources: City of San José Financial Management System (FMS) Records from July 1, 2018, through May 31, 2022

* Division (e.g., “Investments”) is based on the IAD’s summary of "Charge Codes" included in vendor expense records.

A “Contract Type” is based on FMS “Purchase Order” data associated with vendor expenses and associated definitions in the City’s
“Encumbrance Policy,” which states the following: 1) Encumbrances are estimated contract expenses 2) Contract encumbrances are
created by departments to purchase goods and services 3) Open purchase order encumbrances are created by the Finance Department
and used to meet ongoing procurement requirements 4) Purchase order encumbrances are created by the Finance Department for one-

time purchases of goods and services

Contract award
method and vendor
performance data
are not recorded

The ORS's contract data in FMS and internal ORS contract spreadsheets do not
include data on the method of contract award (e.g., sole source, competitive
solicitation) or vendor performance (e.g., exceeds expectations for service
timeliness). According to ORS Accounting staff, the ORS does provide the City
information on the method of award for its contracts; however, the data is not
internally recorded or used for any purpose (e.g., to ensure compliance with the
City's competition rules).


https://www.sanjoseca.gov/home/showpublisheddocument/17887/637039676257800000#:%7E:text=Encumbrance%3A%20Estimated%20amount%20of%20expenses,FMS%3A%20City's%20Financial%20Management%20System.

There is no standard
for organizing and
storing ORS contract
documents

ORS procurement
policies require a
reliable system

ORS Accounting staff
manually create a
report to identify
expiring contracts

ORS staff in different divisions store contract documents and related
information (e.g., contract award records) in various electronic folders. There is
no ORS policy or standard to ensure that the contents and organization of these
folders are consistent. Some contract and contract-related documents
requested for this audit were not readily available and required that ORS staff
take time to research and find the information.

The ORS does not have a contract file management system or a database to
comply with ORS Policy 640.5, which requires that Investments Division staff:

e Prepare a profile on each vendor and keep [it] on file. Add a new profile
each time a new vendor is hired.

e Determine appropriate measurements for each vendor. During the first
year, review measurements to determine appropriateness and value
added. Modify the measurements as necessary.

e Develop a rating form for each type of vendor (investment manager,
custodian bank, real estate manager, etc.)

e Make notes during the term of the agreement of any issues and comments
relating to the performance of the vendor. Keep notes in the appropriate
vendor file.

ORS Policy 640.1 requires that Investments Division staff to "Maintain a
database of existing contracts and keep track of when they are due to expire."
The Investments Division does not do this. However, quarterly, ORS Accounting
Division staff manually compile FMS contract data®’ into a "master contract list"
to comprehensively identify ORS contracts nearing expiration and to ensure
sufficient funds are available in FMS to pay future invoices. There is no policy or
procedure to specifically define the purpose of this report and to ensure that
the underlying methodology is consistent and repeatable over time (i.e., with
turnover of staff). The master contract list, while useful, does not provide all
information that is necessary before renewing a contract (e.g., vendor
performance data, total vendor spend). Ideally, contract management reports
should be automated, in real time, and provide flexibility to select and view
relevant and available contract information.

57 Some of the data are from a manually filtered, automated FMS report while other data are manually looked up in FMS and other
sources (e.g., the contract document).



Administrative
Division staff
manually create a
report to process
some contracts

A benchmark agency
uses a system to
comprehensively
manage its contracts

On an ongoing basis, ORS Administrative Division manually compile ORS
contract data, except for Investments Division contract data, into a spreadsheet
to ensure that existing ORS contracts are properly authorized and filed with the
City Clerk's Office. However, the spreadsheet does not have real-time data (e.g.,
vendor spend to date) and was not designed as a contract management tool;
the data that are stored are not standardized and cannot be used for analysis or
reporting (e.g., amounts are entered as text, not numeric values that can be
sorted; dates are inconsistently formatted; uniquely identifying vendor
numbers are not included).

The Orange County Employees Retirement System (OCERS), an ORS benchmark
agency, uses an online vendor and contract management system to store
contract documents, store contract data, and monitor and manage contract
risks. The system and its data, which support reporting and analysis needs, is
being used by the OCERS to meet the following specific OCERS requirements:

e Recording contract data consistently (e.g., contract number, contract term,
contract effective date, competitive vendor selection requirement, vendor
type, contract description, contract signature date, status)

e |dentifying contracts that are expiring
e Identifying expiring insurance certificates
e |dentifying vendors that need performance reviews

e Administering vendor performance reviews (e.g., developing questionnaires
and routing them to contract managers to complete within the system)

e Tracking vendors by overall performance score

e Storing contracts and contract-related documents (i.e., a PDF version of the
actual contract document is stored and accessible in the system)

e Identifying key contacts (e.g., business contact, program manager, analyst)

e C(Classifying vendors by type (e.g., outside counsel, third party service
provider) and criticality (e.g., extremely critical).

e Alerting staff that a new competitive vendor selection (i.e., RFP) process is
needed nine months prior to contract expiration if vendor spend is greater
than $100,000 a year or the vendor is a "Named Service Provider" (i.e., there
is direct oversight provided by OCERS's Board). In addition, the OCERS uses
Microsoft SharePoint to manage its competitive vendor selection (e.g., RFP)
process and store and organize relevant documents.



Recommendations To ensure that the ORS has sufficient, reliable contract data and reports to
manage its contracts, the IAD recommends that ORS management:

4.1 After identifying, updating, and communicating the ORS's procurement
mandates (i.e., after implementing Recommendations 1.1 through 1.4), in
coordination with all ORS staff with contracting and vendor payment roles
and responsibilities:

Identify and list the ORS's minimum contract compliance and risk
management mandates that should be periodically monitored.

Identify and list contract and vendor payment best practices that are
relevant and of high priority to the ORS. This list should be informed by
widely available, industry standard practices to analyze and report
contract and vendor payment data.

Identify and list contract and vendor payment data and reports that are
required to manage the ORS's contract and vendor payment risks, as
identified in the first two bullets above. This list should include data and
reports that may not yet exist (e.g., vendor performance management
data).

4.2 After implementing Recommendation 4.1, in coordination with the City's
Finance Department and IT Department, explore opportunities to obtain the
data and reports that are needed to meet the ORS's contract and vendor
payment objectives. Implementing this recommendation should include the
following steps:

Determining whether data that is needed but does not yet exist in FMS
can be supported and recorded in FMS (e.g., method of contract award,
vendor performance metrics).

Ensuring that FMS includes all ORS contracts, including investment
manager contracts.

Ensuring that FMS reports provide the ORS access to all existing FMS
contract data, including contract end date, regardless of the status of
each contract.

Ensuring that FMS reports provide ORS staff access to the information
(i.e., generate the reports) using parameters that allow the user to
readily filter out non-ORS data and to define the reporting period (i.e.,
the user should not be limited to reporting on one fiscal year).



4.3 After implementing Recommendation 4.2, in coordination with ORS staff
with contracting and vendor payment roles and responsibilities, identify
vendor and contract file management (i.e., storing contract documents) and
data requirements (e.g., recording vendor performance data) that cannot be
met using FMS. Explore and implement alternative systems to meet those
needs, such as:

e An internally created system (e.g., using SharePoint) to manage the
ORS's contract data and documents that cannot be stored in FMS.

e Purchase and implementation of a third-party, online vendor and
contract management system.
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APPENDIX 1 -Timeline for Contracts with Barra, LLC (Barra) & Verus Advisory, Inc. (Verus)
Notes:

A) The referenced documents (see the far right "Reference" column) are provided in Appendix 7.

B) Retirement Board actions are shown in green. ORS staff actions are shown are in black.

C) The Federated Plan is abbreviated as "FED" and the Police and Fire Plan is abbreviated as "PF" in the "Reference" column.

D) For conciseness, Investment Committee actions are not shown.

E) The arrows show, where applicable and properly implemented, the sequence of procurement activities.

F) The IAD obtained the referenced Investments Division memorandums and Retirement Board minutes from the ORS’s online, “Legistar”
meeting and legislation portal. Referenced contract files were obtained from the City's online records database (i.e., “GILES”).

Year Month Actions of the Retirement Boards and the Investments Division Reference
2016 | Dec. =The Investments Division completed an RFP (i.e., contract solicitation) process and recommended | Staff Memos:
that the Retirement Boards authorize a 3-year, not-to-exceed $1.4 million contract with Verus for | e FED (P. 73)
risk advisory services, "paired with the Barra MSClI risk analytics system" (i.e., a separate contract | e PF (P. 76)
with Barra), with two additional 1-year options (i.e., options for the Retirement Boards to authorize
contract extensions).
Comments: The Barra contract was required under the Verus contract (see page 94)
2017 | Jan. The Retirement Boards authorized a 3-year, not-to-exceed $1.4 million contract with Verus, | Minutes:
"paired with the Barra MSCI risk analytics system" (i.e., a separate contract with Barra), with two | ¢ FED (P. 80)
1-year options, as recommended by Investments Division staff. e PF (P.83)
Mar. \> The ORS Director/Chief Executive Officer (CEO), on behalf of the Retirement Boards, awarded a 3- | Verus Contract
year, $885,000 contract to Verus, from 2/1/2017 to 1/31/2020, for "risk advisory services." (P.84)
Comments: This overarching contract, which required that the Boards enter a contract with Barra
for the "MSCI BarraOne analytical toolset," had a term that was consistent with authorization from
the Boards (see above row). There was no "auto renew" clause.
Jun. \{> The CEO, on behalf of the Boards, awarded a 3-year, $420,000 contract to Barra, commencing on | Barra Contract
6/2/2017. (P.98)
Comments: The referenced Barra contract file and its attachments include multiple, conflicting
start and end dates, including "auto renew" terms in the boilerplate section (P. 101). However,
based on the term of the overarching Verus contract (see above rows), the Retirement Board-
authorized term for the Barra contract, and the specific "Order Form for BARRAONE" contract page
(P. 107), which takes precedence over the boilerplate terms, the Barra contract end date was, in
effect, 6/1/2020. Moreover, as confirmation of this assertion, a July 2020 Investments Division
memorandum also reflected 6/1/2020 as the end date for this contract (P. 171).
2020 | Apr. ~The Investments Division recommended that the Boards authorize an extension of the 2/1/2017 | Staff Memos:
& Verus contract, which had expired on 1/31/2020, on a month-to-month basis through 9/30/2020. | e FED (P. 134)
May The not-to-exceed amounts for the extensions were $100,000 for the Federated Plan and $100,000 | e PF (P. 135)
for the Police and Fire Plan.
May =|>The Federated and the Police and Fire Boards each authorized an 8-month, not-to-exceed $100,000 | Minutes:

extension of the 2/1/2017 Verus contract through 9/30/2020.

Comments: The Boards were approving an extension of a Verus contract that had expired several
months prior, on 1/31/2020. The retroactive extension was not implemented (i.e., signed by the
CEOQ, on behalf of the Boards, and Verus) until JULY 2020 (P. 151).

e FED (P. 138)
e PF (P. 140-141)

**See the July 2020 row (i.e., the third row) on the next page.



https://sjrs.legistar.com/Legislation.aspx
https://sjrs.legistar.com/Legislation.aspx
https://www.sanjoseca.gov/your-government/appointees/city-clerk/search-records-giles
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Year Month Actions of the Retirement Boards and the Investments Division Reference
2020 | Jun. The Investments Division completed an RFP process and recommended that the Boards authorize | Staff Memos:

a 2-year, not-to-exceed $500,000 contract with Verus ("split 50/50" between the Federated and | e PF (P. 142)
Police and Fire Plans), with an additional 1-year option, for "risk consulting services." e FED (P. 144)

Jun. \[) The Boards authorized a 2-year, not-to-exceed $500,000 contract with Verus ("split 50/50" | Minutes:

between the Federated and Police and Fire Plans). e FED (P. 148)
/ e PF (P. 150)

Jul. The ORS Chief Investment Officer (CIO), on behalf of the Boards, awarded an 8-month, $200,000 | Verus Extension
contract extension with Verus, from 2/1/2020 to 9/30/2020, for "risk advisory services." 2020 (P. 151)
Comments: The Boards had authorized this extension back in May 2020, for the Verus contract
that had expired months prior, on 1/31/2020.

Jul. \b The CIO, on behalf of the Boards, awarded a 2-year, $500,000 contract with Verus, from 7/1/2020 | Verus Contract,
to 6/30/2022, for "consulting and risk advisory services." through 6/30/22

.1
Comments: This overarching contract, which required that the Boards enter a contract with Barra (P. 155)
for the "MSCI BarraOne analytical toolset", had a specific, contract term consistent with
authorization from the Boards. There was no "auto renew" clause. This Verus contract expired
6/30/2022 and although it had an option to extend, the Boards did not authorize the option.

Jul. The Investments Division recommended that the Boards approve a 2-year extension of the contract | Staff memo re:
with Barra, for a not-to-exceed amount of $330,000, through 6/1/2022, with the fee being "shared | Barra (P. 171)
between the two plans."

Comments: The memorandum, which recommended a "2-year" term extension for the Barra
contracted stated, "The renewal of Barra's agreement will coincide with the terms of Verus's
agreement." The corresponding, overarching Verus contract had an end date of 6/30/2022 (P. 155).
This confirms that the Barra contract, as authorized by the Boards, had an effective end date of
6/1/2022. Moreover, there was no mention of "auto renew" terms in the memorandum provided
to the Boards. See Finding 1 in the Audit Report.

N

Aug. Y The Boards authorized a 2-year, not-to-exceed $330,000 extension of the 6/2/2017 Barra contract, | Minutes:
with the fees shared "50/50" between the Federated and Police and Fire Plans. The effective, new | e FED (P. 173)
authorized end date for the Barra contract was June 1, 2022. See above row for details. e PF(P.175)

Sep. \[) The CIO, as authorized by the Retirement Boards, exercised an option to extend the Barra | Barra contract
agreement through 6/1/2022, with an addition of $330,000 to the not-to-exceed contract budget | extension 2020
(i.e., a total not-to-exceed budget of $750,000 for the extended contract). (P. 176)
Comments: The contract amendment shows, in accordance with the Retirement Boards'
authorization and corresponding to the overarching Verus contract's terms, that the Barra contract
was valid to 6/1/2022. This agreement states that the “City of San Jose” is exercising the extension.

2022 | Sep. On 9/15/22, the CIO, without the required authorization of the Retirement Boards, entered (on | Verus Extension
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behalf of the Boards) a 1-year, $250,000 contract amendment to extend the term of the Verus
contract, which had expired on 6/30/2022, to 6/30/2023.

Comments: The Investments Division did not have the required authority to extend the Verus
contract, which had expired several months prior, in June 2022. Moreover, it did not notify the
Boards of the extension. In addition, the Verus contract required a valid Barra contract. The Barra
contract had been authorized by the Boards through 6/1/2022 and there was no authorized
renewal or extension of the Barra contract to correspond to this unauthorized extension of the
Verus contract. See Finding 1 in the Audit Report.

2022 (P. 180)
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Year Month Actions of the Retirement Boards and the Investments Division Reference
Note: ORS policy requires that the Retirement Boards approve any contracts that would result in a
cumulative contract value with a single vendor in excess of $50,000 over two consecutive fiscal
years.
2023 | Mar. The Investments Division recommended that the Federated and Police and Fire Retirement Boards | PF Staff Memo re:
& each authorize a 1-year, not-to-exceed $125,000 renewal of the Verus contract which was "due to | Verus and Barra
Apr. expire on June 30, 2023" and that they each authorize a 1-year, not-to-exceed $96,000 renewal of | extensions (P. 187)

the Barra contract. See Finding 1 in the Audit Report.
Comments:

e The memorandums stated, as "background," that previously, the Verus contract had been
extended "as of July 1." As shown in the row above, the Verus contract had, in fact, expired on
6/30/2022, and it was not until September 2022 that the Investments Division, albeit without
the required authorization from the Retirement Boards, extended the contract.

e The memorandums, by use of the passive voice,® did not disclose that the Investments
Division had exercised the "option to extend" the Verus contract in September 2022 without
the required authority.

e The memorandums, which in April 2023 requested that the Boards authorize the renewal of
the Barra contract for one year, did not disclose the following:

o When the prior Retirement Board-authorized term for the Barra contract had ended on
6/1/2022, there was no timely renewal effort and the Investments Division paid for Barra,
LLC services after 6/1/2022 by using wire transfers and not through the standard,
authorized City and ORS payment process.

o The Investment Division's requests in April 2023 for Retirement Board "action to renew
the risk data service agreement with Barra LLC for one year for an amount not-to-exceed
$96,000" conflicted with the Investment Division's perspective (i.e., when asked about
ongoing Barra, LLC services and payment to Barra, LLC after the 6/1/2022 effective
contract end date) that the Barra contract had "auto renew" terms.

FED Staff Memo re:
Verus and Barra
extensions (P. 189)

58 The passive voice is a verb form that often conceals the subject of a sentence.
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APPENDIX 2 — OCERS Procurement and Contracting Policy

CRAMNGE COUNTY

QCERS

ENFLOVEES RETIREMENT SYSTEW OCERS Board Policy
Procurement and Contracting

I.  Purpose and Background

A, Purpose

The Procurement and Contracting Policy (policy) establishes the guidelines by which OCERS will procure
goods and services. Investment Management Agreements (as defined below) are exempt from this
policy, and will instead be governed by the CIO Charter and the Investment Policy Statement.

B. Objectives
The objectives of this policy are to ensure that:

1. Contractual arrangements for the purchase of goods and services are made in a manner
consistent with OCERS’ fiduciary duty to its members and beneficiaries;

2. The procurement of goods and services is efficient, transparent, economical, fair, and in
compliance with all applicable laws;

3. Asystem of internal controls related to the procurement of goods and services is
implemented;

4. All contracting activities are performed by qualified individuals with specifically delegated
authority using sound business practices in an ethical manner;

5. The selection of Contractors reflects a level of rigor that is commensurate with the
importance and cost of the service or goods in question.

. Roles and Responsibilities
1. The role of the Board of Retirement [(Board) is to:
i. Establish appropriate policies to ensure selection decisions are prudent and sound;
ii. Owversee compliance with such policies
iii. Select and appoint Named Service Providers; and
iv. Authorize staff to execute contracts with Named Service Providers.
2. The role of the Chief Executive Officer (CED) is to:

i. Approve the purchase of goods and services for which the CEQ is responsible under
this policy; and

ii. Keep the Board apprised of contract actions as necessary for the Board to carry out
its oversight function.

3. The role of the Responsible Executive is to:
i. Approve the purchase of goods and services for which s/he is responsible under
this policy;
ii. Keep the CEOQ apprised of all significant contract actions for which the Responsible
Executive is responsible;

Procurement and Contracting 1afl2
Adopted Date November 18, 2002
Last Revised 11/15/2021
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CRAMNGE COUMNTY

QCERS

ENPLOYEES RETIREMENT §V5TE OCERS Board Policy

Procurement and Contracting

vii.

wiil.

i

Xii.

Ensure that budget authority exists within the budget line item from which a
contract will be paid;

Select the appropriate procurement process to be used and participate in the
preparation of the solicitation documents for the goods and services being

procured.

Select, or recommend that the CED select as the case may be, Contractors in the
area for which the Responsible Executive is responsible;

Megotiate, or delegate to an appropriate staff member who will negotiate terms
and conditions of contracts for the purchase of goods and services for which sfhe is
responsible.

4. The role of the Contract Administrator is to:

Manage the Contractor files and the lifecycle management system, and ensure
compliance with best practices for Contractor management;

Aszemble, manage, and distribute all contract selicitations and other contract
acquisition efforts;

Maintain appropriate contract and solicitations templates in consultation with the
Legal Division;

Assist the Responsible Executive with selection of Contractors and negotiation of
contractual terms;

Conduct due diligence for potential Contractors;

Review Contractors' certificates of insurance to verify compliance with the
contracted requirements for coverage;

Serve as the CEQ's designee under the Quiet Period Policy;

Develop (subject to approval of the Responsible Executive and in consultation with
the Legal Division) required and preferred terms and conditions to be included in
QCERS contracts;

Ensure all selicitations are reflected in the Quiet Period Report to the Board;
Coordinate and oversee the review of Contractors’ performance;

Monitor the expiration dates of all contracts to ensure either timely extension of
the contract term or timely issuance of contract solicitation; and

Report to the Board annually all contracts that exceed a Contract Value of
5100,000.

5. The role of General Counsel or his/her designee is to:

Review contracts before execution for compliance with legal requirements and to
provide assessment of risk to the agency;

Last Revised 11,/15/2021

Procurermient and Contracting 2ofl2
Adopted Date November 18, 2002
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CRARGE COUNTY

UCERS

EVPLOYEES RETIREMENT 6YSTE OCERS Board Policy

Procurement and Contracting

D. Definitions

Assist the CEQ, Responsible Executive, and Contract Administrator in preparing
Requests for Proposals, Invitations to Bid and other solicitations when requested;

Assist the Responsible Executive and Contract Administrator in negotiation of
contractual terms and conditions when requested; and

Assist the Contract Administrator in developing necessary and preferred terms and
conditions and contract templates.

1. Executive: The CECQ, the Assistant CEOs, the Chief Investment Officer, and the General
Counszel.

2. Responsible Executive: The Executive who manages the budget line item for the funds
being committed under the contract.

3. ContractValue: For the purposes of the dollar thresholds in this policy, the value of a
contract is the amount GCERS is obligated to pay for one year under the contract

4. Routine ltems: expenses that are regularly budgeted on an annual basis:

Must have available funds in the approved budget, including any Board approved
amendments to the budget.

Can be approved by the Executive responsible for the budget item
These items include but are not limited to the following:

a. Office supplies, postage, furniture, office equipment, subscriptions,
tempaorary services, professional and consulting services engaged to
supplement or support staff, and

b. General services contracts and agreements such as hearing officers,
medical panel reviewers, property management, maintenance and repair
of landscaping, building and eguipment, printing, Board of Retirement
elections, computer consulting, software licenses, messenger services,
catering etc.

5. Non-Routine ltems: expenses that are not regularly purchased or budgeted on an annual
basis. Contracts or purchase arders for non-routine items reguire:

Available funds in the approved budget, including any Board approved
amendments to the budget designated for the goods or services being procured,

Approval by the Executive responsible for the budget in which the goods or services
to paid from for expenditures valued at less than 5100,000,

Approval by the Board for expenditures valued over 5100,000. The Board may
approve of the expenditure either as part of the annual budget, budget
amendment, annual Business Plan or a specific Board approval of the contract or
purchase order.

Last Revised 11,/15/2021
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Contractors: For purposes of this policy, Contractors include providers of services and
vendors of goods.

Named Service Providers: Contractors recommended by the CEOQ and selected and
appointed by the Board where such providers are retained primarily to fulfill an
independent audit or advisory role for the Board. See also below section V.

Time and Material (T&M) Contracts: agreements with Contractors where the value of the
contract is variable based on the time and material costs of the Contractor. In these types
of contracts, the contract will include a provision stating that the Contract Value is not to
exceed a specified dollar amount, or the Contract Value will be limited by the available
budget for the goods or services.

Investment Management Agreements: agreements of any kind that evidence and/or
govern the investment of OCERS assets in any investment class. Investment Consultant
Agreements are not Investment Management Agreements.

II. Provisions Applicable to All Contracts
A. Contracting Philosophy
1.

QOCERS will consider as broad a universe of qualified Contractors as is practical and
reasonable given budgetary, staffing, time and other relevant constraints and
considerations.

The search, selection, monitoring, and reperting provisions contained in this policy serve as
minimum requirements. If more stringent requirements are established under the law or
within other policies of OCERS, the law and such other policies will control.

Consistent with Title 2, Division 6, Chapter 7 of the California Code of Regulations, §5
18700-18720, no OCERS Board Member or staff will be directly or indirectly involved inan
QCERS contracting decision if the decision will have a material financial effect on an
economic interast of the Board Member, staff person, or the immediate family of the Board
Member or staff person.

QOCERS values diversity and inclusion and is committed to fostering diversity in its
procurement process through the outreach to small and diverse businesses. In the
distribution and publication of solicitations, OCERS will endeavour to reach beyond
traditional sources and list opportunities in locations that will notify a diverse audience of
Contractors.

B. Authority for Entering Into Contracts.
1

Before entering into any contract for goods or services, OCERS must have available funds in
the current year’s approved budget, including any Board approved amendments to the
budget, to fund the current year's expense or Contract Value.

2. Only the Responsible Executive or his/her designee may bind or commit OCERS for the
purchase of goods or services as set forth in this policy, except in emergencies and as may
be otherwise authorized by the Board.

Procurement and Contracting 4 of 12
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3. An emergency is any circumstance that would interfere with OCERS” ability to meet its
fiduciary cbligations, threaten the health and safety of its staff, or compromise its legal
rights or remedies. If a contract is needed as the result of an emergency, report of the
contract will be made to the Responsible Executive or to the Board whose authorization is
normally required for such contract as soon as practicable.

4. The CEOQ may delegate his/her authority to execute documents to an Executive.

5. A Responsible Executive may delegate his/her authority to approve check requests and/or
purchase requisitions.

6. All delegations will be documented in writing, identifying the individual to whom the
authority is delegated and any dollar restriction or budget account restrictions associated
therewith.

C. Contract Term
The term of a contract will not exceed six years.
0. Performance Reviews

1. The Contract Administrator will coordinate the evaluation of all Contractors to determine if
Contractors are performing their contractual obligations.

2. The performance of Mamed Service Providers and Contractors with Contract Values that
exceed 5100,000 will be reviewed at least every three years. In addition, at least six
months before the expiration of the initial term of a contract with a Named Service
Provider and Contract Value over 5100,000, the continued appropriatensss and cost-
effectiveness of the Contractor will be assessed. For contracts with Mamed Service
Providers, the CEQ and the Board or the pertinent committee of the Board will make the
performance review and assessment. For Contract Values over $100,000, the CEO (or
his/her designee) will make the performance review and assessment.

3. The results of performance reviews of Named Service Providers will be summarized and
reported to the Board.

III. Search and Selection Process

A. Competitive Search and Selection Process

Where a competitive search and selection process is reguired under this policy, the Responsible
Executive will use one of the following procurement methods.

1. Invitation for Bid (IFB):

i. This method will be used when multiple bidders are available and willing to bid, and
procurement needs can be stated in detail, with precision, or where services or products are
standardized.

Procurement and Contracting 5of 12
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ii. The IFB process requires the evaluation of price, delivery and payment terms, and
compliance with technical standards. The bid that provides the best pricing and delivery and
payment terms will be selected.

iii. The bids may be reviewed by a minimum of three OCERS staff members to identify the
bidder who provides the best value to OCERS.

2. Request for Proposal (RFP)

i. This method will be used where the product or service to be acquired cannot be stated with
specificity (such as consulting services) or where OCERS may seek to evaluate a number of
different types of professional services or products.

ii. The proposal that best meets OCERS” needs, with consideration for price, qualifications, and
other relevant factors set forth in the RFP, will be selected.

iii. This method will be used in most circumstances where the Contract Value exceeds
5100,000. In cases where the Responsible Executive deems an RFP will not be of benefit,
the Responsible Executive or designee will provide a report to the CEQ detziling the reasons
why an RFP is not beneficial. The CEQ must approve the exception prior to selecting a
Contractor.

3. Small Purchase Procedure

i. Where the Contract Value is at least 51,000 but less than $100,000, a minimum of three
quotes from gualified sources must be obtained. If three gualified sources cannot be
reasonably identified, then the Responsible Executive may authorize the use of a sole source
process, as set forth below in Section l1.C.

4. Process for Receiving Bids in Response to an RFP or IFB

i. The perigd for submitting bids in response to an RFP and IFB will be at least fifteen (15) days
from the date the RFP or IFB is issued. All RFPs and IFBs will be posted on the OCERS
website and distributed to entities that OCERS identifies as likely to be interested.

ii. The Cantract Administrator or his/her designee will answer questions from any bidder or
potential bidder, and all answers provided to any bidder will be made available to all bidders
by posting on the OCERS website and by e-mailing all bidders.

iii. Bestefforts will be made to have at least three OCERS personnel review the bids and
recommend finalists. Best efforts will be made to include at least one representative from a
department other than the one that has authority over the contract. In the case where
external expertise is used to review the bids, at least one reviewer must be an OCERS
employee.

B. Contracted Suppliers

Where a Contractor has been selected by OCERS pursuant to a competitive search and selection
process or by the County of Orange or other governmental agency pursuant to a competitive search
and selection process, the Contractor may be used as a Contracted Supplier under certain
circumstances as set forth in this policy. Such Contracted Suppliers may include, by way of example,
retail sellers of off the shelf office supplies contracted by the County of Orange or directly by OCERS.
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C. Sole Source
A sole source approach may be permitted under the following circumstances:

1. Incaseswhere a competitive search and selection process will not likely yield a viable
alternative to a known service provider; or

2. Where legal services are urgently needed, a competitive search and selection process will not
be timely, and a known Contractor exists.

A report describing the unigue characteristics of the situation, the known Contractor and sound
justification for a sole source approach will be provided to the Executive who will either approve or
deny the request to use a sole source approach. Executives who wish to use a sole source approach will
provide the report to the CEQ, who will either approve or deny the request. When the CEOQ is the
Responsible Executive, the report will be provided to the Board Chair and Vice-Chair who will either
approve or deny the request to use a sole source approach.

0. Exclusions

MNotwithstanding any other provision in this policy, Contractor back-fill or temporary help for staff
augmentation does not require Board approval or compliance with this policy as long as budgetary
amounts are available for individual contractor positions.

E. Due Diligence

1. Before awarding a contract, the Contract Administrator will conduct due diligence of any bidder
selected to ensure that the bidder:

i. Meets all minimum gualifications set forth in the solicitation document; and

ii. Meets all other standards which, in the exercise of sound business judgment, are reguired of
the Contractor.

2. If a selected bidder is disqualified as a result of the due diligence process, the reason for the
disqualification will be documented and forwarded to the Responsible Executive for
confirmation.

3. For certain critical Information Technology Comtractors, 50C2 reports will be requested during
the due diligence process. These reports will then be requested from the Contractor annually
to ensure proper Information Technology and security controls are in place.
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IV. Contract Guidelines Summary

+ 1 Executive, Director
or Manager

Contract Value Approver Signatory Procurement
Requirements
Mamed Service Board of Retirement CEC jor ClC on IFE or RFF
Provider or represented Investment-related
committee contracts) +1
Executive
5100,000 or More CEOD CEO [or CIO on IFB or RFP
Investment-related
contracts) +1
Executive
51,000 to 599,999 Responsible Executive | Responsible Executive | IFB, RFP, Small

Purchase Procedure,
or Contracted Supplier

Under 51,000

Responsible Executive

Responsible Executive

Contracted Supplier,

or designee or designee Small Purchase
Procedure, Contracted
Supplier
Investment Managers CEQ /CIO CEQor CIO +1 In accordance with CIO
Executive Charter and IC Charter

and IP5

V. Contracts with Named Service Providers

Contracts with Named Service Providers will comply with the requirements of this section.

A. Designation of Mamed Service Providers

The following service providers are designated as Mamed Service Providers:

1. Consulting actuary;

L

Actuarial auditor;

General investment consultant;
Alternative investments consultant;
Fiduciary counsel;

Securities lending manager;

Procurement and Contracting

Adopted Date Movember 18, 2002

Last Revised 11,/15/2021

8ofl2




Audit: Contracts

56

CRANGE COUNTY

(CERS

EMPLOVEES RETIREMENT £YETEM OCERS Board Policy
Procurement and Contracting

7. Financial auditor; and

8. Any additional consultant not named above but which the Board may, from time to time,
designate.

B. Search and Selection Process

1. At least six months before the expiration of the final extension of a contract with a Named
Service Provider, or upon direction of the Board following the review of the performance of the
Mamed Service Provider, the CEQ will conduct a competitive search and selection process for a
Mamed Service Provider.

2. Prior to conducting a search for a Named Service Provider, the CEQ or his designee will present
a written summary to the Board, which will include:

i. The type of service provider being sought and the supporting rationale;
ii. The objectives and selection criteria to be met and their relative importance;
iii. An estimated timeline for completion of the search process; and

iv. A description of the search methodology that is deemed most appropriate and cost
effective in the particular circumstances, and that addresses such issues as:

What method of competitive search and selection process will be used;
b. Whether a consultant is to be used to assist with the search process;

. The due diligence efforts to be undertaken, including such efforts as site visits, and
reference checks;

d. Such other information that the CEQ believes may assist the Board in better
understanding the search process.

3. The CEO will provide the Board (or a designated committee of the Board) with periodic
reports on the status of all search processes involving Named Service Providers.

4 Upon completion of the analysis and due diligence involved in @ search process for a
Mamed Service Provider, the CEOQ will provide the Board {or a designated committee of the
Board) with a written report containing, at a minimum:

i. A description of the due diligence activities undertaken;
i. The recommended finalist{s) and analysis of the recommendation;

ii. Confirmation of compliance with the objectives, selection criteria and search
methodology presented to the Board prior to the commencement of the search, or an
explanation of any deviations that occurred;

iii. A description of performance expectations and the proper time horzon for evaluation
of results;

iv. A bid [pricing) summary with annotations regarding differentiating features; and
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1

A. Review

1

V. A description of the expected performance monitoring and reporting efforts to be
carried out with respect to the Named Service Provider throughout the term of the
contract, including the reporting to be provided to the Board.

The Board {or a designated commitiee of the Board) will interview the candidate or
candidates recommended for appointment as a Named Service Provider. If a commitiee
reviews the candidates, the committee will recommend to the Board the appointment of
the Named Service Provider. If the Board interviews the candidates, the Board itself will
decide on the appointment.

Upon selection of the candidate, the CEO (or his/her designee) will negotiate a final
contract with the selected Named Service Provider, consistent with the terms of the
contract solicitation, this policy, and any other direction from the Board. If, at any time
during the negotiations, the CEQ determines that there is an impasse in negotiations, 5/he
may recommend to the Board that the Board select an alternate bidder for the Named
Service Provider.

C. Approval and Execution

Upon completion of negotiations with a Named Service Provider, the CEQ or his/her designee will
inform the Board of the general contract terms and conditions that have been negotiated. Contracts
with Named Service Providers must be executed by the CEQ and one other Executive.

D. Reports

The CEO will report promptly to the Board any failures by a Named Service Provider to
comply with the terms of their contract.

At least annually, the CEC will provide the Board a schedule of the contracts with Named
Service Providers due for renewal and those whose terms will expire in the coming year.

The CEO will report regularly and in a timely fashion to the Board on all monitoring efforts
involving Named Services Providers, identifying any material issues and actions taken in
response.

VI. Contracts with Contract Value of $100,000 or More

Contracts for goods or services, excluding contracts with Named Service Providers, for which the
Contract Value exceeds $100,000 will comply with the requirements of this section.

and Renewsal

At least six months before the expiration of the term of a contract with a Contract Value
over 5100,000, the CED (or his/her designee) will assess the continued appropriateness and
cost-effectiveness of the Contractor in question.

Upon recommendation of the Responsible Executive (or his/her designee), the CEOQ will: 1)
extend the term of the contract up to the maximum total term of six years; 2) direct the
Responsible Executive (or his/her designes) to conduct a new search and selection process;
or 3) determine that the goods or services are no longer necessary.
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1

1.

1

B. Search and Selection Process

Contracts for goods or services for which the Contract Value exceeds 5100,000, require a
competitive search and selection process.

Upon completion of a competitive search and selection process, a written report will be
pravidad to the CEQ or his/her designee and will include at a minimum:

i. Purpose and need for the goods or services being procured;

ii. A description of the procurement process and due diligence activities undertaken;
and

jii. The recommended finalist and analysis concerning the candidates.

Upon the CECQ's, or his/her designea’s approval of the candidate, the Responsible Executive
(or hisfher designee) will negotiate a final contract, consistent with the terms of the
contract solicitation, this policy, and direction from the CEQ. If, at any time during the
negotiations, the Responsible Executive determines that there is an impasse in
negotiations, s{he may recommend to the CEQ that the CED select an alternate candidate.

C. Approval and Execution

Contracts for goods or services with a Contract Value that exceeds 5100,000 must be
executed by the CEQ and one other Executive.

For contracts relating to Routine and Non-Routine ltems, Board approval of the
expenditure may be acquired through either the budgeting process or the annuzal Business
Plan.

VII. Contracts with Contract Value Between $1,000-$99,999.99

Contracts for goods or services, excluding contracts with Named Service Providers, with a Contract
Value that is at least 51,000 but less than 5100,000 will comply with the requirements of this section.

A. Search and Selection Process

Contracts for goods or services, excluding contracts with Named Service Providers, with a
Contract Value of at least 51,000 but less than $100,000, the Executive Responsible will
require a competitive search and selection process. The use of a Contracted Supplier is
permitted.

Upon selection of the candidate, the Responsible Executive (or his/her designes) will
negotiate a final contract consistent with the terms of the contract solicitation, this policy,
and direction from the CEQ. If, at any time during the negotiations, the Responsible
Executive determines that there is an impasse in negotiations, s/he may select an alternate
candidate.

B. Approval and Execution

Upon completion of negotiations, the Responsible Executive will approve the contract.
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2.  Any contract under this provision must be executed by at least two Executives.

VIII. Contracts with Contract Value Less than $1,000

Contracts for goods or services, excluding contracts with Named Service Providers, for which the
Contract Value is less than 51,000 will comply with the requirements of this section.

A. Search and Selection Process

The Responsible Executive may enter into a contract with any qualified Contractor that the
Responsible Executive determines is in the best interest of OCERS. Alternatively, the Responsible
Executive may choose to use a competitive search and selection process if s/he determines it is in
the best interest of OCERS.

Policy Review and History
A. The Board will review this policy at least every three (3) years to ensure that it remains relevant and
appropriate.

B. The Board adopted this policy on Monday, Movember 18, 2002.
C. This policy was revised May 19, 2008, March 22, 2010, May 20, 2013, January 20, 2015, October 15,

2018, and November 15, 2021.

Secretary's Certificate

I, the undersigned, the duly appointed Secretary of the Orange County Employees Retirement System,
hereby certify the adoption of this policy.

:r;lu}

Steve Delaney
| Secretary of the Board

Date: 11/15/21
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APPENDIX 3 — City of San José Vendor Management Guidelines

L.

SAN JOSE

CAPITAT. OOF SILEOH VATILEY

Finance Department
Purchasing Division

VENDOR MANAGEMENT GUIDELINES

The following information 1s provided as general guidelines for City Staff assigned to manage
vendor contracts. Contracts can be in the form of a full agreement. a purchase order, an
engagement letter, etc.

Review the contract in its entirety. Be sure you understand the City’s responsibilities and
the vendor’s responsibilities. If further clanification is needed, consult with the Purchasing
representative who assisted the department with the bid/contract.

Follow the contract. Do not work out “side-deals™ or verbal agreements outside of the
contract. If revisions are needed, Purchasing staff can prepare contract amendments and
change orders to memonalize agreement changes.

. Set and expect standards of performance for the vendor. Consider adding periodic

business review meetings and clear, measurable key performance indicators (KPIs) m the
solicitation and agreement. Ideally, these standards (such as through a service level
agreement) are specified i the contract. Review and discuss expected service levels duning
your project kick-off meeting.

City Staff are also responsible for the success of the contract. 1) Follow these Vendor
Management Guidelines. Contracted services require active management and engagement
by City staff.  2) If City resources are requared for the vendor to perform their responsibilities
under the contract, ensure those resources are available when required. Otherwise, the
vendor could have grounds for disputing a performance 1ssue due to the City not meeting 1ts
obligations, especially if those obligations are specified i the contract.

Establish a communication plan and path of escalation. If not specified m your contract,
discuss and establish this as part of your project kick-off meeting with the vendor. You
should know (1) how to report a problem and (2) how to escalate the problem if 1t 15 not
resolved within the required (or reasonable) amount of time.

Actively monitor the contract and conduct periodic performance assessments of the
vendor. If there are performance issues, provide written decunentation and hold the vendor
accountable for correcting performance issues in a timely manner. If performance issues
continue to be unresolved, provide wntten documentation agam. If you have raised the same
issues multiple times with the vendor and they are not being addressed to your satisfaction,
contact Purchasing to discuss options. Purchasing will ask you to provide a copy of your
written decumentation that specified what issues occurred, when they occurred, what
commumications with the vendor tock place to try to resolve the 1ssues, etc.

Updated: 12/6/2019
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7. Review and process invoices and payments in accordance with applicable confract
terms. Departments are responsible for ensuring the vendor meets the contract requirements
for quality. quantity, and timeliness of their work, and department staff must review mvoices
for accuracy and correctness before authorizing payment. As an example, for milestone-
based payments, ensure all milestones are met per the contract terms and rates before signing
off. For a time and materials contract, keep records of work order requests. validate staff
classifications, and check mvoice data against vour records. Question fees and charges that
do not comport to contract terms or rates and seek clarification from the vendor if the invoice
does not contain sufficient detail  Obtain a corrected/updated imvoice before you pay. Do
not pay any invoice without a full understanding of what you are paying for.

8 Submit requests for contract changes to Purchasing. If changes are required to an
agreement, refer to the Guidelines provided on the Finance-Purchasing website at
hitp:/www sjcity. net DocumentCenter View/ 18188 for nstructions on submitting a request
for contract amendments and change orders to Purchasing. If the contract vehicle for vour
project 1s a Purchase Order (PO, subnut an adjustment through FMS.

9. Before closing out a contract, ensure that all services have been satisfactorily performed
and products delivered. Do not pav final invoices, sign final acceptance certificates, etc.,
until all work has been satisfactorily completed/delivered. Debrief the vendor on their
performance and provide them with feedback on what went right and where there were
opportunities for improvement. Document the vendor’s performance and keep a copy of 1t
for vour files. This information can be used to improve future solicitations and/or
agreements.

Updated: 12/62019




APPENDIX 4 — ORS Management's Response and Perspective on the Audit Findings*

ORS Management believes that the Report serves an important function as a catalyst to encourage the
Plans to better define their rights and obligations, policies and procedures, and to establish effective
internal mechanisms for the procurement, monitoring, risk management and compliance of the Plans'
contracting with vendors. Management agrees that this project should be considered a priority
component of the Retirement Boards' business plans for FY 2023-24. Where relevant we have identified
actions that can be taken as a response to the audit report and the time by which such actions can be

completed. * See Internal

We wish to note some general, overarching issues the Report raises: A”("Afitls R:S_p"sr;se
ppendix

1. The Report underscores the apparent absence of clarity over the legal roles and responsibilities of
the City (including the Council, officers, and counsel) on the one hand, and those of the Retirement ﬁ
Plans (including their Boards, officers, delegated ORS staff and counsel). In Management's view, the ()
Report mistakenly describes the authority of various City officers, and the Plans' obligation to comply
with City policies and practices. The Report assumes without foundation that the City has certain
discretionary authority over the Plans' contracting with vendors, not recognizing that with reference
to the Plans' contracting and payment processes, the City's role is purely ministerial.

2. The Report confuses ORS' role and responsibilities, and treats it as a City Department carrying out @@
the work of the City. The Report fails to acknowledge that ORS only acts upon delegated authority of
the Boards of Retirement, to accomplish the work of the Plans, not of the City. It is unique in this
manner from every other City department. ORS has no administrative policies or procedures other
than those necessary to accomplish its delegated assignments.

3. The Report confuses historical practices that ORS may have followed with its legal obligations, per @
the direction of the Retirement Boards. That ORS followed certain City protocols in practice in the
past does not bind the Plans to follow those protocols in the future.

If you have any questions please do not hesitate to reach out to Roberto Pena or Prabhu Palani, on whose
behalf this Management Response has been issued.

Prabhu Palani, CFA

Chief Investment Officer

Police & Fire Department Retirement Plan
Federated City Employees' Retirement System
City of San Jose

1737 N 1st Street, é6th Floor

San Jose, CA 95112

[REDACTED]



APPENDIX 5 — Internal Audit’s Comments Regarding ORS Management’s Response

The table below provides the Internal Audit Division’s perspective on selected sections of ORS
Management’s response to the audit report. The reference numbers in the far left column correspond
to the numbers shown in the margin of ORS Management’s Response (see Appendix 4).

Ref. # ’ ORS Management’s Response | ORS Internal Audit Division’s Comments

@ e “In Management's view, the Report | San José’s Municipal Code, consistent with existing ORS policies,

mistakenly describes the authority of
various City officers, and the Plans'
obligation to comply with City policies
and practices.”

“The Report assumes without foundation
that the City has certain discretionary
authority over the Plans' contracting with
vendors, not recognizing that with
reference to the Plans' contracting and

requires that the ORS use City processes under the authority of the
City’s Finance Director (i.e., the “custodian”) to pay invoices. The
Muni Code states:*®

e “..the city director of finance is the custodian of the retirement
fund, [emphasis added] subject to the exclusive control of the
board as to administration and investment.”®°

e “All payments from the [retirement] fund shall be made in the
manner required for the disbursement of other public funds,
[emphasis added] but only upon authorization of the board.”

payment processes, the City's role is

purely ministerial.” e  “All payments from the [retirement] fund shall be made by the

city director of finance [emphasis added] upon demands made
by the retirement board.”

Exhibit 2 (see page 6) shows an example of a Finance Department
reprimand to the ORS’s Director (CEO) for violating the City’s
procurement policies and the CEQ’s response committing to the
policies.

The following excerpts from San José’s City Charter show that the
ORS is subject to the City’s budget, procurement, and payment
rules:

e “Eachretirement board shall annually adopt a budget approved
by the City Council [emphasis added].”

e “Each department, officer or agency to or for which an
appropriation has thus been made shall be deemed authorized
to use the money so appropriated, subject to the supervision
and direction of the City Manager [emphasis added] and subject
to such other restrictions as are elsewhere set forth in this
Charter or are imposed by the Council. “

e “No officer, department or agency of the City, during any
budget year, shall expend or incur any obligation to expend
money for any class or category of expenditure not authorized
by or in excess of the amounts appropriated by the Council, or
in excess of any allotments made by the City Manager
[emphasis added].”

59 See Municipal Code sections 3.28.320 and 3.36.520 for sections relevant to the Federated Plan and Police and Fire Plan, respectively.

50 |n practice, the Federated and Police and Fire "Retirement Fund" are each subdivided into multiple funds to enable the ORS to meet
various tracking and administrative requirements.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances?nodeId=TIT2AD_CH2.04CIDE_PT31DERESE_2.04.3100ES
https://www.sanjoseca.gov/your-government/appointees/city-clerk/city-charter
https://library.municode.com/ca/san_jose/codes/code_of_ordinances
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Ref. # | ORS Management’s Response

| ORS Internal Audit Division’s Comments

“..the powers and duties of the Director of Finance shall be as
follows:...(c) Maintain a general accounting system for the City;
and supervise and control disbursements and expenditures to
assure that unexhausted and unencumbered appropriations
exist therefor or that payment has been otherwise legally
authorized [emphasis added].”

e “The Report confuses ORS' role and

responsibilities, and treats it as a City
Department carrying out the work of the
City.”

San José Municipal Code Section 2.04.3100 establishes the
“Department [emphasis added] of Retirement Services.”

San José City Charter Section 1500 states, “...the City Council
[emphasis added] shall provide, by ordinance or ordinances, for
the creation, establishment and maintenance of a retirement
plan or plans for all officers and employees of the City [emphasis
added].”

“The Report fails to acknowledge that
ORS only acts upon delegated authority
of the Boards of Retirement, to
accomplish the work of the Plans, not of
the City.”

The report section titled “Contracting Authority” (see page 7)
shows the responsibility of the Retirement Boards for plan
assets and administration and discusses the basis for the
selection of audit criteria.

The stated mission®! of the Office of Retirement Services is to
“Provide quality services in the delivery of pension and related
benefits [emphasis added] and maintain financially sound
pension plans.”

“It is unique in this manner from every
other City department. ORS has no
administrative policies or procedures
other than those necessary to accomplish
its delegated assignments.”

The Retirement Boards’ Charters® for the ORS Director (CEO)
state: “The CEO shall develop and approve all necessary
operating procedures to guide staff and vendors in
implementing board policy or direction.” Finding 1 (see page
26) states that ORS procurement policies and procedures have
not been updated or signed off by senior management in over
20 years.

Internal Audit used ORS management’s own policies and
procedures as criteria wherever possible. Those policies,
though outdated, were generally consistent with the City’s
procurement and payment rules. ORS management did not
provide either valid, alternative criteria to use in this audit or a
valid basis for rejecting the criteria used in this report.

51 This is a segment from San José’s “2022 — 2023 Adopted Operating Budget” document available on the City website.

62 The “Charter” documents can be found on the ORS website.


https://library.municode.com/ca/san_jose/codes/code_of_ordinances?nodeId=TIT2AD_CH2.04CIDE_PT31DERESE_2.04.3100ES
https://www.sanjoseca.gov/your-government/appointees/city-clerk/city-charter
https://www.sanjoseca.gov/home/showpublisheddocument/91593/638029941507600000
https://www.sanjoseca.gov/your-government/departments-offices/office-of-the-city-manager/budget/budget-documents/2022-2023-budget-documents/2022-2023-adopted-operating-budget
https://www.sjretirement.com/
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Ref. # ‘ ORS Management’s Response | ORS Internal Audit Division’s Comments
® e “The Report confuses historical practices | ® Together with audit criteria that are based on rules, regulations,
that ORS may have followed with its legal policies, and procedures; historical and benchmark agency
obligations, per the direction of the practices provide context to the discussion on internal controls
Retirement Boards.” and aberrations. The wire transfers that violated ORS and City

payment rules and bypassed payment safeguards (see Finding
1, starting on page 15) constitute an aberration from ORS
payment and procurement procedures and internal controls
(e.g., segregation of duties) that are otherwise consistent with
the “standard of care.”

e Ina publication titled “MANAGEMENT OVERRIDE OF INTERNAL
CONTROL: The Achilles’ Heel of Fraud Prevention,” the
American Institute of Certified Internal Auditors (AICPA) states,
“Because management is primarily responsible for the design,
implementation, and maintenance of internal control, the
entity is always exposed to the danger of management override
of controls, whether the entity is publicly held, private, not-for-
profit, or governmental.”



https://us.aicpa.org/content/dam/aicpa/forthepublic/auditcommitteeeffectiveness/downloadabledocuments/achilles_heel.pdf
https://us.aicpa.org/content/dam/aicpa/forthepublic/auditcommitteeeffectiveness/downloadabledocuments/achilles_heel.pdf

Audit: Contracts 66

APPENDIX 6 — ORS Management’s Response to the Audit Recommendations

ORS management has agreed to take the following actions in response to the audit recommendations in this report. The IAD will report progress on
implementation of these audit recommendations annually, until all recommendations have been implemented or dropped (i.e., if management
disagrees with the recommendation and assumes the risk of taking no action).

Recommendation Agree, Partially Agree, or Do Not Agree and Target Status

Date and Corrective Action Plan
1.1 In coordination with the ORS's legal counsel and the City's | Responsible Division: ORS Management
Finance Department, identify and memorialize (e.g., in a | Target Date: 6/30/2024
policy) the procurement rules that the ORS is required to
follow.

Concurrence: Partially Agree
Action Plan:

Determine relevant authorities of City and Retirement
Plans and Boards-delegated staff at ORS, and develop
appropriate policies.

1.2 After implementing Recommendation 1.1, review and | Responsible Division: ORS Management
update all existing, outdated ORS procurement policies in | Concurrence: Agree
accordance with policy number 810.1 titled "Policy and Target Date: 6/30/2024
Procedure Maintenance." The update should include
guidance on the permissible uses of "evergreen" terms, if
any, and taking steps to ensure that contract terms are valid, | Evaluate and revise existing ORS procurement policies as
consistent, and aligned with applicable contracting rules | it relates to Investment Division.
(e.g., use a check list, mandate an attorney's review of
contracts "as to form"). Communicate the updated policies
to all ORS staff with contracting or vendor payment
responsibilities.

Action Plan:
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Recommendation

1.3 Communicate existing and ORS "governance" policies that
define the roles and responsibilities for authorizing contracts
(i.e., the Federated and Police and Fire Plan policies titled
"Policy Regarding Roles in Vendor Selection") to ORS staff
who have contracting or vendor payment responsibilities.
Highlight in the communication the requirements for
Retirement Board approval (e.g., "Board approval is also
required for any contracts that would result in a cumulative
contract value with a single vendor in excess of $50,000 over
two consecutive fiscal years").

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan
Responsible Division: ORS Management

Concurrence: Agree
Target Date: 6/30/2024
Action Plan:

Communicate the revised ORS policies once completed
as per recommendation 1.2

1.4 Assign overall responsibility for procurement oversight to an
existing ORS staff position. Provide necessary training to the
staff member to meet the new job responsibilities. Update
the list of official job duties for the position to include:

Serving as an internal point of contact for procurement
at the ORS.

Training ORS staff on procurement rules.

Serving to coordinate ORS procurement activities with
the ORS's legal counsel and the Finance Department.

Ensuring compliance with applicable procurement rules
and policies and procedures.

Administering the ORS's procurement processes to
ensure that the ORS has complete, reliable, and useful
data to manage its contracts and comply with applicable
ORS and City procurement and payment rules.

Responsible Division: ORS Management

Concurrence: Agree

Target Date: 6/30/2024

Action Plan:

Once ORS policies are updated Senior Management to
identify one ORS staff with responsibility for Investment

Division contracts and one responsible for other
divisions in ORS
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Recommendation

e Monitoring procurement and payment activities to
identify and address instances where ORS procurement
activities do not comply with applicable ORS and City
rules (e.g., vendor payments without contracts, vendor
payments that violated payment rules, contract
documents that do not include required terms, contract
duration and maximum expenditure terms that are
inconsistent with Retirement Board authorizations,
contracts without vendor performance metrics,
contracts renewed without reference to vendor
performance metrics).

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan

Status

2.1 In compliance with ORS police and the City's procurement
rules, use a public, competitive vendor selection process to
select and contract with an insurance broker.

Responsible Division: ORS Management
Concurrence: Agree

Target Date: 12/31/2023

Action Plan:

The ORS will issue an insurance broker RFP during 2023
for the 2024 - 2025 policies. The policy period is from
3/31-3/30each year, and as such, it is too late to engage
in an RFP process for the policy period 3/31/23 -
3/31/24. However, consistent with this audit
recommendation, a contract has been obtained from
the broker for the policy period 3/31/23 -3/31/24.
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Recommendation

2.2 Create and communicate, as appropriate, a risk
management policy that includes the following components:

A list of stakeholders (e.g., the Retirement Boards, ORS
senior management, legal counsel, the insurance
broker) who should have roles and responsibilities for
identifying and addressing (i.e., managing) the ORS's
business risks.

A defined process to periodically identify and document
the ORS's business risks, whether to mitigate or accept
those risks, and if applicable, the specific mitigation
strategy (e.g., by procuring insurance).

A step to obtain details about the types and levels of
Citywide insurance coverage that apply to the ORS.

A step to document the required types and levels of
insurance coverage that the ORS needs to purchase
beyond what is already provided by the City.

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan
Responsible Division: ORS Management

Concurrence: Agree
Target Date: 12/31/2023
Action Plan:

The ORS will create and communicate a risk
management policy that it will present to the Boards for
their approval.

3.1 Update existing ORS procurement policies and procedures
to acknowledge and implement San José Municipal Code
section 4.12.220, which allows for expedited, emergency
procurement. Communicate the update to staff with
procurement roles and responsibilities.

Responsible Division: ORS Management
Concurrence: Management did not respond
Target Date: Management did not respond

Action Plan: Management did not respond

3.2 Take an inventory of the laptops and associated equipment
that the ORS purchased in 2020 to determine whether the
procured laptops were received, as ordered. Follow up, as
necessary, with the IT Department to ensure that the ORS
received what was ordered and paid for.

Responsible Division: ORS Management
Concurrence: Management did not respond
Target Date: Management did not respond

Action Plan: Management did not respond



https://library.municode.com/ca/san_jose/codes/code_of_ordinances
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Recommendation

4.1 After identifying, updating, and communicating the ORS's
procurement
Recommendations 1.1 through 1.4), in coordination with all
ORS staff with contracting and vendor payment roles and
responsibilities:

mandates (i.e., after implementing

Identify and list the ORS's minimum contract compliance
and risk management mandates that should be
periodically monitored.

Identify and list contract and vendor payment best
practices that are relevant and of high priority to the
ORS. This list should be informed by widely available,
industry standard practices to analyze and report
contract and vendor payment data.

Identify and list contract and vendor payment data and
reports that are required to manage the ORS's contract
and vendor payment risks, as identified in the first two
bullets above. This list should include data and reports
that may not yet exist (e.g., vendor performance
management data).

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan
Responsible Division: ORS Management

Concurrence: Management did not respond
Target Date: Management did not respond

Action Plan: Management did not respond

Status
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Recommendation

4.2 After implementing Recommendation 4.1, in coordination
with the City's Finance Department and IT Department,
explore opportunities to obtain the data and reports that are
needed to meet the ORS's contract and vendor payment
objectives. Implementing this recommendation should
include the following steps:

Determining whether data that is needed but does not
yet exist in FMS can be supported and recorded in FMS
(e.g., method of contract award, vendor performance
metrics).

Ensuring that FMS includes all ORS contracts, including
investment manager contracts.

Ensuring that FMS reports provide the ORS access to all
existing FMS contract data, including contract end date,
regardless of the status of each contract.

Ensuring that FMS reports provide ORS staff access to
the information (i.e., generate the reports) using
parameters that allow the user to readily filter out non-
ORS data and to define the reporting period (i.e., the
user should not be limited to reporting on one fiscal
year).

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan
Responsible Division: ORS Management

Concurrence: Management did not respond
Target Date: Management did not respond

Action Plan: Management did not respond

Status




Audit: Contracts

72

Recommendation

4.3 After implementing Recommendation 4.2, in coordination
with ORS staff with contracting and vendor payment roles
and responsibilities, identify vendor and contract file
management (i.e., storing contract documents) and data
requirements (e.g., recording vendor performance data)
that cannot be met using FMS. Explore and implement
alternative systems to meet those needs, such as:

e An internally created system (e.g., using SharePoint) to
manage the ORS's contract data and documents that
cannot be stored in FMS.

e Purchase and implementation of a third-party, online
vendor and contract management system.

Agree, Partially Agree, or Do Not Agree and Target

Date and Corrective Action Plan
Responsible Division: ORS Management

Concurrence: Management did not respond
Target Date: Management did not respond

Action Plan: Management did not respond

Status
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APPENDIX 7 — Supporting Documents for Appendix 1
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CAPITAL OF SILICOMN VALLEY

T Police and Five Department Retivement Plan and FROM: Arn Andrews
Federated City Employees’ Retirernent System Daryn Miller
Inwestment Committees Jay Kwon

SUBJECT: Risk RFP Award Fecommendation DATE: December 14, 2016

SAN JOSE Memorandum

Recommendation

Staff recommends awarding Verus Advisory Inc. a three-year contract with two additional one-year
options for risk advisory services paired with the MSCI risk analytics system and authorizing the
secretary to negotiate and execute a contract not to exceed $445,000 for the first year and $475,000 for the

second and third years.

Background

Staff has been working toward the acquisition of a permanent risk management solution to enhance the
Plan's ability to assess, distribute and monitor portfolio risk. As part of this process, the Office of
Retirement Services (“ORS") released a Risk RFF on June 30, 2016.

Scope

Staff designed the RFP to illicit responses for a comprehensive risk solution, including both risk advisory
services and a risk analytics system. ORS accepted proposals from firms that owned both risk advisory
services and a risk analytics solution, and from firms who collaborated with or sub-contracted for
portions of the risk solution. Staff's research over the past year determined that peer atbempts at
internally onboarding their ewn risk analytics system was a suboptimal approach. The risk advisor is
expected to bring significant experience in multi-asset risk management and a track record of working
with asset allocators, including assisting trustees in understanding risk, facilitating fhe development of 2
risk philosophy and risk objectives, implementing risk policies, and guiding ongoing risk management
discussions. In addition, significant experience with the implementation of a risk analytics system and
subsequent robust data management capabilities will be very important to a successful implementation,
From a technological standpoint, the system requirements required that the system is hosted or cloudd
based, and that ORS have divect access to the system.

o A A
Kook At odude
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Scoring Criteria

Staff used the following rubric for scoring the RFP proposals. Emphasis was placed on the experience of
the engagement team, robustness in the data management process, and the capabilities of the risk
analytics system, Succinct, clear, complete and direct responses were considered when scoring,

Seoring Rubnic

Possible

Category Score
Engagement Team

- Bxperience, strength, and depth of the engagement team; demonstrated capability a0

and track record in timely implementation of a risk system; philosophy and fit
Data Management Capabilities 25

- Ability to comprehensively manage the entire data process on an ongoing basis
Risk Analytic System Capabilities 20

- Ability to adequately measure risk; suitability of system
Completeness 10

= Duestions were answ ered complotely and directly
Price 5

- Coat, mot value
Local Business Preference 5
Small Business Preference 5
Total 100

Respondents and Evaluation

During the RFP solicitation period the ORS recelved seven written proposals from respondents. The
following is a list of all respondents:

o Blackrock Solutions

o Maples

= Meketa Investment Group

« Pension Consulting Alliance
= Stale Street

o Yerus Advisory Inc

s Wilshire

ORS established a scoring-evaluator team comprised of three staff members from the investment
program. Following the Initial RFP review and scoring, the scoring-evaluator team identified the
following short-list of respondents:
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s Blackrock Solutions
=  Maples
s Verus Advisory Inc.

The next phase of the RFI process involved inviting the three short-list candidate firms to participabe in
the interview phase of the process. The interviewing panel consisted of the three QRS scoring evaluators
and a trustee representative from each Board. Board representatives assigned to the BFP panel were
invited to participate based on their subject matter expertise but they were not scoving evaluators,
Howaever, the input from e Beard subject matter experts was instrumental in fully evaluating the firms

interviewed.

During the first interview phase, the three risk advisors were asked to convey their approach to risk
philesophy and risk governance. The objective of the first interview was to compare and contrast how the
firms would approach the formulation of a comprehensive risk culture, Based on an assessment of the
initial interview phase, both Blackrock Solutions and ¥erus Advisory Ine. were invited to participate in
the second interview phase,

The abjective of the second interview was to see a more detailed system demonstration and understand
how the bwo remaining |'Er.=|]:mndent5 would utilize risk data to inform porctfolio decisions,

Based on the initial RFI" scoring and the two subsequent interviews the three staff scoring evaluators
and the two Board representatives unanimously agree that Verus Advisory Inc, offered a move
compelling solution and should be awarded the contract for risk advisory services paired wilh the

MSCI risk analytics system,

[Daryn Miller/
Daryn Miller, CFA
Investment Officer

May Kwon/
Daryn Miller, CFA
Investment Officer

fAmM Andrews)
Arn Andrews
Chief Investment Officer
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

Tk Police and Fire Department Retivement Plan and FROM: Arn Andrews

Federated City Employees’ Retiremnent System Daryn Miller

[mvestment Committees Jay Kwon
SUBJECT: Risk RFP Award Recommendation DATE: December 14, 2016
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Recommendation

Staff recommends awarding Verus Advisory Inc. a three-year contract with two additional one-year
options for risk advisory services paired with the MSCI risk analytics system and authorizing the
secretary to negotiate and execute a contract not to exceed $445,000 for the first year and 475,000 for the

second and third years.

Background
Staff has been working toward the acquisition of a permanent risk management solution to enhance the

Plan's ability to assess, distribute and monitor portfolio risk. As part of this process, the Office of
Retivement Services ("ORS") released a Risk RFF on June 30, 2016,

Scope

Staff designed the RFP to illicit responses for a comprehensive risk solution, including both risk advisory
services and a risk analyties system. ORS accepted proposals from firms that owned both risk advisory
services and a risk analytics solution, and fram firms who collaborated with or sub-contiacted for
portions of the risk solution. Staff's research over the past year determined that peer atbemnpts at
internally onboarding their awn risk analyties system was a suboptimal approach, The risk adwvisor is
expected to bring significant experience in multi-asset risk management and a track record of working
with asset allocators, in-:'ludjng assisting trustees in understanding risk, facilitating the development of a
risk philosophy and risk cbjectives, implementing risk policies, and guiding ongoing risk management
discussions. In addition, significant experience with the implementation of a risk analytics system and
subsequent robust data management capabilities will be very important to a successful implementation.
From a technological standpoint, the system requirements required that the system is hosted or cloud
based, and that ORS have direct access 1o the system.
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Scoring Criteria

Staff used the following rubric for scoring the RFP proposals. Emphasis was placed on the experience of
the engagement team, robustness in the data management process, and the ca]:rabiiilies of the risk
analytics system, Succinct, clear, complete and direct responses were considered when scoring.

Scoring Rubric

Possible

Category Score
Engagement Team

- Bxperience, strength, and depth of the engagement team; demonstrated capability a0

and track recard in timely implementation of a risk system; philosophy and fit
Data Management Capabilities 25

- Ability to comprehensively manage the entire data process on an ongoing basis
Risk Analytic System Capabililies 20

- Ability to adequatcly measure risk; suitability of system
Completeness 10

= Duestions were answ ered completely and divectly
Price 5

- Cost, mot value
Local Business Preference 5
Small Business Preference 5
Total 100

Respondents and Evaluation
During the RFF solicitation period the ORS received seven wrilten proposals from respondents. The
following is a list of all respondents:

s  Blackrock Solutions

=  Maples

+  Meketa Investment Group

#  Pension Consulting Alliance
*  State Street

o Werus Advisory Inc.

o Wilshire

ORS established a scoring-evaluator team comprised of three staff members from the investment
program. Following the Initial RFT review and scoring, the scoring-evaluator team identified the
following shovt-list of respondents:
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s Blackrock Solutions
*  Maples
= Verus Advisory Inc,

The next phase of the RFP process involved inviting the three short-list candidate firms to participate in
the interview phase of the process. The interviewing panel consisted of the three ORS scoring evaluators
and a trustes representative from each Board. Board representatives assigned to the RFT panel were
invited to participate based on their subject matter expertise but they were not scoring evaluators,
However, the input from the Board subject matter experts was instrumental in fully evaluating the firms

interviewed.

During the first interview phase, the three risk advisors were asked to convey their approach to risk
philosophy and risk governance. The objective of the fivst interview was to compare and contrast how the
firms would approach the formulation of a comprehensive risk culture, Based on an assessment of the
initial interview phase, both Blackrock Selutions and Verus Advisory Inc. were invited to participate in
the second interview phase,

The objective of the second interview was to see a more detailed system demonstration and understand
how the bao remaining |'|:=.-.=|Pnndent5 would utilize risk data to inform portfolic decisions,

Based on the initial RFP scoring and the two subsequent interviews the three staff scoring evaluators
and the two Board representatives unanimously agree that Verus Advisory Inc. offered a more
compelling solution and should be awarded the contract for risk advisory services paired with the

MSCI risk analytics system.

SDaryn Miller!
Daryn Miller, CFA
Investment Officer

fay Ewon/
Daryn Miller, CFA
Investment Officer

SAm Andrews)
Arn Andrews
Chief Investment Officer
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ﬂ BOARD OF ADMINISTRATION Wing Roome 118-120

TV oF 200 East Santa Clara
Sirest,

SANJOSE Meeting Minutes - Final-revised =an Joss, CAS9TIS

CAMTAL (F SLCTR YAILEY

Federated City Employees' Retirement
System and Federated City
Employees' Health Care Trust

Thursday, January 19, 2017 B:30 AM City Hall Wing Rooms 118-120

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Federated City Employees Retirement System and Health
Care Trust met on Thursday, January 19, 2017 at 8:30 a.m. at City Hall Wing Rooms 118-120 East
Santa Clara Street, San Jose, California 95113. Chair Loesch called the Pension and Health Care
Trust meeting to order at 8231 am.

Harvey Leiderman, General and Fiduciary Counsel, reviewed the seat of the retiree Trustee. He
stated that a new retiree Trustee had not been appointed by City Counsel. Therefore, Mr.
Crverton is still a member of the Board, holding over his seat until a replacement is swom in

Present: - Chair Matt Loesch, Michael Amnstrong, Martin Dirks, Udaya Rajbhandari,
Chair Prabhu Palani and Chair Anurag Chandra

Trustee Owerton was absent.
Retirement Staff Present: Roberto L. Pefia, Am Andrews, Donna Busse, Ron Kumar, Chris
Huynh, Scnia Morales, Sue Diehl, Linda Alexander.

Also Present: Harvey Leiderman, General and Fiduciary Counsel; Bill Hallmark, Cheiron;
Michael Schionning, Cheiron.

CLOSED SESSION

The Board entered into closed session at 8:32 am.

CLOSED SESSION AGENDA ITEMS WILL BE HEARD AT 8:30 A.M.

L CLOSED SESSION OLD BUSINESS/CONTINUED-DEFERRED ITEMS

a. CLOSED SESSION: CONFERENCE WITH LEGAL COUNSEL - PENDING
LITIGATION PURSUANT TO GOVEENMENT CODE SECTION 54956.9(d)(1).
FEDERATED CITY EMPLOYEES RETIREMENT STSTEM v. CITY OF SAN.JOSE, ET AL
SANTA CLARA COUNTY SUPERIOR COURT NO. 16CT302829

b. CLOSED SESSION: CONFERENCE WITH LEGAL COUNSEL - SIGNIFICANT

BOARD OF ADMIRIETRATION Page 1
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Retirement System and Federated
City Employees' Health Care Trust

Federated City Employeas’ Meeting Minutes - Final-revised January 19, 2017

Chair Loesch led the discussion regarding the Retiree Trustee vacancy and stated that he will
send a letter to the City that they appoint former Trustee Owerton as the refiree incumbent
until the position is filled. Harvey Leiderman, General and Fiduciary Counsel, stated that
under state law electeds who hold positions cammy over. The State does not like vacancies as
written im the California constitution. It affects quonum and staffing. Counsel encouraged the
process with the City Council. Non-voting Board Member Councilmember Davis spoke to the
itemn and stated that this was discussed at Council. The assumption was that the retiree
Trustee would stay on the Board. Chair Loesch directed staff to follow up with the City
Council for status.

40 INVESTMENTS

a. Oral update from the CIO of Eetirement Services, Am Andrews.

Mr. Andrews updated the Board on the following:

-There has been a new configuration for the Investment Committee. Trustee Armstrong will
not be on the Investment Committee. Mr. Andrews thanked Trustee Amistrong for his work
on the Investment Committee.

b. Discussion and action on Asset Allecation ranges.

Mr. Andrews led the discussion regarding the Asset Allocation ranges and answered
questions from the Board. He stated that staff recommendation is to approve the Asset Class
Range Clarification as noted on page 2 of the attached memo.

A motion was made to approve staff's recommendation of the Asset Allocation ranges as
noted on page 2 of the memao.
Approved. (M.5.C. RajbhandarilDirks 6-0-0). The motion passed unanimously.

C. Discussion and action on recommendation for Vems as comprehensive risk solution
provider, based on results from nsk BFP process, in the amownt of $445 000 for the first
vear and $475,000 for the second and third vears, amounts fo be split equally with Police
and Fire.

Mr. Andrews led the discussion regarding Risk RFP Award and answered questions from the
Board. He went owver the RFF process and stated that Trustee Armstrong from Federated and
Trustee Evnine from Police and Fire assisted the panel. Staff recommends awarding Verus
Advisory Inc., a three-year contract with two additional one-year options for risk advisory
services paired with the MSCI risk analytics system and authorizing the secretary to negotiate
and execute a contract not to exceed $445 000 for the first year and $475,000 for the second
and third years, to be split equally with the Police and Fire Plan.

A motion was made to approve staff's recommendation in awarding Verus Advisory Inc. a
three-year contract with two additional one-year options for risk advisory services paired with
the MSCI risk analytics system and authorizing the secretary to negotiate and execute a
confract not to exceed $445,000 for the first year and $475,000 for the second and third years,
to be split equally with the Police and Fire Plam.

Approved. (M.5.C. Palani'Dirks §-0-0). The motion passed unanimouwshy.

d. Discussion and action on Investment Policy Statement Amendments.

BOARD OF ADMINIE TRATION Page ¥
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CAPTTAL OF SLECN VALLEY

Police & Fire Department Retirement
Plan and Health Care Trust

BOARD OF ADMINISTRATION Wing Romms 116-120

CITY OF 200 East Santa Clara

Street,
SANJOSE Meeting Minutes - Final-revised San Joss, CA BT

Thursday, January 5, 2017 B30 AM City Hall, Wing Rooms 118-120

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Police and Fire Department Retirement Plan and Health Care
Trust met on Thursday, January 5, 2017 at 8:30 am. in regular session at City Hall Wing Rooms
118-120, 200 East Santa Clara Street, San Jose, California 35113, Chair Muyo called the Pension
Plan and Health Care Trust meeting to order at 8:31 a.m.

Present: 8- Richard Santos, Drew Lanza, Mick Muyo, Vincent Sunzern, Stephen

Brennan, Ghia Griarte, Jeremy Evnine, Andrew Gardanier and Franco
Vado

Trustee Santos departed at 1:56 p.m.
Non-voting member Councilmember Johnny Khamis was absent. Chief of Staff Shane Patrick
Connelly was present for Johnny Khamis.

Retirement Staff Present: Roberto L. Pefia, Am Andrews, Donna Busse, Benjie Chua-Foy, Toni
Johnson, Brian Starr, Ron Kumar, Dhinesh Ganapathiappan, Chris Huynh, Sonia Morales, Sue
Diehl, Linda Alexander.

Also Present: Harvey Leiderman, General and Fiduciary Counsel; Bill Hallmark, Cheiron; Tim
Doyle, Cheiron; Michael 5choenning, Cheiron; Dan Hennessey, NEPC; Sean Kaldor, President
5.JFF Local 230.

AGENDA

CLOSED SESSION

The Board entered into Closed Session at 8:31 am.

CLOSED SESSION AGENDA ITEMS WILL BE HEARD AT 8:30 A.M.

I CLOSED SESSION INVESTMENTS

a. CLOSED SESSION: CONFERENCE WITH INVESTMENT CONSULTANT
PURSUANT TO GOVT. CODE SECTION 54936.81 TO CONSIDEER. PURCHASE OF
PARTICULAR PENSION FUND INVESTMENTS (ONE INVESTMENT).
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Palice & Fire Department Meeting Minutes - Final-revised
Retirement Plan and Health Care
Trust

January 5, 2017

C. San Jose Police & Fire Dashboards- Draft

1.7 Education and Training

a. The Cortex Feport Jammary 2017 - Conferences, Seminars, and Educational Programs.

b. CalAPES General Assembly, Monterey Mamott, Monterey, CA - March 4-7, 2017

1.8  Notice of Altemate Payee Benefit Election

a. Approval of Altemate Payee Benefit election of Full Monthly Option to be paid to Nina
Pedemonte, ex-spouse of Fire Captain, Tim Pedemonte, to be effective Jamary 6, 2017
under Part 17, Section 3.36.3600 of the San Jose Municipal Code.

1.9  Approval of Administrative Matters

a. Peport of the Plan Expenses for October 2014, Receive and file.

1.10 Market Update

a. Presentation Ind Quarter 2016 Prnvate Equuty Review by NEPC.
b. Presentation of 2nd Quarter 2016 Feal Estate Beview by NEPC.
C. Presentation of MNovember 2016 Flash reports for the Pension Trust and the Health Care

Trust by Staff and NEPC.

2, INVESTMENTS

a. Oral update from the CIO of Retirement Services. Am Andrews.

ltem 2a was heard after item 7.4a.

Mr. Andrews noted that most of his items are on the agenda and he is looking forward to
2017.

I Discussion and action on recommendation for Verus as comprehensive nisk solution
provider, based on results from nisk EFP process.

Mr. Andrews led the discussion regarding the IPS and answered guestiens from the Board.

He stated that staff recommended awarding Verus Advisory Inc., a three-year contract with

BOARD OF ADMINISTRATION Page 4




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents

83

Paolice & Fire Department Meeting Minutes - Final-revised January 5, 2017
Retirement Plan and Health Care
Trust

two additional one-year options for risk advisory services paired with the MSCI risk analytics
system and authorizing the secretary to negotiate and execute a contract not to exceed

$445 000 for the first year and $475,000 for the second and third years. The contract amounts
are to be shared 50/50 between the Federated and Police and Fire systems.

A motion was made to approve staff's recommendation.
Approved. (M.5.C. Evnine/Brennan 8-0-0). The motion passed unanimously.

C. Discussion and action on Investment Statement Policy (IPS) Amendments.

Mr. Andrews led the discussion regarding the Investment Policy Statement (IP5) and
answered questions from the Board. He reviewed the attached memos which included red
line changes. Harvey Leiderman, General and Fiduciary Counsel, recommended that the
language in Action items #4 & #5 be changed from "presented” to "adopted™ to reflect that
the annual work plan has to be approved by the Board.

A motion was made to approve the IPS as with the amendment noted by counsel.
Approved. (M.5.C. SunzeriMuyo B-0-0). The motion passed unanimoushy.

d. Discussion and action regarding the Real Assets IPS Appendix.

Mr. Andrews introduced the item. Mr. Kumar presented the Real Assets IPS Appendix and
answered questions from the Board.

A motion was made to accept the Real Assets IPS Appendix.
Approved. (M.5.C. Lanza/Evnine 8-040). The motion passed unanimoushy.

2. Diseussion and presentation by NEPC of Presidential election and market impaets.

Dan Hennessy of NEPC presented and answered questions from the Board regarding the
Presidential election potential market impacts.

f. Discussion on presentation of the first anmmal (20135) Asset Allocation Fee Report.

Mr. Andrews introduced the item. Mr. Ganapathiappan presented the first Annual (2015) Asset
Allocation Fee Report and answered questions from the Board. He stated that as part of the
Fiscal year 2016-201 7 Investment Program Work Plan, staff committed to performing a
comprehensive aggregation of all fees associated with the systems asset allocation. His
staffs' intention to initially capture fee data for 2015 and then going forward to present the
annual fee report each summer for the previous calendar year end reporting pericd. Mr.
Andrews presented the attached tables 1-7T. The Board made a request to have managemenit
fees and incentive fees separated on tables 2-5. Mr. Andrews noted that the fees reported here
difer from the fees reported on the CAFR for the preceding year and that the CAFR would
have to be amended. Harvey Leiderman, General and Fiduciary Counsel, gave
achnowledgement to Mr. Ganapathiappan and stated that Investment Staff is way ahead of
their peers in attempting to identify and quantify investment expenses. Mr. Pefia, Mr.
Andrews and Chair Muyo all gave Mr. Ganapathiappan acknowledgement and thanked staff
for their hard work.

3 OLD BUSINESS CONTINUED-DEFERRED ITEMS
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CONSULTING AGREEMENT
RISK ADVISORY SERVICES

This Agreement is made and entered into effective as of February 1, 2017 (the "Agreement”) by and
between Verus Advisory, Inc., 8 Washington corporation, having its principal offices at 939 Third Avenue,
Sulte 4200, Seattle, WA 98104 ("Consultant™), and San Jose Faderated City Employees’ Retirament System
and San Jose Police & Flre Department Retirement Plan (the “Cllent”). Client hereby retains Consultant to
provide a comprehensive Investment Risk Solutlon with respect to Cllent’s assets, inclusive of Risk
Advlsory Services and a Rlsk Analytics Systam.

1. SCOPE OF SERVICES.

Consultant shall parform those services specified in detail In SCHEDULE A antitied "SCOPE OF SERVICES®,
which is atlached hereto and Incorporated herefn. Additional services, which are not committed for by
Client at this time but may be requested by Client Inwriting in the future, are detailed in SCHEDULE B, The
addition of any additional services outlined on SCHEDULE B, and the terms on which such additional
services are Lo be performed, will be documented in a separate wiitten addendum to this Agreement
which shall be fully executed by Client and Consultant before effective.

Z. TERM OF AGREEMENT.

The term of this Agreement shall be from February 1, 2017 to January 31, 2020, inclushe, subject to the
provisions of SECTION 13 of this Agreement.

3. FEES,

In consideration of the services to be rendered by Consultant, Client shall pay Consultant In accordance
with the Fee Schedule stipulated in SCHEDULE C.

4. METHOD OF PAYMENT.

Fees for professional services will be billed monthly Inarrears, Each month, Consultant shall furnish to the
Office of Retlrement Services {“0OR5") a statement of the services for fees during the preceding month. All
involces for fees shall be payable within thirty (30) days of receipt,

5. CLIENT INFORMATION.

Client agrees to provide, or cause its custodian bank, administrator, attorney, trustes, prasent ar former
investment consultant, actuary, consultants, other third parties, or Investment managers (hereinafter
referred to as "Representatives”) 1o provide Consultant with any and all the necessary and appropriate
information for Consultant to begin to perform Its obligations under this Agreement. This Informatlon

1
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includes liguidity needs, historical performance information, Investment guldelines, and other pertinent
information as requested by Consultant from time to time, Includlng, without limitatlon, a written
sumimary of any Investment limitations or restrictions. f Client represents a Plan, Client agreas to provide,
or cause Its Representatives to provide, Consultant {in addition to the Information described In the
preceding sentence) with a copy of any applicable Plan documents, a list of any investment restrictions
‘set forth therein and a list of parties-In-Interest with respect to the Plan, The Client, directly or through its
Representatives, also agrees to Inform the Consultant immediately of any change in circumstances
affecting the needs or goals of the Client, as the case may be. Client understands that in providing its
servioes hereunder, Consultant will rely on the Information from time to time provided to it by Client and
Client's Representatives, Consultant shall not be required to verify any Information obtalned from Client
or Client's Representatives. Consultant shall not be llable for the accuracy and completeness of
Information furnished or representation made by such Representatives.

6. LIMITS OF RESPONSIBILITY,

Consultant’s advice to Client pursuant to this Agreement s limited to the Risk Advisory Services and the
management of the Risk Analytics System as provided in SCHEDULE A, Cllent shall retain absolute
discretion over and responsibllity for the implementation of Consultant’s recommendations. Nathing
harein shall require Cllent to follow any recommendation provided by Consultant. Consultant makes its
recommendations based upon Information obtained and analyzed by a wide varlety of pubfic and private
sources, Including those provided by the Risk Analytics System. Although the Information collected by
Consultant Is believed to be reliable and is compiled In accordance with accepted industry standards,
Consultant cannot guarantee the aceuracy or valldity of such Information.

Consultant will not manage Client’s Assets or exercise any investment discretlon or perform any
discretionary trading with respect to the Assets, Consultant shall have no responsibility for vnfing any
proxies solicited by or with respect to fssuers of securities in which the assels of Client may be Invested
from time to time, Consultant and its employees will not render, or be responsible for rendering, any legal,
accounting or actuarial advice to Cllent or prepare for Client any legal, accounting or actuarial docyment,

Although not currently Included In the services to be provided by this Agreement, if Client has requested
Consultant to assist It In the selection of an investment manager, Consultant will recommend Investment
managers {or mutual funds), which appear to be sultable for Cllent, based upon Client’s stated Investment
objectives, risk/return expectations and financlal needs. Consultant does not assume any responsibility,
nar shall it be llakle for the conduct or the Investment performance, elther historical or prospective, of
any investment manager recommended by Consuitant and selected by Client, Consultant shall have no
authority to enter into any agreement with any investment manager on behalf of, or otherwise bind

Client.
7. NONEXCLUSIVE RELATIOMSHIP.

Client recognizes and acknowledges Consultant performs risk advisory services for various clients. Client
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agraas Consultant is permitted to give advice and make recommendations to Its other clients that may
differ from advice given or actlon taken with respect to Client even though the investment objecthves may
be the same or simillar. Mothing In this Agreement shall be deemed to In any way restrict the right of
Consultant to perform risk advisory services or other services for any other person or entity, and the
performance of such services for others shall not be deemed to violate or give rise to any duty or
abligation to the Client or Plan.

8. INDEPENDEMT CONTRACTOR.

It s understood and agreed that Consultant, in the parformance of the work and services agroed to ba
performed by Consultant, shall act as and be an independent contractor and not an agent or employee of
City of San lose (“City") or Client; and as an independent contractor, Consultant shall obtaln no rights to
retirement heneafits or other benefits which accrue to City's employees, and Consultant hereby expresshy
walves any clalm it may have to any such rights.

9, ASSIGNABILTY.

The parties agree that the expertise and experience of Consultant are material considerations for this
fgreement, Consultant shall not assign or transfer any interest in this Agreement nor the performance of
any of Consultant's obligaticns hereunder, without the prior written consent of ORS, and any attempt by
Consultant to so assign this Agreement or any rights, duties or obligations arising hereunder shall be wold
and of no effect.

10, INDEMMNIFICATION,

Consultant shall defend, indetnify and hold harmless ORS, its officers, employees and hgenls agalnst any
clalim, loss or llabBity arlsing out of or resubling in any way from work performed under this Agresment due
to the fraud, bad faith, willful or negligent acts (active or passive) or omisstons by Consultant's offlcers,
employees or agents, The accaptance of sald services and dutles by ORS shall not operate as a walver of
such right of Indemnification.

11. INSURAMNCE REQUIREMENTS.

Consultant warrants that it now has in full force and effect and agrees to provide and malntain In effect a
policy of liability insuring Consultant against claims based upon alleged errors and omissions by Consultant
in the performance of its responsibllities, such policy being and to be maintained i an amount of not less
than 310,000,000 n addition and If losses are not included in Consultant's erpars and ambsslons policy,
Consultant shali have and malntaln in fulf foree and effect cyber Hability insurance with data protection
Habllity insurance coverlng financlal loss resulting or arising from acts, errors, or omisslons In bullding,
customizing, operating or maintaining the Risk Advisory and Risk Analystics System In an amount of no
less than $1,000,000 including damages It Is obligated to Clent or any third party, which are associated
with amy Security Breach [as hereafter defined) or loss of Personal Data, regardless of cause {including,
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without limitation, Consultant's negligence or gross negligence and unlawful third party acts). For the
purposes of , "Security Breach” means (1) the fallure by the Consultant to properly handle, manage, store,
destroy or otherwlse control, or the unauthorized disclosure by the CONSUKTANT of: [Personal Data or
Financial Data In any format or (b) third party corporate Information in any format specifically identified
as confidentisl and protected under a confldentiality agreement or similar contract; and (2) an
unintentional violation of the Consultant's privacy policy or misapp ropriation that results in the violkation
of any applicable data privacy laws or regulations; or (3} any other act, error, or omission by Consultant In
Its capacity as such which Is reasonably likely to result in the unauthorized disclosure of sensitive data,
Consultant further warrants that It now has In full force and defect and agrees to malntaln In effect a
crime theft policy or fidelity bond covered In the amount of 51,000,000 to protect dient from loss due to
any fraud or other dishonesty for which Consuitant |s responsible. Insurance shall be placed with Insurance
cartiers malntalning a rating of A-, Vil or higher by A M Best or Standard and Poor’s.

Consultant shall furnish Client with current certificates of Insurance described In this Agreement, induding
details of any deductible or retention amounts. Each Sub-Manager appointed by Verus pursuant to this
Agreement shall malntain an Insurance policy protecting the Sub-Manager {and its officers, directors,
shareholders, partners and/er employees) against liability or loss for a breach of fiduciary responsibllity.

Werus shall not recelve any remuneration, directly or Indirectly, from any Sub-Manager

12, NONDISCRIMVINATION.

Consultant shall not discriminate, In any way, agalnst any parson on the basis of race, sex, color, age,
religion, sexual orientation, actual or perceived gender identity, disabflity, ethnicity, or national origin, in
connection with or related to the performance of this Agreement,

13, TERMIMATION.

A. The Agreement may be terminated by Client or Consultant, without cause and at will, upon
wirltten nothoe by efther party to the other, Termination will become effective 30 days after recelpt
of such written notlee, By mutual written agreement, the partles may establish a different
effective date for termination. Upon termination of this Agreement, to the extent there are
amounts owed by Client to Consultant (fees for professional services as provided in Section 3
above) upon tha effective date of termination of this Agreement, Client agrees to pay such
ammounts to Consultant in the hormal billing eycle under this Agreement without further notice or
demand, Anything herein to the contrary hotwithstanding, Client shall have the right to terminate
this Agresment, without penalty, within five business days of the date of the initial execution of
this Agreemant by Client and to receive a full refund of all amounts pald to Consultant.
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B. If Consultant fails to perform any of its material obligations under this Agreement, In addition to
all other remedies provided by law, Cllent may terminate this Agreement Immediately upon
written nofice,

C. The CEO of Retirement Seryices Is émpowered to terrminate this Agreement on behalf of Client,

D. Inthe event of termination, Consultant shall deliver to Client coples of all reports, documents, and
other work performed by Consultant under this Agreement, and upon recelpt thereof, Clent shall
pay Consultant for services performed incurred to the date of termination.

14. GOVERMING LAW.

Client and Consultant agree that the law governing this Agreement shall be that of the State of Californda,
without regard to the provisions, policies or principals thereof relating to cholce or conflict of laws.

15. COMPLIANCE WITH LAWS,

Consultant shallcomply with all applicable laws, ordinances, codes and regulations of the federal, state and
tocal governiments including having any bonds or Insurance as may be applicable by any regulating federal,
state or local governments. i

16, CONFIDENTIAL INFORMATION.

All data, documents, discussions or other Information developed or recelved by or for Consultant in
performance of this Agreement are confidential and not to be disclosed to any person except as authorized

In writing In advance by Client, or as required by applicable law.
17, CWHNERSHIP OF MATERIALS,

All reports, documents or other materlals developed or discoverad by Consultant or any other person
engaged directly or indirectly by Consultant to perform the sevices required hereunder shall be and
remain the property of Cllent without restriction or limitatlen upon thelr use,

18. WAIVER,

Consultant agrees that walver by Client of any breach or violation of any term or condition of this
Agreeiment shall not ba deamed to be a walver of any other term or condition contained hereln or a walver
of any ml:vseguent hreach or vielation of the same or any other term or condition. The scceptance by Client
of the performance of any work or services by Consultant shall not be deemed to be a walver of any term

or conditlon of this Agreement.
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19. CONSULTANT'S BOOKS AND RECORDS.

Consultant shall maintain any and all ledgers, books of account, Involces, vouchers, cancelled
checks, and other records or documents evidencing or relating to charges for services, or
expenditures and disbursements charged to Client for a minimum period of three (3} years, or for
any longer period required by law, from the date of final payment to Consultant pursuant to this
Agreement,

Consultant shall malntain all decuments and records which demonstrate performance under this
Agreement for a minlmum perlod of three (3) years, or forany longer period required by law, from
the date of termination or completion of this Agreement.

Any records or documents required to be malntained pursuant to this Agreement shall be made
avallable for inspection or audit at no cost to Client, at any time during regular business hours,
upon written request by the CED, or a designated representative. Coples of such documerits shail
be provided to Client for inspection at thelr offices when it is practical to do so. Otherwise, unless
an atternative ks mutually agreed wpon, the records shall be avallable at Consultant's address
indicated for recelpt of notlees In this Agreement,

Where Cllent has reason to belleve that such records or docurnents may be lost or discarded due
to dissalution, dishandmant or termination of Consultant's business, Client may, by written
request by any of the above-named officers, require that custody of the records be gven to Client
and that the records and documents be maintained in thelr offices, Access to such records and
documents shall be granted to any party authorized by Consultant, Consultant’s representatives,
of Consultant’s successor-in-interest.

20, CONFLICT OF INTEREST.

Consultant shall avold all federal, state or applicable city prohibited confiicts of Interest and use it best efforts
to avold an appearance of conflict of interest and to remedy.an appearance of a conflict in interest when
It becomes known in performance of this Agreement.

Consultant shall file an Assuming Office Disclosure Statement of Economic Interests (Form 700) entitled
“BISCLOSURE STATEMENT.” Such statement shall be fled within thirty (30) days of the date of this

© Agreement and annually thereafter by the first of Aptll. Upon termination of this Agreement, Consultant
shall file a Leaving Office Disclosure Statement of Economic Interest {Form 700).

21. GIFTS.

Consultant ks familiar with City's prohibition agalnst the acceptance of any gift by a City officer or
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deslgnated employee, which prohibition is found In Chapter 12.08 of the San Jose Municipal Code,

B. Consultant agrees nol to offer any Clty or ORS officer, board member or employee any gift
prohibited by sald Chapter.

C. The offer or glving of any gift prohibited by Chapter 12 08 shall constitute a materkal breach of this
Agreement by Consultant, In addition to any other remedies City or Client may have In law or
equity, Client may terminate this Agreement for such breach as provided In SECTION 123 of this

Agreement,
22, DISQUALIFICATION OF FORMER EMPLOYEES.

Consuttant s familiar with the provislons relating to the disqualification of former officers and employees
of City In matters which are connected with forrmer dutles or official responsibliitles as set forth In Chapter
12.10 of the San Jose Munlcipal Code (*Revolving Door Ordinance”). Consultant shall not utilize either
directly or indirectly any officer, employee, or agent of Consultant to perform services under this
Agreement, IFinthe performance of such services, the officer, employes, or apent would ba in violation of
the Revolving Door Ordinance.

23, MOTICES.

All notices and other communications required or permitted to be given under this Agreement shall be in
writing and shall be personally served or mailed, postage prepaid and return recelpt requested, addressed
to the respective partles as follows:

To Client:
Investment Program
Office of Retirement Services, City of San José
1737 Morth First Street, Sulte 600
San losé, CAG5112

To Consultant:
Verus Advizory, Inc.
9549 Third Avenue,
Suite 4200
Seattla, Washington 28104

Motlee shall be deemed effective on the date personally delivered or, If malfed, three (3} days after deposit
in the mall. '

24, VENUE.
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Consultant hareby agrees that Client may be subjected to sult only In the courts of San losé, California. In
the event that suit shall be brought by elther party to this contract, the parties agree that venue shall be
exclusively vested in the state courts of the County of Santa Clara, or if federal jurisdiction is appropriate,
exclusively in the United States District Court, Northern District of Califernia, San lose, Californla,

25. PRIOR AGREEMEMNTS AND AMENDMENTS.
This Agreement, including all Schedules attached hereto, represents the entlre understanding of the
parties &5 to those matters contained herein, Mo prior oral or written understanding shalk be of any force

or effect with respect to those matters covered hereunder. This Agreement may be modified only by a
wrltten amendment duly executed by the parties to this Agreement.

AGHEEututhlstwuf M ,2017.
By M % ,/,f..ﬁ

Slgnature of Cllent

'lf_" l,“;f.‘- c:i'- f\.lﬁ."l.‘u;_ c]rﬂ-h:.a.-"
Title If Applicabie

AGREED AND ACCEPTED:
Verus Advisory, Inc.
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SCHEDULE A
SCOPL OF SERVICES

1. RISK ADWISORY SERVICES

Consultant agrees to provide Client with Risk Advisory and Risk Analytics stipulated in this Schedule A
Consultant will offer advice to ORS and the Boards solely in the interest of the plan participants and
beneficiaries of $an Jose Federated City Employees’ Retirement System ("FCERS") and the 5an Jose Police
& Fire Department Retlrement PMlan ("PFDRPY). The risk advisory services provided shall be for the
Investment Program's four assets pools, which include Pension assets and Health Care Trusts assets for
both FCERS and PFDRP,

2. RISK ANALYTICS SYSTEM SERVICES

Consultant agrees to manage a Risk Analytics System that Is capable of comprahensively modelling a risk
of complex, highly diversified asset poals at multiple levets, Induding the investment manager, sub-asset
class, asset class, and total plan levels across asset classes, The Risk Analytics Systemn, while managed by
Consuitant, will be made avallable to Cllent through a web-based interface. It is the intent of Consultant
ko utilize MSCI, Inc. to provide BarraOne risk analytics and BarraCne risk management senvices.

3. RISK MANAGEMENT PROCESS

A, Consuftant shall manage the development of a risk pollcy to be Incorporated into the Client's
Investment pollcy statement through Interaction with Cliefit and by aligning of the Client's
[mvestment enterprise objectives with the ongoing decision about portfollo implementation and
development.

8. Consultant shall provide Risk Analytles reporting through the Verus propriety Risk Dashboard, a
system used for caleulating and communicating the level and nature of risk In the client’s portfollo.
it Is Intended that the Risk Dashboard and risk analytics pravided are an Integration of the Client's
Risk Policy Statement with Clients exlsting portfolio of investments and Investment Policy
Statements,

€. It Is understood that In addition to a number of technologles utilized to produce the Risk
Dashboard, Verus will utilize MSCIPs BarraOne analytlcal toolset.

D. Consultant shall provide training, support and guldance on report usage and interpretation,
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E. Consultant shall support Client in incorporating risk measurements In the investment process,
Such communication shall Include working with Client to determine the appropriate allocation to
rlek and return drivers, '

4. RISK POLICY

After assessment of the organkzation’s Enterprise Rlsk Tolerance, Consultant shall make recommendations
to the Client and assist in the creation of & risk management policy to be integrated into the Investment
Palley Statement.

5. DATA MANAGEMENT

A. Consultant shall be accountable to Client and responsible for the data management process,
Client’s Involvement and responsfbllity shall be limited to those aspects of the process to provide
a deeper understanding of the most materlal aspects of the system and its Implemantation,

B. Consultantshall engage with MSC BarraOne in its role and responsibllities as Consultant to Cllent
to provide the senvices under this Agreement.

C. Chentshall be supported by dedicated data management individuals at both Consultant and MSCH
and MSCI will asslgn a dedicated Managed Services contact to Interface with Consultant regarding
the design and execution of the data management processes,

6. RIS REPORTING
A, Consultant shall provide monthly risk dashboard reports,

Consultant shall also provide training and education to Client as [s reasonable to ampower Cllent to desigi
and prepare additional reports from the risk dashboards. Specific tralning on the Barra platform is to be
provided by Barra; provided, however, Cansultant Is willing to assist In this process In connection with the
training and edication provided to Client on the deslgn and preparation of risk dashboard reports.
B. Consultant will actively engage with Client on the design and Implementation of risk reports and
provide Client with education and training on uslng BarraOne as s appropriate to otilize our
_combined abilitles to create a “culture of rsk” acress the erganization.

7. TRAINING, EXTRA RESOURCES AND VIEWS

Consultant shall be responsible for ongoing risk management training and education, as reasonably
needed. The tralning and educatlon may be provided via conferance calls, weblnars and In-person

meetings.

8. RISK ANALYTICS SYSTEM.,

—
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San Jose FCERS and PFDRP Verus Agreement

Client shall enter into agreement with Barra, LLC ("Barra™), whose ultimate parent company is M3CH inc.
("MISCI*), to provide the analytic tool set described in this Agreement. Consultant shall obtain such
permlssion or enter into such agreement with Barra, LLC to galn unfettered access to the tools provided
pursuant to the Barra contract entered into by Client to facilitate providing the services contemplated In
this agreement. It Is understood that & contract directly between Barra, LLC and Client, enables Barra, LLC
to provide tralning on the Barra systems directly to tha Client.

Consultant shall interact with Barra to negotiate terms of the Barra agreement 50 that the total fees under
the Barra Agreement do not excesd One-Hundred-Twenty-Thousand Dollars ($120,000) in year one and
One-Hundred-Fifty-Thousand Dollars ($150,000) Inyears 2 and 3. itlS understood that Client may need to
obtaln Indices data from third party providers to be loaded into the Barra analytical systam to enable
Consultant to provide the sarvices under this Agreement. Consultant shall Interact with such indices
providers to negotiate the terms of such agreements, if deslred by Client. The cost of the Indices needed
by Consultant to perform the services under this agreement will be $30,000 per anhum of less.
Accordingly, the total costs to Client for the services hereunder, plus the fees under the Barra agreement,
antl the fees needed for additional indices will not exceed Four Hundred Forty Five Thousand Dollars
{5445,000) In year one and faur Hundred Seventy Five Thousand Dollars (5475,000) in years 2 and 3.
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(a)

()
(c)
{d)

(e}

San Jose FCERS and FFOARP Verus Agreement

SCHEDULE B
ADDITIONAL SERVICES NOT UNDER THIS AGREEMENT

The followlng is a llst of services and related fees not stipulated under this agreement. Cliznt agrees to
pay Consultant provided that Cllent engages Consultant on such projects prior to the commencement of
wark and that Client approves in advance the additlonal expenditure. Fees will ba based on scope of the
services provided and agreed.

-

Conduct Investment Mapager searches and provide recommeandations on manager selection,
Verus peneral consulting services provides unlimited Investment manager search reports
fealuring managers covered by Verus Advisory, Ine’s "Focus-List” {Includes all traditional
categories coversd within our asset allocation advice as well as funds-of-funds and speclalty

niche alternatives). An additional fas for “custom™ manager searches will apply; "custom”
indicates searches driven by Client requests such as the inclusion of specific managers that
are not covered by Verus Advisory, Inc. "Focus List™ and/or mandates not central to our asset
allocation advice, ‘

Provide “Drect” hedge fund and private equity portfolio development and manager selection,
Conduct an Asset-Liahility study.

Assume responsibility for executing investment declslons as a discretionary consultant or
Ol within the parameters set forth by Client the including manager selection and portfollo
construction |standard fee structure beging at 30bps on the first $100 millian,

Provide manager fee negotiation and implementation assistance.

Provide litigation support and other administrative services when authorized by Clisnt for the
following hourly rates:

Senlor Consultant 5450, hour

Consuktant 5400/ hour
Assoclate 5200/ /hour
Analyst $150/hour

Consultant shall furnish Cllent with appropriate hourly detall to just(fy bills submitted.
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San Jose FCERS and PFDRP Verus Agreemeant

SCHEDULE C
FEES

For the services agreed to be provided In this Agreement, client agrees to pay Consultant an annual fee
of Two-Hundred-Ninty-Five-Thousdand Dollars {$295,000) per annum,

See Schedule A, item B, regarding Barra and Indices agreements and related fees and costs,
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City of San Jese
Cffice of the City Clerk
Contract Reference Number: LA 00219192.0

D URIGINAL JUL - 7 2017 Account Mumber: 129892
.f AGGEPTED
LICENSE AGREEMENT FOR'APPLICATION SERVICES

This License Agreement for Application Services (“License Agreement”) is made and entered fo be effective as of the
Commencement Date set forth below between Bamra LLC, a Delaware limited lability company with its principal place of
business at 2100 Milviz Strect, Berkeley, CA %4704 (“Barra™), and the Client identified on the signature page hereto (“Client”
and together with Barra, the “Parties™). Client’s affiliated entities and units expressly named in each Order Form shall be
included in the definition of “Client™ and shall have the same rights and obligations of Clignt under this License Agreement,
subject to the limitations in such Order Form. Motwithstanding the foregoing, the Client entity expressly identified on the last
page hereof shall indemnify Barra for and remain lable for any bresch of the Agreement by its affiliated entities and units.
Terms defined or described in the applicable Order Form(s) shall have the same meaning when used herein,

1. DEFINITIONS.

1.1. “Agreement” means collectively, this License Agreement and any Order Form executed by Client and Barra, including
any amendments, exhibits, addenda or other attachments thereto,

12 “ASP Services™ means the services, svstems, equipment and software utilized by Barra or it Service Providers to
deliver the Products to Client hereunder, including but not limited to, hosting, co-location, network services and the
aperation and maintenance of such systems and services.

1.3, “Authorization Information™ means account login and other related information (¢.g., Client 1%, user 1D and
passwords) required for Users to access and use the Products,

1.4, “Data”™ means the models end data distributed in any form by Barra which Client receives pursuant to the
Agreement.

L5 “Derived Materials™ means any rescarch, reponis, computational results, information or material obtained or derived

by Client in whatever form from the use of the Products but shall specifically exclude any Client records, statements
or account nformation that have not been modifisd by use of the Products a2 well as any information that Client can
demonstrate as in its possession prior o the date of this agreement or derived principally from Client’s own records
and’or efforis,

1.6. “Documentation™ means mstallation and user puides, manuals, operation instructions, requirements, specifications,
traiming and other documentation in any form (e.g., hard copy, electronic, or otherwise) provided by Barra for use of

the Products,

1.7 “Order Form™ means each Order Form, signed by the Parties, by which Client contracts to receive Products from
Rarra pursuant to this License Agreement. The terms of each Order Form relate only to the Products set forth in that
apecific Order Forn,

1.8 “Permitted Inerease” means any increase in Fees (i) equal to or less than the greater of 2% of the Fees or the
standard inflation measure in the country or cumensy union in whose currency such Fees are denominated, (i} due to
any addition of Products, Users, Locations or Upgrades or other enhancements ar Versions for which Barra generally
charges additional fees, or (iii) due to changes in the fees charged to Barra by its Vendors provided that such increase
is equal to or less than 2% in the ageregate during any calendar year.

1.9, “Products™ means the Software and Data specified on the applicable Order Formi(s), eny Vendor software or

content, and Documentation, incleding any of the foregoing items downloaded by Client wia Barra's website

{httpa:iwww barraone.com for BarraOne and https: (bpm.barmone combpmvbpm. jnlp for Barra Portfolio Manager,
and their subdomains) or the ASP Services, The term “Products™ also refers to and includes any and all derivative

works, translations, and adaptetions o all, a part of, or any cemponent thereof.

110, “Service Providers” means indzpendent third parties who may provide certain essential aspects of the ASP Services,
such as network services, hosting or co-location providers,

1.1L “Software” means the application sofiware set forth in any applicable Order Form that Client accesses through the
ABP Services, including any Upgrades thereto,

L12. “Support™ means Barra’s standard support relative to the Prodects, in whatever form, as more fully described on the
applicable Order Form and any other services that Barra elects to provide to Client with respect to the Products.

Page 1




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents

99

2.

21

232

114,

1.15.

1.16.

Contract Reference Number; LA_D0Z19192.0
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“Upgrade” means a release of a Product made generally available to licensess of the Product that contains
significant improvements to the current Version of the Product,

“User(s)” means the individeal emplovees or agents of Client that are authorized to use the Products in accordance
with the Apresment regardless of whether the individual{z) actively use{z) the Products at smy given time. The
individual(s) designated as User(s) by Client may be changed pursuant to changes in personnel or responsibilities as
long as the Authorized Mumber of Users specified in the applicable Order Form(s) is not exceeded,

“Vendors™ means certain third parties that have granted Barea the right to use and distribute their data, software, or
other proprietary property.
“Version™ mcans & specific release number for a Software program or medel, including Upgrades.

GRANT OF LICENSE,

Products. Barra grants Client 2 nonexclusive, nontransferable, limited, and revocable right to remotely aceess and use
the Products solely (a) via the ASP Services, (b) for its internal purposes with respect to assets owned or managed by
Client or with respect to Client’s own brokerage or trading accounts or those of Client’s brokerags or trading customers,
and (c) by using the Authorization Information provided to Client.

Restrictions om Use. Client may not use the Products or ASP Servicez in any manner not expressly permitted by the
Agreement. All rights not specifically granted in the Agreement are expressly reserved by Barra. Without limiting the
generality ef this Section 2.2, Client shall not:

. . publish, transfer, display or grant direct or indirect access to any Product or Derived Materials to any third party who

is not a User or to any persen eutside the Location(s);

b, cop the Products;

¢. modify, improve, manipulate, ranslate, reverse-engineer, decompile or disassemble any Product or any part thereof,

d.use the Products or Barra’s or a Vendor's name in connection with a prospectus or the creation, issuance, offer, or
promotion of a financial instrument oF security;

¢ wse any Data in a eonfipuration of with software not specified in the applicable Order Formm or use any Data with any
third party software;

f. use any Product for the benefit of a third party other than with respect to third parties whose assets are managed by
Clignt or who have brokerage or trading accounts with Client;

g.use, evaluate, or view any Product for the purpose of designing, modifying, or otherwise creating any software
program, or any portion thereof, which performs functions similar to, or that compete with, the functions performed
by any Product(s);

h. distribute, display, transmit, or make available to a third parly any security identifiers (including but not limited to
CLISIPs, IS[Mz or R1Cs) or Barra identifiers delivered with the Diata, without first obtaining writhen consent directly
firom the owner of such identifiers;

i. uge any Product in a manner that would substitute for the addition of a User or a license or purchase of any portion of
a Product (for example, use any Data to create a separate or substitute databasc); or

j- use network monitoring or discovery software to determine the website architecturs, or extract information about
usage or Users or preclude or hamper the right of Barra to view files that log the number of users accessing the
Products or Client’s usage of the Products; or

k. cause, permit, or authorize others to do any of the above,

2.3 Change of Vendors, Content, Format or Platform. Barra may, in its sole discretion, change its Vendaors andlor Service

Providers and amend or otherwise change the content and format of the Products and ASP Services or amend its privacy and
security policies or the operating system platform upon which any of the Products are offered or delivered. Barra shall
notify Client within ten (10) business days of any such change to the extent that the change materially and adversely
affects the Products (a “Material Product Change Motice™), in which case Client shall have the rights deseribed in
Section 5.3 below.

24 Reporting Requirements and Awdit Rights. Upon written request from Barra, no more than once in any twelve {12)

month period, Client shall submit & report to Barra signed by an authorized Client representative certifying the Locations
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where the Products licensed under the Agreement are being used and the number of persons using the Products. Client
shall, during the term of the Agreement and for a period of one (1) year thereafler, keep and maintain full and complete
records and books of account related to its activities under the Agreement. During the term of the Agreement and for a
period of one (17 year thereafter, Barra shall have the right, on no more than one occasion in any consecufive twelve (12)
month period, to audit (either by itself or by engaging an independent auditor reasonably acceptable to Clienf) the
records of Client to ensure compliance with the terms of the Agreement; provided that Barra provides Client with no
fewer than thirty (30) days notice of such audit. Unless otherwise agreed to by the Parties, the audit shall be conducted
on Client’s premises, shall take place during Client's business hours and shall not unreasonably interfere with Client’s
activities. Barra shall bear the cost of the audit; provided, however, that in the event the audit reveals an underpayment
to Barra in excess of five percent (3%) or a material breach by Client of Section 2.2 Client shall reimburse Barra the
costs of the audit, including reasonable attorney fees and costs, if any, In the event the audit discloses an underpayment
Client shall also immediately pay the amount of such underpayment to Barra, In the event the audit discloses an over-
payment Bara shall also immediately pay the amount of such over-payment to Clisnt. Any information ebiained by Barra
during such audit shall be deemed “Confidential Information” as defined in Article 9 and Barra shall not use or disclose
such Confidential Information except to: (i) verify Client's adherence to, and for the purpose of enforcing Barra®s rights
"under, the Agreement; or (i} provide reports on Client’s usage to Vendors as required by Barra’s agreements with such
Vendors.

SYSTEM AND EQUIPMENT CONFIGURATION.

3.1. Client Systems and Equipment. Client shall be solely responsible for the procurement, installation, operation,
maintenance, testing and all expenses and costs of the necessary hardware, software and services {including, but not
limited to, telecommunications lines, Internet access, equipment, browser software and the maintenance of proper
browser software settings) (collectively, the “Client Systems™) necessary to connect o the ASP Services and use the
Products, Barra shall incur no liability for Client"s inability whatsoever to use the Products and/or losses suffered by
Client attributable to Client Systems {including but not limited to, loss of data and loss of use),

32, Minimum System Configurations. Barra shall not be responsible for Client’s failure to maintain the published
minimum system configurations required for access and use of the ASP Services and Products.

33. Availability of Prodwcts. Client expressly acknowledges that Barra utilizes Service Providers for certain essential
aspects of the ASP Services, As such, the Products shall be unavailable during any scheduled or unscheduled
downtime established by or caused by Service Providers.

3.4, Passwords and Authorization Information, Barra shall provide Client with the initial Authorization Information to
access and use the Products. Client shall maintain the confidentiality of the Authorzation Information and shall not
allow Users to share the Authorization Information with any person who is not a User. Client is selely responsible
for all activities that occur from wse of the Authorization Information provided to it (including activity or usage
resulting from use of Authorization Information by third parties other than Client, such as fraudulent use).

FEES AND PAYMENT.

Payment of Fees. Client shall pay to Barra the Fees as set forth in the applicable Order Form(s). The Fees are subject to
change by Barra at any time upaon thirty (30) days® written notice ta Client; provided that during the Initial Term of any
Order Form the Fees shall not change unless due to (1) any addition of Products, Users, Locations or Upgrades, or other
enhancements or Versions requested by Client and for which Barra generally charges additional fees, ar (ii) changes in
the fees charged to Bamra by its Vendors and provided further that if the Initial Term exceeds one (1) year Darra may
increase the Fees after the first year of such Initial Term as long as such increase is a Permitted Increase. All Fees and
expenzes are due and payable thirty (30) days after receipt of an invoice therefor. Past due amounts bear interest at a
rate of 1.5% per month (or the highest rate allowed by law, whichever is less) beginning from the date first due wntil
paid in full. Client shall pay all sales, VAT and other taxes, however designated or levied, based on the Fees, Client’s
use of the Products or otherwise arising in connection with the Agreement. Barra shall be solely responsible for taxes
based on iis income. Client shall be liable for all reasonable costs relating to or arising out of the collection of any
delinquent payment, including, but net limited to, any and all Bara's collection fees, reasonable attorneys’ fees, court
costs and expenses.

Additional Data Fees, Motwithstanding Section 4.1, Client acknowledges that certain Data available from Barra may
rnqui.ne that Client ohtain separate additional consents or agreements andor Pay additional fees imParsnd h:.' a Vendor at
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any time for receipt of such Data through Barra. Accordingly, in the event any such consents, agreements or fees are
required by a Vendor, Client agrees to be solely responsible for (i) obtaining and complying with all necessary consents
or agreements; and (ii) paying, as applicable, either directly to the Vendor or through Bama any applicsble fees
(including any increases in such fees). Bara does not represent or warrant that Client will be able 1o obtain any or all
necessary Vendor consents or agreements. Certain Software may enable importation and use of dala not provided under
an Oeder Form. Client is solely responsible for obtaining any required autherization to import or use such data, and for
any fees and any technical and support issues in connection therewith.

TERM AND TERMIMNATION.

Term and Renewal This License Agreement shall be effective from the Commencement Date until terminated
pursuant to this Article 5. Any termination of this License Agreement shall terminate all related Order Form. Each Onder
Form shall be effective from the Start Date specified therein until the end of the Initial Term specified therein unless this
Licenze Agreement or the applicable Order Form is terminated pursuant to thiz Article 5 prior to the end of such Initial
Term. Thercafter the term of cach Order Form shall be automatically extended for consecutive Rencwal Periods
specified therein unless written notice terminating the Order Form is given by either Party not less than 30 days before
the end of the Initial Term or any Renewal Period or unless this License Agreement or the applicable Order Form is
terminated pursuant to this Article 5 prior to the end of such Initial Term or Renewal Period.

Termination by Client. Client may, upon written notice 1o Barra, terminate its use of any Product within thirty (30)
days after receipt of notice of an increase im the Fees for such Product{z) under either Section 4.1 or 11.1 unless such
increase is 8 Permitted Increase. If after thirty (30) days no such Client notice is received by Barma, Client will be
deemed to have accepted all changes in the Fees pursuant to Section 4,1, Client’s right of termination hereunder only
applies to the Product(s) subject to the notice provided pursuant to Section 4.1, and if and to the extent timely notice of
termination is given by Client as a result of an increase in Fees, Client shall not be responsible for any increasc in Fees |

Termination Upon Material Produet Change. Client may, upon written notice to Barra, terminate its use of any
Product(s) within thirty (30) days after receipt of a Material Product Change Motice from Barra regarding such
Product(s). Barra may, upon written notice to Client, terminate any Order Form{s) with respect o any Product if Barra
loses & Vendor and such loss materially affects the Prodect(s) or if Bara generally discontinues any Product(s). Upon
any termination in accordance with this Section 5.3, Client shall receive a pro rata refund of” Fees prepaid for the
terminated Product(s) and Barra chall have no other liability to Client hereunder with respect to changes to, or
discontinuation of, the terminated Produci(s).

Termination for Breach. Either Party may terminate the License Agreement andfor any applicable Ovder Form(s) if the
other Party materially breaches the License Agreement andfor such Order Foom(s) and fails to cure the breach within
thirty (307 days after receiving written notice specifying the breach, Consent to extend the cure period shall not be
unreasanably withheld if the breaching Parly is endeavoring in good faith to cure the breach, Notwithstanding the
foregoing, Barra may in its discretion ferminate the Agreement immediately, and Client shall not be afforded the
opportunity to cure the breach, if Client breaches any of the provisions contained in Section 2.2, Articles 9 or 10, or
upon a willful mizsappropriation of Barra’s or a Vendor’s intellectual property.

Effect of Termination. Upon any termination or expiration of the License Agreement andfor any applicable Ornder
Form{s): {a) the Product licenses under any terminated or expired Order Form shall terminate; (b) Client will retum to
Barra or, upon Bara™s request, cerify as destroyed all versions and copies of the Confidential Information (25 defined in
Section 9.1), and (c) the Parties” rights and obligations with respect to any terminated or expired Order Form under
Sections 2.2, 2.4, this Scction 5.5, Articles 7, 8,9, 10, and 11, and any payment obligations that scerued on or prior to
the effective date of termination shall survive.

CONSULTING SERVICES AND ADDITIONAL SUPPORT.

The Fees for the Products shall include Support for Users as set forth in the applicable Order Form.  If Client requests
additional support beyond the contractual Support, Barra shall provide such additional services in accordance with a
separate consulting services agresment at Bamra's then current consulting services fees,

LIMITED WARRANTY, INFRINGEMENT INDEMNIFICATION AND IMSCLAIMER OF WARRANTIES,
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Limited Warranty and Infringement Indemnification. Barra warrants that it has all rights required to permit Client
o use the Software pursuant to the Agreement without infringing any copyright, patent, trade secret or any other
intellectual property tight(s) of any third party. Barra shall indernify, defend at its expense, and hold Client harmless
against any claims brought against Client alleging breach of the foregoing warranty, and will pay any expenses
reasonably incurred by and costs and damages finally awarded against Client in such action or constituting a seftlement
of such claim, provided, howewver, that (i) Client notifies Barra promptly in writing of such claim; (i) Barra has sole
control of such defense and any settlement thereof; and (iif) the claim does not arise out of any breach by Client of the
Agreement.  Client shall have the right at its own expense to participate in the defense of any such claim through
counsel of its own choosing, and shall in any event cooperate fully with Barra at Barra's expense in the defense of such
claim, If any Software is held or is believed by Barra to infringe any copyright, patent or trade secret of any third party,
Barra shall have the option, al ils expense, to (a) modify the Software to be noninfringing: or (b) obtain for Client a
license to continue using the Software, or (¢) terminate the license for the infringing Software  and any Prodects
rendered unusable by such termination, and refund to Client the Fees paid for such Products, prorated from the date they
became unusable. The above states Barra®s entire linbility and Client's exclusive remedy for breach of the
warranty in this Section 7.1 and for any other claims of infringement.

Disclaimer of Warranties, Except for the warranty in Section 7.1 above, which is made by Barra alone, BARRA,
THE VENDORS AND THE SERVICE PROVIDERS EXPRESSLY DISCLAIM ALL WARRANTIES,
EXPRESS, STATUTORY OR IMPLIED REGARDING THE PRODUCTS, THE ASF SERVICES AND
SUPPORT (AND ANY RESULTS TO BE OBTAINED FROM THE USE THEREOQF), INCLUDNG BUT NOT
LIMITED T ALL WARRANTIES OF MERCHANTARILITY, FITNESS FOR A PARTICULAR PURPOSE
OR USE, ACCURACY, TIMELINESS, COMPLETENESS, AND ORIGINALITY, NONINFRINGEMENT
ANIDF ALL WARRANTIES ARISING FROM COURSE OF PERFORMANCE, COURSE OF DEALING AND
USAGE OF TRADE OR THEIR EQUIVALENTS UNDER THE LAWS OF ANY JURISDICTION, AND THE
PRODUCTS, THE ASP SERVICES AND SUPPORT ARE PROVIDED *AS 15" Meither Barra nor any of the
Vendors or Service Providers warrant that the Products, the ASP Services or the Support shall be uninterrupted, free
from crror or from unauthorized hidden programs introduced into the Products without their knowledge, or that the
Products, ASP Services or Support shall meet the needs of Client or resolve any problems encountered by Client. Client
acknowledges that the Intemet and other networks (including private networks in the control of Service Providers) are
potentially unreliable and unsecure dissemination mechanisms, and therefore Barra is unahle to guarantce the uptime,
availability, performance, security, privacy and timeliness of access of any Product, the ASFP Services or other content
via the ASP Services. Further, Client acknowledges and agrecs that (i) the Products contain a number of analytical tools
that should only be used by sophisticated investment professionals having professional experience in matters relating to
investment activity and the Products; and (ii) there is no representation or guaranty made by either Barra or any of the
Vendors that the financial instruments identified by the Products or the Support shall perform in a manner that is
consistent with their historical characteristics or assure the profitability or utility of forecasts or expected values,
Meither Barra nor any Vendor shall be deemed to be providing investment management, broker-dealer, supervision or
advisory services, As such, Client acknowledges that the Produsts are only intended to act as a basic market information
and intelligence tool and for the avoidance of doubt, none of the information and material forming part of the Products
(including but not limited to, the Data) is intended to constitute investment advice or a recommendation to make (or
refrain from making) any kind of investment decision. Client shall not use or continue to use the Products if to do so
would result in the breach of any applicable local laws or regulations within Client’s jurisdiction,

LIMITATION OF LIABILITY AND INDEMNIFICATION,

Limitation of Barra's Liability, Except with respect to Barma's indemnificabion obligations {and then only to the
extent Barra is required to indemnify) in Section 7.1, under no circumstances shall Barra or any Vendor or Service
Provider be liable to Client under any contract, tort, or other legal or equitable theory for (i) any lost profits or lost
savings, data or use; (i) inability to use, loss of, and/or corruption of the Data or other data within Client’s control,
computer malfunction, delays, or interruption of services, or of the ASP services or a Barra website, whether or not
claimed to have arisen from any of the Products; (i) any claim or action against Client by a third party; (iv) any
indirect, incidental, special, consequential, cover, or punitive damages or costs; (v) any interruption, delay, downtime in
delivery, or degradation in performance of the Products, ASP Services or the Support; or (vi) any damages resulting
from a cause or condition beyond the reasonable contral of Barra or any Vendor or Service Provider, Without limiting
the foregoing sentence, the maximum collective liability of Barra, the Vendors and the Service Providers to Client and
Client's exclusive remedy under anv contract, tort, or other legal or equitable theory for all damages or other amounts,
regardless of the form of the action, shall be the amount of Fees paid under the applicable Order Form(s) during the
twelve {12) month period preceding the date such damages were incurred, Such limits shall apply whether or not Barra
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or the Vendors andior Service Providers have been advised of or could have foreseen the possibility of such damages.
Client shall not bring any action, regardless of form, arising out of or in connection with the Agreement against Barra
and/or any Vendor or Service Provider more than one (1) year after the cause of action has accroed.

Client's Ohligation to Indemnify Barra. Except as set forth in Section 7.1, Clicnt is selely responsible for using the
Products, ASP Services and Support, for itself or in providing services to its own clients, and for ensuring the accuracy
and adequacy of the results of such use and services. Client assumes the entire risk of any use made of the Products,
ASF Services and Support, and shall have full responsibility for any decisions andfor analys2s in which any element of
the Products, ASF Services or Support may be used or relied upon. Any reliance by Client or others upon the Products,
ASP Services or the Suppon will not diminish that responsibility. Accordingly, and except as set forth in Section 7.1,
neither Barra nor any Vendor (nor any of their respective affiliates, directors, officers, employees, or agents) shall be
liable for, and Client shall indemnify to the maximum extent permissible by law, defend and hold Barra and the Vendors
(and their respective affiliates, directors, officers, employees and agents) hermless from and azpinst any and all ¢laims,
liabilities, losses and expenses (including legal, accounting and other professional fees and expenses) in connection with
any claim or action by Client or any third party arising out of or relating to the use of the Products, ASP Services or
Support, or any third party data used with the Products, or rélating Lo any decisions or analyses arising out of such use.
Solely 1o the extent such claim relates to a breach by Barra of the warranty under Section 7.1, Client's responsibilitics
under this Section 8.2 do not supersede Barra's responsibilities under Section 7.1 above.

CONFIDENTIAL INFORMATION,

Definition and Exclosions. “Confidential Information™ collectively means (i) with respect to Client, whether disclosed
in writing, orally or otherwise, specific information concerning the portfolios and specific assets and holdings of Client
and its customenrs; (ii) with respect to Barra, whether disclosed in writing, orally or otherwise, the Products, metheds in
providing the ASP Services or Suppodt, information concerning current and future Barra products, services, and pricing,
the terms of the Agreement, Authorization Information, and the data of any Vendor; and (iii) with respect to either Party,
any other written information or material that is clearly marked as confidential at the time of its disclosure. Excluded from
the foregoing definition of “Confidential Information™ shall be information and materials that (a) is or becomes a part of
the public domain through no fault of the receiving Party; (b) can be affirmatively demonstrated in documentary form o
have been in the receiving Party’s lawful possession prior to the disclosure and had not been obtained by the receiving
Party, directly or indirectly, from the disclosing Party or any other party whe is bound, directly or indirecily, by an
obligation or duty of confidentiality to the disclosing Party; () can be affirmatively demonstrated in documentary form to
have been lnwfully disclosed 1o the receiving Party by a third party who iz not and/or does not represent or act for a
person or entity who is bound, directly or indirectly, by an obligation or duty of confidentiality to the disclosing Party;
{d) can be affitmatively demensirated in decumentary form to have been independently developed by the receiving Party
without use of any of the disclosing Party's Confidential Information; or () is required to be disclosed pursuant to a duly
served legal process or a requirement of a govemmental agency, regulation or law, in which case the receiving Party shall,
prior te any disclosure pursuant to such legal process or requirement and to the extent permitted in connection with such legal
process or requirement of governmental agency, regulation or law, give prompl wrilten notice to the disclosing Party and the
disclozing Party may, in its sole discretion and with the reasonable cooperation of the receiving party (provided that such
cooperation dmses not require amy expense by the receiving party) attempt to quash or abate such legal process or compliance
or to seek @ protective order, but at the expense of the disclosing Party, MNotwithstanding anything herein to the contrary,
basic information regarding number of users and locations of the Products licensed by Client may be disclosed to Vendors as
part of Barra®s required reporting to such Vendors.

Confidentiality Obligations. Each Party shall hold in strict confidence all Confidential Information disclosed to it, and
(i) neither Party shall alone or by directing, cooperating with, or ecting in concert with others, use, disclose, publish,
disseminate, or otherwise make available any aspect of the Confidential Information of the other except as permitted by
the Agreement; and (ii) each Party shall use the same degree of care and security as such Party takes with its own
comparable eonfidential information and materials, that in no event shall be less than the care that would be exercised by
a reasonably prudent business under similar eircumstances, and that, at 8 minimum, shall require such Party to obligate
all wsers and other persons having access to the Confidential Information of the other fo enter into standard
confidentiality agreements with protections substantially similar to those set forth in this Article 9.

Equitable Relief. Each Party agrees that remedies at law are inadequate to protect the other or the Vendors in the event
of a violation of a Party’s or Vendor's intellectual property or confidentinlity rights, and that in addition to any other
remedies which may be available to the non-breaching Party or Vendor, the non-breaching Party or the Vendors may
seek injunctive and other equitable relief for breach of the terms of the Agreement.
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Third-Party Links and Sites. Barra is not responsible for complying with the privacy policies or the terms of use of any

third party website(s) which may be linked to by the Products. Client shall be solely responsible for reviewing and
complying with soch terms.

FRO TARY

Client acknowledges that Barra and/or the Vendors are the exclusive owners of all proprietary rights (including without
limitation all intellectual property rights) in the ASP Services, the Products, any Upgrades or other emhancements
thereto and all modifications or derivatives thercof and no ownership interest in the ASP Services or thie Product is
hereby conveyed to Client. Client will take reasonable measures to protect the proprictary rights (incloding without
limitation the intellectual property rights) of Barra and the Vendors in the ASP Services and the Products relatad to fts
use of the ASP Services or the Product. The ASP Services and the Products may include the trademarks and other
propriefary nodices of Barra and‘or the Vendors, Client shall not remove any trademark, copyright, trade secret, or ather
proprietary nodice from any of the ASP Services or the Products or other Confidential Information, whether belonging to
Barra or 8 Vendor,

MISCELLANEOQUS,

Assignment. Meither Party may assign any of its rights or obligations under the Agreement, by operation of law or
ofherwise, without the prior written consent of the other Party. Naotwithstanding the foregoing, either Party may assign
the Agreement, in whole or in part, without the other Party’s consent, to {a) amy entity which controls, or s contralled
by, or is under common control with the assigning Farty, (b) any entity resulting from any merger or consolidation with
the assigning Party, or (&) any person or entity which acquires substantially all of the assets of the assigning Party as a
going concern; provided that (x) if either party hereto desires to make any assignment pursuant to this Seetion 11.1, it
shall first so notify the other in writing and in the event of an assignment by Client, Barra shall have the right to refuse
such assignment for competitive reasons in its absolute discretion, and {y) Barra may change the Fees for any Products
based on changes in the types and locations of use, and in the number of users, assets under management or any other
factors upon which Barra bases its fees for the Products, subject to Client’s right to terminate this A greement in
accordance with Section 5.2, For purposes of clarification, the parties hereto acknowledge and agree that a change in
Fees pursuant to this Section 11,1 shall not constitute a Permitted Inerease.

Motiees. All notices required or permitted to be given by one Party to the other under the terms of the Apgreement will
be sufficient if given via hand delivery or if sent via first class mail, certified mail or recognized overmight delivery
service to the address of the Party appearing in the applicable Osder Form, or if not so set forth, to the address for the
Party on the last page of the License Agreement, or by facsimile or electronic mail if followed by first class mail. For
purposes of the Agreement, written notice shall be deemed to be given (i) three (3) days after deposit in first class mail
or certified mail; (i) one (1) day after sent via recognized overnight delivery service; and (iii) upon receipt if hand
delivered or sent via facsimile or electronic mail. Al notices required or permitted to be given by Barra under the
Agreement will be sent to Client™s Business Contact specified in the applicghle Order Form, All invoices shall be sent to
Client’s Billing Contact specificd in the applicable Ovder Form,  All notices required or permittcd to be given by Client
under the Agreement shall be sent to Barra’s Business Contact specified in the applicable Order Form with a copy to
Barmra’s Legal Contact. Client shall immediately notify Bama in writing if there is any change in the identity of the
Business Contact or Billing Contact. If Client fails to provide such notice to Barra, all notices seat to the attention of the
Business Contact named in the applicable Order Form shall be deemed sufficient under the terms of the Agreement,
whelher or not such notice is actually received by Client.

Belationship Between the Parties. Barra and Client are independent contractors and nothing herein shall be constroed
to create a partnership, joint venture, agency or employment relationship between the Parties. Each Party will be solely
responsible for payment of all compensation owed to its employees, as well as employment-related taxes, and neither
Party is granted any express or implied authority by the other to assume or create any obligation or responsibility on
behalf of or in the name of the other Party, or to bind the other Party in any manner or thing whatsoever.

Entire Agreement; Modification. Each Party has read the Agreement and agrees to be bound by its terms.  The
Agrecment contains the entire understanding of the Parties with respect to the subject matter hereol and supersedes all
Prier or coniemporancous communications or representations relating hereto whether written or oral, No medification or
waiver of the Agreement shall be binding unless it is written and signed by both Parties.
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Waiver. The waiver by either Party of any breach by the other Party of any of its abligations hereunder or the failure of
either Party to exercise any of its rights in respact of such a breach shall not be deemed a waiver of any previous or
subsequent breach.

Headings, The section headings appearing in the Agreement are inserted only as a matter of convenience and in no way
define, limit, constrie or describe the scope or intent of any such section nor in any way affect the Agreement.

Governing Law and Jurisdietion. The Agreement will be governed by the laws of the State of Califarnia withont
regard to conflict of law principles. All suits, proceedings or claims in connection with the Agreement shall be brought
in the ¢ourts of the State of California in the City and County of San Franciseo and the Parties hereby consent to the
Jurisdiction and venue of those courts, The Parties expressly disclaim the application of the Uniform Computer
Information Transactions Act.

Attorneys® Fees. Should any litigation or arbitration be commenced {including any proceedings in a bankruptey court)
between the Parties herete or their representatives concermming any provision of the Agreement or the rights
and duties of any person or entity hereunder, the prevailing Party in such proceeding shall be entitled, in addition to such
other relicf & may be granted, its reasonable attomeys” and court costs resulting from or related to such litigation or
arbitration.

Export Controls. Bara and Client acknowledge that the law and regulations of the United States and other
jurisdictions may restrict the expornt and re-export of technical data of United States origin, including the Preducts, ASP
Services and Confidential Information. Client agrees that it will not export or ve-export any of the Products, ASP
Services or Confidential Information, or any portion thereof in amy form without the appropriate Uniled Stales and
forcign governmental approvals.  Client shall indemnify, defend amd hold harmless Barra against any and all claims,
liabilitics, losscs, and expenses (including legal, accounting, and other professional fees and expenses) arising from or
relating to Client"s breach of this Section 11.9.

1110 Counterparts. The Agreement may be executed in one or more cownterparts, each of which will be deemed an original,

bul collectively will constitute one and the same instrument,

1111 Severability, If any provision of the Agresment is held by a court of competent jurisdiction o be imvalid or

unenforceable, such provision will be deemed modified so as to have the most nearly similar permissible economie or
other effect in order to be valid and enforceable, or , if no such modification is possible, then the Apreement shall be
enforced only to the exient that it is not invalid or is not otherwise unenforceable and all other provisions of the
Apreement shall remain in full force and effect.

11.12 Third Party Beneficiaries. Each Vendor is a third party beneficiary hereunder fo the extent required to enable such

Vendor to enforce its proprietary rights in the Software, Data, and ASF Services, the applicable use restrictions, and the
disclzimers, liability limitations and other provisions that benefit the Vendors herein, Except for the provisions of the
prior sentence, nothing in the Agreement shall ereate any legal right or benefit for a third party.

11.13 Insurance. Barra shall maintain insurance covering its activities under this Agreement as specified on the ailached

Exhibit A.

Page §




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents

106

Contract Reference Number: LA_00219152.0
Account Number: 120802

IN WITHMESS WHEREOF, the parties have executed this License Agreement as of the Commencement Diate set forth

helow,
BARRA, LLC CITY OF SAN JOQSE OFFICE RETIREMENT
SERYICE
5
Signed: M Signed: _ nF=s=3
Mame: Name! Robuet,  Pexo
m&%ﬂm
Title: _ Title: Chial Saaifiue OCEour

Principal Place of Business

1737 North First Street
Gih Floor
San Jose, 05112 California United States of America

Commencement Date of this Licenss Agreement: 2-Jun=2017
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ORDER FORM
for
BARRAONE

Thiz Ordar Form for BarraOne {“Order Form™) is entered into as of the Star Date specified below, between Bara, LLC, a Delaweare limited
linkility company with its principal ploce of business af 2100 Milvia Street, Reckeley, CA 9704 ("Barra”), and Client identified below
(“Client™y, This Order Form shall be governed by the License Agreement identified below, including any amendments, exhibits or addcemda
attached thercto. The Parties 1o this Order Form secept the respective rights and obligations under the License Agreement of Barra and
Client, Terms defined in the License Agreement shall have the same meanings when weed herein. To the extent a provision in this Grder
Form conflicts with a provision contained in the License Agresment, the provision contained in this Order Form shall conirol.

1 | CLIENT. For pumposes of this Order Form, *Client” shall mean only the following specific depariment(s) or unit{s) of
the following entity with the understanding that other departments or units locatad at the same Logation shall not be
enttitled 1o wse the Products pursuant 1o this Agieement:

City of San Jose Office of Retirement Services, for the San Jose Police & Fire Department Retirement Plan and
San Jose Federated Employees Relir i System

¢ | LOCATION. For purposes of this Order Form, “Location” shall mean only the Client address(es) specified below where
the Products are authorized for use:

1737 North First Street
oth Flaor

San Jose, CA 95112

| Unired Statcs of America

3 | TERM. | Start Date: 2elun=-2017 Initial Term: I-Jun-2018 Renewal Period:  One (1) year

4 | GOVERNING LICENSE AGREEMENT, License Agreement between Barra and Client, duted 2-Jun=20117 [Burra
internal reference: Master-LA_D0219152.1).

£ | PRODUCTS. For purposes of this Order Form, “Products™ shall include the Software andlor Dot specified below. The
Software and Deata items may only be ussd in connection with each other (Le, the Data may only be wsed with Barra-
provided Producis, and vice-versa, as opposed o any use with thivd party software or data). Each Product may be
accessed and wsed only by the Authorized Mumber of Users and by the specific named Users identified below,

Producis Application

BarraOne Data Implementation Services via BarraOne
BarrnOne Data Provessing & Reporting via BarraOne
BarraQine BIM Private Equity Model via BarraOne
BarraOne BIM Standard Ioctor Risk Package vin BamaQne
Rarralne BIM with GEM2 Equity Factor Rizsk Package via BarreOne
BarraCne BIM303-Long Version via BamaOne

RarraOne BIM 303 -Shart Version via BarraOna

BarraOne BIM M3 with GEM3 Equity Factors vin Barrane
BarraCne BIM303-XL Version via Barcalne

BarraOne Covariance Date Choice via BarraDne

BarraCine Macro Factors Model via BarraChe

BarraCne Optimizer via BarraOne

BarraOne Report Tool via Barmne

RarraCne Time-Dimensional Trees via BarraCine

BIM Hedge Fund Model on BarraOne vie BarraCne

Private Real Estate Model via BarraCine

IP Morgan EMBI+ Third Party Index Data for BarraOne vio BarraOne

Barclays Glabal Third Party Index Data for BarraOne via BarraOne

Barclays US Third Panty Index Data for BarraOne via BarraOne

IP Morgan GBI-EM Diversified Third Party Index Data for BarraOmne via Barrane
Merrill Lynch = Fisced Third Party Indest Diata for BarraOne via BarraOne

MSCI Third Party Index Data for Burraline via BarmOne

Russell US Third Party Index Diada for BarmaDne via BasraOne
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5P Standard Third Party Index Data for BarraOne via BarraOne

Users 5

FEES, “Fees" shall mean the amounts specified below and any other amounts required by additional agreements or
addendn hereto which the Parties agree to in writing. All Fees shall be paid semi-annually in advance.

Froducis Annual Fees

Barrene Dals Implementalion Services via Barrane
BarraOne Data Processing & Reporting via BarraOne
BarrsIne BIM Private Equity Moedel via BaraOne
BasraOne BIM Standard Factor Risk Package via BarraOne
BarraOne BIM with GEM2 Equity Factor Risk Package via BarraOne
RarraCne RIMI03-Long Version via BarraOne

BarraCine BIM303-Short Version vie BarraOne

Barma(ne BIM303 with GEM3 Equity Factors via BarraOne
BarraOne BIM303-XL Version vin BarmaCOne

BarmniCOme Covarinnce Date Cholce viag BarmaOne

BarraOne Macro Factors Maodel via BamraOne

Barraine Optimizer via Barraline

BarraCne Report Tool via BareaOne

BamaOne Time=Dimensional Trees vie BorraUne

RIM Hedge Fund Model on Barralne via BarraChse

Private Real Estate Model via BarraOne

JP Morgan EMEI+ Third Party Index Data for BarraOne via BarraCne

Barclays Global Third Party Index Data for BarraOne via BarraCne

Barelays U5 Third Party Index Data for BareaOne via BasraCOise

JF Maorgan GBI-EM Diversified Third Panty Index Data for BarraOne via BarraOne
Merrill Lynch - Fixed Third Party Index Data for BarraOne via BarraOne

MSCI Third Party Index Drata for BarraOne via BarraOne

Fussell US Third Party Index Data for BarraOne vin BarraOne

S/P Standard Third Party Index Data for BarraOne via BarraOne

First & Months {System Onboarding) Fee in USD 45,000,000
Second 6 Maonths Fee in USI 575D
Year 2 Total Annual Fee in LSD 150,000
Year 3 Todal Annual Fee in USD S1.50,(MHLO0 |
CONTACT INFORMATION.

In order for Barra o be able 1o deliver the Proeducts 1o the Client, the Clicnt shall first provide Bamra with all required
invoicing and user details.

Personal information, such as business confact information, of Client's personnel will be used by MSCI Inc. and its
subsidiaries and affiliates (together, “MSCI Group™) to provide the products and services hencunder, to provide
informatien aboul MSCI Group®s liture products and services, and 1o manage the business relationship betwesn M3CI
Group and Clieat. Such information will be stored and processed globally in MSC1 Group's internal systems and'or third-
party systems hosted on MSCI Group™s behalf, including MSCI Group®s contact datshases and finance systems, MSCI
Growp will adhere to all confidentiality requirements set forth in the License Agreement and maintain an infxrmation
security program, which ineludes phyvsical, technical and administrative / organizational measures, designed o protect
dala a&ai:nsl unauthoerized use or disclosure.

Cliewt’s Business Contact Client's Billing Contact Client’s Lega VContract
Administrator

Mame: Arn Amdrews Mame; Daryn Miller Mame:

Title/Position: Chief Investment Officer/ Title/Pasition: Chief Investment Title/Position:

Assistunt Director, Retirerment Services (Mlicers Assistant Director, Retirement
Bervices

Department: Department: Department:

Address (if different from Address above): | Address (if different from Address Abdress (il different from
abiove): Adidress above):

Phone: (408) T94-1040 Phone: (408) 794.1042 Phone:

Email: arn.andrewsfiisanjoseca. gov Email: daryn.milleriissnjoseca. pov Ermsail:
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Barra's Business Contact Barra's Billing Contact Barra's Legal Contact

Hame: Bryan Murphy Atin: Revenue Operations Manager | Atin: General Counsel

LUSA

101 Califormia Street 7 Waorld Trade Center T Waorld Trade Center
Suite 910 250 Greenwich Street, 49th Floor 250 Greenwich Street, 49h Floor
San Franeiseo, CA 94111 Mew York, NY 10007, MNew Yaork, NY 10007,

LISA UsA

Phone: +1 (415) 836-8834 Phone: Phone:

B.1

BI

8.3

8.5

B

8 | NOTES.

Additional License Grant. Motwithsianding anything in the License Agreement to the contrary, Client's
corsultant, Veras Advisory, Inc. (*Verus™), may access and use the Products licensed hereunder so long as Verus
remains valldly licensed under its own Order Form for the same Products, subject to any other terms and
canditions as specified in such Order Form between Barra and Yerus.

Client Portfolio Data

{a) Motwithstanding anything in the License Agreement or this Order Form to the confrary, Client acknowledges
aned agrees that it i3 responsible for obtaining, loading, delivering and using any Client Portfolio Data in the
Product. Client represents and warrants thet it has all appropriate authority necessary to obtain, lood, deliver
and use all Client Portfolio Data in connection with the Product, including any delivery through a third party
such as a custodian, and will comply with all applicalle Jaws and regulations relating thereto, As used herein,
“Cliemt Portfolio Data®™ means any portfolio or investment data, content or infosmation that is uploaded or
delivered by Client (or a third party on behalf of Client) for use in the Product.

(B Motwithstanding anything in the License Agreement or this Order Form to the contrary, Client acknowledges
and agrees that: (i) Barra does not require any Personal Data relating to Client®s customers in onder o provide
the Product, and Client shall not input, add, wpload andfor store any Personal Data on the Product; (i) Barma
performs, calculates, distributes, stores and hosts the Product from date centers around the waorld; (i) Barra
will nat sereen Client Portfolio Data to avaid the inpt, addition, uplead andior storage of Personal Dats; and
{iv} Barra is in no way an agent of Client with respest to any Client Portfolio Date. As used hergin, “Personal
Data" means personally identifinble mformation, or information abeut an identified or identifiable natural
person, as defined in any applicable Privacy Law; and “Privicy Low™ means any privacy, data protection or
banking sscrecy law, rule or regulation,

Client may request sccess o third party indexes threugh the Products from time o tinse by sending an email 1o
Rarra b mscianalyticsapprove@maci com. For the avoidance of doubt, (i) any such permissioning is subject to
amy and all consents or agreements required by the relevant Vendor, (i) Client’s use of such indexes i3 subject o
the relevant terms and conditians in the Agresment and any agreements with the relevant Vendor, and (i) access
1o such imdexes may be terminated at any time if reguired by the Vendos. IE any time, any such indexes nequine the
payment of fees or Vendors r:q_uiu Barma to have the clients sign separate terms and conditions, then Client will be
reguired to sign separate Order Forms for such indexes that address the foregoing.

Maotwithstanding anything in the Liccnse Agreement to the contrary, the Client may provide research and reports
derived from the Products containing lmlted portions of the Derived Materials to its board of directors and as
olherwise required by law, rale or regulation. Except as provided in the prior sentence, Barm reserves the right to
restrict the Client’s publication or distribution of sech research and reposts if, in Barra's reasonable judgment,
Earra or any of it Veadors may be foregoing the opporunity for direct revenues from those entities,

Wotwithstanding anything in the License Agreement to the contrury, in the event of a termingtion of this Crder
Form the Client may refnin and have a perpetual license 1o use research and reports derved from the Products
containing manager level of higher Derived Materials for transition and its intemal business purposes; provided,
however, all provisions in the License Agresment relating to the use and confidentiality of the Derived Materials
(a5 the same is modified by Section 8.4 and this 8.5) shall continue to nzmain in full force and effect.

i VICE BURE

To the extent any of the Products include CUSIF identifiers, Client agrezs and acknowledges that the CUSIP
Dhatabase and the information contained therein 1= ond shall remain valuable imellectual property owned by, o

lieensed o, the American Bankers Asociation ("ABA”, end CUSIP Global Services ("OGE™) (OGS s operated
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on behalf of the ABA by S&P Capital 10}, and that ne proprietary rights are being transferred to Client in such
materials or in any of the information contained therein, Any use by Client outside of the clearing and settlement
of fransactions requires a license from CGS, along with an associated fee baged on usage, Client agrees that
misappeopriation of misuse of such materials will cause serious damoge to CGS and ABA, and that in such event
money damages may not constitule sufficient compensation to CGS and ABA; consequently, Client agrees that in
the event of any misappropriation or misuse, CGS and ABA shall have the right fo obtain injunctive relief in
addition to any other legal or financial remedies to which OGS and ABA may be entitled.

Client agre=s that Client shall net publish or distribute in any medium the CUSIP Database or any information
comtained thersin or summaries o suhsets thereal 1o any perzon or entity except in conmection with the normal
clearing and settlement of security transactions. Client further sgrees that the wse of CUSIP numbers and
descriptions is not intended (o create or maintain, and does not serve the purpose of the creation or maintenance of,
a master file or database of CUSIP descrptions or numbers for itself or any third party reclplent of such service
and {5 not intended to create and does not serve in any way as a substitute for the CUSIF MASTER TAPE,
PRINT, DR, INTERNET, ELECTRONIC, CD-ROM Services andor amy other future services developed by CGS,

MEITHER CGS, ABA NOR ANY OF THEIR AFFILIATES MAKE ANY WARRANTIES, EXPRESS OR
IMPLIED, A5 TO THE ACCURACY, ADEQUACY OR COMPLETENESS OF ANY OF THE
MFORMATION CONTAINED IN THE CUSIP DATABASE. ALL SUCH MATERIALS ARE PROVIDED TO
CLIENT ON AN “ AS IS " BASIS, WITHOUT ANY WARRANTIES AS TO MERCHANTARBILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE MOR WITH RESPECT TO THE RESULTS WHICH
MAY BE OBTAINED FROM THE USE OF SUCH MATERIALS, NEITHER CGS, ABA NOR THEIR
AFFILIATES SHALL HAVE ANY RESPOMSIBILITY OFR LIABILITY FOR ANY ERRORS OR OMISSIONS
MOR SHALL THEY BE LIABLE FOR ANY DAMAGES, WHETHER DIRECT OR INDIRECT, SPECIAL OR
CONSEQUENTIAL, EYEN IF THEY HAYE BEEN ADVISED OF THE FOSSIBILITY OF SUCH DAMAGES.
IN MO EVENT SHALL THE LIABILITY OF CGS, ABA OR ANY OF THEIR AFFILIATES PURSUANT T
ANY CAUSE OF ACTION, WHETHER IN CONTRACT, TOKT, OR OTHERWISE, EXCEEDR THE FEE PAID
BY CLIENT FOR ACCESS TO SUCH MATERIALS TN THE MONTH IN WHICH SUCH CAUSE OF
ACTION IS5 ALLEGED TO HAVE ARISEN., FURTHERMORE, CGS AND ABA SHALL HAYE WO
RESPOMSIRILITY OR LIABILITY FOR DELAYS OR FAILURES DUE TO CIRCUMSTANCES BEYOND
THEIR CONTROL.

Client agrees that the forepping terms and conditions shall survive any termination of its right of access o the
materials identified above,

Motwithstanding anything fo the contrary herein, the foregoing terms and conditions shall not affect, but shall be
subject to, any direct agreement between (i) Client and (i} O05 or ABA

Upon seoeplance by both Parties, this Ovder Form shall be effective & of the Stant Date specified above.

Mume:

Barra, LLC Client: City of Sapn Jose Office of Retjremenf Services
= )
Name:

rlcl‘}--'fﬁ P..:;L

Tigle:

Alaor Gl
Buacutive Bimtor Title: .
{-lh-a‘ G*-H...-c"i"u.'- 'l'.'_lf-ll'-..gr
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Contract Reference Number: OF_00219193.0
Account Number: 120892

SUPPORT EXHIEIT

A.  24x5 Hour Global Support Desk

Barra operates o 24x3 Global Support Desk from its offices worldwide. This is the first point of condnct for sy question or problem
concemning a Barra product, The support analysts are available Monday 01:30 am. Ceordinated Universal Time (UTCWGMT to Saturday
01:30 a.m. UTC/GMT (*Business Howrs") to assist with common technical, data, product-usage and mosdel-related questions, The Suppart
Dresk lias direct access o other resources within Barra that can address more detailed questions or isswes,

B. Technical Services Group
The Barra Technical Services group consists of technical analysts for troubleshooting technical issues, The Technical Services group is also

available during Business Hours,

C. Client Support Website

The client support website offers a variety of services and information including access te Product home pages, current update status, a
searchable database of solved problems, and an extensive library of research papers, mode] handbooks, technical support documentation and
user guldes,

Page 5 of &
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Contract Reference Number: OF_00219193.0
Account Number: 120892

Rider

Copyright 2017 IPMosgan Chase & Co.  All righis reserved. 1P, Morgan is the marketing name for JPMorgan Chase & Co., and its
subsidiaries and affiliates worldwide, J.P. Morgan Securitics LLC. is o member of NYSE and S1PC.  JPMorgan Chase Bank, National
Association is a member of FDIC. LE, Morgan Fuivres Inc. s & member of the NFA, 1P, Morgan Securities ple and J.P. Morgan Limited
are authorized by the FSA and members of the LSE. 1.P. Morgan Europe Limited is authorized by the FSA. 1P, Morgan Equities Limited is
a member of the Johannesburg Securities Exchange and s regulated by the FSB. LP. Morgan Securities (Asla Pacific) Limited is registered
as an investment adviser with the Secarities & Futwres Commission in Hong Kong and its CE number is AAJ321. LP. Morgan Securitics
Singapore Private Limited is o member of Singapore Exchange Securities Trading Limited and s regulaied by the Monetary Authority of
Singapore (“MAS'™). LP. Morgan Securities Asia Private Limited s regulated by the MAS and the Financial Services Agency in Japon. 1P,
Morpan Australia Limited (ABN 52 002 282 011) iz u licensed securities dealer.

The JP Morgan EMBI and JP Morgan GBI-EM Diversified are not sponsored, endorsed, sold or promoted by LP, Morgan, LF. Morgan
makes no representstion or warranty, express or implied, to the owners of the JP* Morgan EMBI and JP Morgan GBI-EM Diiversified or any
member of the public regarding the advisability of investing in securities generally, or in the JP Morgan EMBI and JP Morgan GBI-EM
Diversified particularly, or the accuracy, completeness of quality of the dita provided by LP, Morgan therein o in addition thereto, 1P,
Morgan's only relationship to City of San Jose of Retirement Services is the licensing of the JP Morgan EMBI and JP Morgan GRI-EM
Diversified which are determined, composed and calculated by 1P, borgan without regard to City of San Jose of Retirement Services or the
IP Morgan EMBI and JP Morgan GRI-EM Diversified. 1P, Mosgan has no obligation to take the needs of City of San Jose of Retiement
Services or the owners of the JP Morgan EMBI and JP Morgan GBI-EM Diversified inte consideration in determining, composing or
calculating the TP Morgan EMBT and JP Moegan GBI-EM Diversified. TP. Morgan (s not responsible for and has not participated in the
determination of any timing of, prices at, or quantilies of the JP Morgan EMBL and JP Morgan GBI-EM Diversified to be issued ar in the
determination or calculation of the equation by which the JP Morgan EMEI and JP* Morgan GBI-EM Diversified are to be converied into
cash (if applicable). J.P. Morgan has no obligation or liability in connection with the adminstration, marketing or trading of the JP* Morgan
EMEBL und JF Morgan GBI-EM Diversified.

THE LICENSED JLP. MORGAN INDEXES AND PERMITTED LICENSEE PRODUCTS ARE FROVIDED “AS IS™ WITH ANY
AND ALL FAULTS, LP. MORGAN DOES NOT GUARANTEE THE AVAILABILITY, SEQUENCE, TIMELINESS, QUALITY,
ACCURACY AND/OR THE COMPLETENESS OF THE LICENSED LP. MORGAN INDEXES ANIVOR THE FPERMITTED
LICENSEE PRODUCTS AND/OR ANY DATA INCLUDED THEREIN, OR OTHERWISE OBTAINED BY LICENSEE,
OWNERS OF THE PERMITTED LICENSEE PRODUCTS, O BY ANY OTHER PERSON OR ENTITY, FROM ANY USE OF
THE LICENSED LF. MORGAN INDEXES ANDFOR PERMITTED LICENSEE FRODUCTS. JLF. MORGAN MAKES MO
EXPRESS OR IMPLIED WARRANTIES, AND HERERY EXPRESSLY DISCLAIMS ALL WARRANTIES OF
MERCHANTABILITY, OF FITNESS FOR A PARTICULAR PURPOSE OR USE WITH RESPECT TO THE LICENSED J.F.
MORGAN INDEXES OR ANY DATA INCLUDED THEREIN, OR OTHERWISE OBTAINED BY [LICENSEE], OWNERS OF
THE PERMITTED LICENSEE PRODUCTS, OR BY ANY OTHER PERSON OR ENTITY, FROM ANY USE OF THE
LICENSED J.F. MORGANM INDEXES AND/OR PERMITTED LICENSEE PRODUCTS, THERE ARE NO REFRESENTATIONS
OF WARRANTIES WHICH EXTEND BEYOND THE DESCRIPTION ON THE FACE OF THIS DOCUMENT, IF ANY. ALL
WARRANTIES AND REPRESENTATIONS OF ANY KIND WITH REGARD TO THE LICENSED P, MORGAN INDEXES
ANIVOR PERMITTED LICENSEE PRODUCTS, ARE DISCLAIMED INCLUDING ANY IMPLIED WARRANTIEE OF
MERCHANTABILITY, QUALITY, ACCURACY, FITNESS FOR A PARTICULAR FURPOSE ANDVOR AGAINST
INFRIMGEMENT ANIVOR WARRANTIES AS TO ANY RESULTS TO EE OETAINED BY ANDADR FROM THE USE OF THE
LICENSED LF, MORGAN INDEXES ANIVOR THE USE AND/OR THE PURCHASE OF THE PERMITTED LICEMNSEE
PRODUCTS. WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT SHALL JLP. MORGAN [TAVE ANY
LIABILITY FOR ANY SPECIAL, PUNITIVE, DIRECT, INDIRECT, OR CONSEQUENTIAL DAMAGES, INCLUDING LOSS
OF PRINCIPAL ANINOR LOST PROFITS, EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES,

Page 6 of 6
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1.

Contract Reference Number: OF _(02191%35.0
Aceount Mumber: 120802

Exhibit A

INSURANCE

Coverage. During the Term, Barra’s parent, MSCT Ine,, shall, at the minimum, obtain and maintain, and shall ensure
that its subcontractars maintain, without interruption, the insurance coverages stipulated hereunder,

.

Commercial Automobile Liability Insurance covering liability arising out of the ownership, maintenance
or use of all hired autos with limits of no less than USDE1,000,000, or the applicable limit in local currency,
per accident for bodily injury and property damage liability to third parties.

Commercial General Liability Insurance (third party liability or public liability) providing coverage for
liahility for bedily injury or property damage to third partics arising out of Barra’s activities hercunder,
including coverage for Premises and Operations, PersonalfAdvertising Injury, Contractual Liability, and
Products'Completed Orperations, with limits of no less than WS0E 1,000,000 per occurrence or the equivalent

thereof in local currency.

Worker's Compensation/Employer’s Liability insurance as mandated under the worker's compensation
laws of the State, Federal body or country having jurisdiction over the location of the project or operation.
Employers Liability insurance shall have limils of not less than USDS1,000,000 per accident,
USDEL000,000 per emplovee by disease and USDE1,000,000 agpregate by disease or the equivalent thereof
in local currency.

Umbrella Linbility providing coverage in excess of the insurance required above with limits of no l2ss than
USDEZ000,000 per occumence and USDEZ 000,000 in the aggrepate or the equivalent thereof in local
CUITENCY.

Technology E&D Insurance providing coverage for third party claims arising out of or alleging negligence,
emrors or omissions in the performance of technical services and'or failure of your technical services or
products to perform as promised in this agreement, including without limitation, coverage for unauthorized
computer access or use, failure to protect privacy, virus transmission, denial of service and infringement of
intellectual property (exclusive of patent or trademark) or copyright with respect to any licenses being
provided with limits of no less than 51,000,000 each claim and 51,000,000 in the aggregate or the equivalent
in local currency.

Cyber Risk Insurance (Metwork Security and Privacy Liability Insurance) providing coverage for third
party claims due to unauthorized computer access or use, including coverage for, but mot limited to third
party claims arising out of cyber-atiack, privacy breach, virus transmission, denial of service, regulatory
investigation and copyright infringement, plus first party coverage for privacy breach expenses (for forensic
investigation, notification of affected parties and credit/identity monitaring), with limits of no less than
1,000,000 cach claim and §1,000,000 in the ageregate or the equivalent in local currency. (To the extent
Cyber Risk coverage is included in tie Professional LiabilitgE&Q Insurance, and separate Cyber Risk
Inzurance iz not maintained, confirmation af coverare for afl risks of loss lsted in thiz section iy vegirired )

Employee Dishonesty/Commercial Crime Insurance providing coverage for employee dishonesty, loss of
money and securities, computer fraud and depositor’s forgery with limits of not less than USDS1,000,000 per
lozs naming Client as loss pavee and endorsed to cover losses to Client resulting from dishonesty on the part
of Barra and its personnel. Computer Fraud shall include coverage for computer systems frand, data
processing service operations, voice-initiated transfer fraud, telefacsimile fraud, and destruction of data or
programs, for loss or damage arising out of or in connection with any fraudulent or dishonest acts committed
by the emplovees of Barra, acting along or in collusion with others, including the property and funds of
others in their possession, cane, custody, of control.

Insurance Companies. All insurance required above shall be camried with responsible insurance companies of
recognized standing, and licensed or authorized to do business in the subject state or jurisdiction where the Services
are performed, and having a rating of at least A VIII in Best's Key Rating Guide or Standard & Poors A rating (or the
equivalent in the jurisdiction where Services are performed).

Page 2
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Contragt Reference Number; OF _00219193.0
Account Nunmber: 120802

3. Waiver of Subrogation. All Commercial General Liability, Umbrella Liability and Workers Compensation policies
described above shall, be endorsed to contain a waiver of subrogation benefiting Client, lts officers, directors,
employees, agents and representatives unless such waiver is prohibited by law. For the avoidance of doubt, the
endorsement containing the waiver of subrogation shall be included in the certificate(s) of insurance that Barra shall
provide to Client upon Client’s request.

4. Evidence of Insurance; Certificate of Insurance; Other Requirements. Barra shall deliver to Client at the
inception of this Agreement and, upen Client™s request, at each renewal thereafier certificates of insurance as evidence
of the insurance and limiis stipulated above, Client shall be named as an “Additional Insured” on all Commercial
Gicneral Liability insurance policies required herein. Client shall be named as loss payee as its interest may appear on
the property insurance policies of Barra when applicable.

Page 3
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RUCTIONS I'OR TRANCE APPTROVAL:

Forward the f;gfﬂqwin% to:
200 E. Santa Clara St.
San Jose, CA 95113-1905
1. This form (149-7) completed;
2. Copy of face page of Contract;
3. Copy of insurance requirements included in contract,

DATE: _5/10/17 i B

Service Pr-i:-'l.rider: Elan:a Ine. subsidiary of MSCI Ine, Phone Mo, (415) 836 8834

Project: Risl System for the Federated Retirement System and the Police and Fire

Retirement Plan,
Project Amount: $120,000 year 1, $]:%0,IJ[}G years 2 & 3
Estimated Eatimated
Start Date: May 15, 2017 Completion Date: May 15, 2020

|Scope of Work: Risk Analylics System

Department: Office of Retirement Services Division: Investment Group

Department Extension 408.794, 1042

Contact: Daryn Miller

COMPLIANCE WITH INSURANCE REQUIREMENTS

e

Comments: -
Sigflﬂmrﬁ: %
' Date: § A~/
Riﬁl’iﬂﬂﬂagcmcnt
Y FOR RISK MANAGEMENT USE ONLY -
Date Forwarded to City Clerk: R
COMPLIANCE WITH BOND REQUIREMENTS

Signature:

" Date:

City Clerk

Form 149-7 (07 /02)
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Comtract Reference Number: LA_00220182.0
Account Mumber: 129892

Services Agreement

This Services Apreement (the “Agreement”) is entered into between Bamra, LLC (formerly known ag
Barra, Inc.) with offices at 2100 Milvia Strect, Berkeley, CA 94704 ("Barra™), and City of San Jose of
Retirement Services, with principal offices at 1737 North First Street, 6th Floor, San Jose, California
95112 United States of America ("Client"), as of 2-Jun-2017 (the “Commencement Date™). Client’s
affiliated entities and units expressly named in each Order Form shall be included in the definition of
“Client” and shall have the same rights and obligations of Client under this Agreement, subject to any
further limitations set forth in such Order Form. MNotwithstanding the foregoing, the Client entity expressly
identified on the last page hereof shall indemnify Barra for and remain liable for any breach of the
Agreement by its affiliated entities and units, Terms defined or deseribed in the applicable Order Form(s)
shall have the same meaning when vsed herain,

I Definitions

In addition to other terms defined throughout this Agreement, the following terms as used herein
shall have the meanings aseribed to them below:

1.1 “Client Data" means Client’s portfolio, fund, investment, security and related data and
specifications provided to Barra by Client {or a third party on Client"s behall) in connection with the
Services.

1.2 “Derived Materials” means any research, reports, computational results, information or
material derived in whatever form from the Services, bul shall specifically exclude any Client Data or other
Client records, statements or acccunt information that have not been madified by use of the Products as well as any
information that Client can demonstrate as in its possession prier to the date of this agreement or derived principally
fiom Client®s own information and/or efforts.

1.3 “Intellectual Property” means all (i) patents, patent applications, patent disclosures and
inventions (whether patentable or not), (i) trademarks, service marks, trade dress, trade names, logos,
corporate names, Internet domain names, and registrations and applications for the registration thereol
together with all of the goodwill associated therewith, (iii) copyrights and copyrightable works (including
computer programs and mask works) and registrations and applications thereof, {iv) trade secrets, know-
how and other confidential information, {v) waivable or assignable rights of publicity, waivable or
assignable moral rights and (vi) all other forms of intellectual property:

1.4 “Laocations™ means the locations of Client’s offices set forth in an Order Form that are
permitted to receive and use the Services.

1.5 “Order Form” means each order form, signed by the parties, by which Client contracts
to receive Services from Barra pursuant to this Agreement. The terms of each Order Form relate only to
the Services set forth in that specific Order Form.

l.6 “Permitted Increase™ means any increase in Fees (1) equal to or less than the greater of
2% of the Fees or the standard inflation measure in the country .or currency union in whose currency such
Fees are denominated (e.g., in the United States, the CPI for All Urban Consumers, U.S. City Average,
for all Items (1982-1984 = 1001, (i) due to any addition of Services, Users, Locations or other
enhancements or modifications for which Bama generally charges additional fees, or (iii) due to changes
in the fees charged to Barra by its Vendors, provided that sueh increase is equal to or less than 2% in the

aggrepate during any calendar year..
1.7 “Services™ means the services and deliverables set forth on an Order Form to be

provided to Client hereunder,
1.8 “Tsers™ means the individual employees or agents of Client that are authorized to receive

and use the Services as specified in each Crder Form, The individuals designated as Users by Client may

1
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be changed pursuant to changes in personnel ar responsibilities as long as the authorized number of Users
specified in the applicable Order Form is not exceeded.

1.9 “Wendor” means a third party whose data, software, systems, netwaorl:, facilities or other
property or services is included in, or has been used in performing, the Services.

2. The Services

21 Barra shall perform the Services set forth in each Order Form. Client may use the
Services as set forth herein solely for its internal purposes with respect to assets owned or directly
managed by Client or with respeet to Client’s own brokerage or trading sccounts or those of Client's
brokerage or trading customers. Any change in the scope of Services must be mutually agreed in writing

by the parties.

22 Client shall provide, or arrange for its custodian or ether third party to provide, to Barra
the Client Data and any other information and reasonable assistance necessary for Barra to perform the
Services. Client acknowledges that timely provision of Client Data in the format and manner reasonably
specified by Barra is essential 1o the performance of the Services. Client understands that Barra will not
verify ar evaluate the quality, completeness, accuracy or appropriateness of any Client Data. All Services
will be based upon information provided to Barra by Client or its designee and Client or its designee is
responsible for the quality, completeness, accuracy, appropriateness and timely delivery of all such
information. Upon receipt of the Services, Client will promptly review all reports, data and information
produced or delivered by Barra for accuracy, completeness and conformity with Client”s records.

23 {a) Client may not use the Services in any manner that is not expressly granted in
this Agreement. All rights not specifically granted in this Agreement are expresshy reserved by Barra.
Without limitating the generality of the foregoing, unless expressly permitted in the Agreement or as
expressly set forth in an Order Form, Client may not:

i publish, transfer, display or grant direct or indirect access to any Serviee or Derived
Materials to any third party or to any person whe is not a User or who is outside the
permitted Locations;

il duplicate all or any part of the Services;

. medify, improve, manipulate, teanslate, reverse-engineer, decompile or disassamble any
Service or any part thereof;

iv. use the Services or Barra's or a Vendor’s name in connection with a prospectus or the
creation, issuance, offer, or promotion of a financial instrument or security;

v, use any Service for the benefit of a third party other than with respeet to third parties
whose asscts are managed by Client or who have brokerage or trading accounts with
Client;

vi. use any Service for the purpose of designing, modifying, or otherwise creating any

service, software program, or model that performs funetions similar to, or that compete
with, the Services;

vii. distribute, display, transmit, or make available to a third party any security identificrs
{including but not limited to CLUSIPs, 1STNs or RICs) or Barra identifiers delivered with
the Services without first oblaining written consent directly from the owner of such

identifiers;

viil. use any Service in a manner that would substitute for the sddition of a User or a license
or purchase of any portion of a Serviee; or

. cause, permit, or authorize others to do any of the above.




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents 118

{b) Motwithstanding the foregoing, Client may distribute any risk reports included in the
Services to ils Board members, investment committees and consultants for use in connection with
reviewing and evaluating Client's investment portfolio.

24 This Agreement is subject to any requirements of Barra's Vendors, including those
requirements which may be imposed on Barra or Client from time to time. Barra’s provision of any
Vendor data or services hereunder is expressly conditioned on the effectiveness and terms and conditions
of Barra’s agreements with its Vendors. Barea shall no longer use or make Vendor data or services
available to Client upon termination of the license pranted by the relevant Vendor. Client acknowledges
thiat it may be requined under the terms or conditions of certain agreements between Barra and its Vendors
to enter into a direct agreement with the Vendor for receipt of data or services provided by such Vendor
to Barra. Barra shall, if known to Bamra through wrilten notice from such Vendors, natify Client of any
such direct agreemeants required by a Vendor. Any direct licensing fees required by a Vendor are the sole
responsibility of Client and may not be included in fees assessed by Barra for the pass-through of data or
services from such Vendors under this Agreement.

e Barra may change its Vendors and the content, format or means of delivery of the
Services, Barra shall notify Client within ten (10) business days of any such change to the extent that the
change materially and adversely affects the Services (a “Material Change Notice™), in which case Client
shall have the rights described in Section 4.2 below.

26 The data and information that Client may access or receive through the Services may
include securities (or other financial instruments) pricing data, descriptive data, fundamental data,
econometric data, analytical data and evaluations. "Ewaluations" may include mathematically derived
approximations, such as estimated value, risk forecasts, factor exposures, asset modeling and instrument
proxying. Evaluations are not, and are not intended to be, the prices, transaction terms or other
characteristics of a security or other financial instrument or terms of conditions under which an
investment can be purchased or sold. Evalvations are based upon certain market assumptions and
evaluation methodelogics and may not conform to trading prices or terms or other information available
from third parties. Certain Evaluations are sometimes referred to as "pricing services”, "prices”,
“valuations”, “values”™ or “forecasts” solely for the convenience of reference. Ewaluations do not
represent an offer or a recommendation to purchase or sell any security or other financial instrument.

2.7 Client acknowledges the Services should only be used by persons having professional
experience in matters relating to investment activity, Client has full responsibility for any decisions or
analyses in which any clement of the Services may be used or relied upon, and acknowledges it exercises
its own independent judgment in its selection of any of the Services, its selection of the use or intended
use of such, and any results obtained thereby.

28 The Services do not constitute, and Barra and Client each agree that they do not intend or
desire the Service to constitute, investment management, investment advisory, broker-dealer, supervision,
accounting, pricing or other regulated or licensed services or activities. Client acknowledges that the
Services are only intended 1o act as a basic market information and imtelligence tool and none of the
information and material forming any part of the Services (including, but not limited to, any data, report,
valuation, proxy, methodelogy, model, optimization, risk analysis, calculation or other information
contained or technique used therein) is intended to constitute investment advice or a recommendation to
make (or refrain from making) any kind of investment decision.

29 Client will not recruit or solicit Barra’s personnel or employees involved in the provision
af the Services until the earlier of one year after (i) the termination of this Agreement or (ii) that person is
no longer employed by Barra,
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2,10 Upon Barra’s reasonable request to be made no more frequently than twiee during any
consecutive twelve (12) month period, an authorized officer of Client shall certify in writing whether
Client is in compliance with its obligations and the restrictions set forth in this Agreement. Barra or its
representative may, on giving Client ten (10} business days prior written notice, audit the records and
systems of Client to verily compliznee with this Agreement. A shorter nofice will be allowed, in Barra’s
sole discretion, where Barra in geod faith suspecis a breach or threatened breach of the Agreement by
Client. Barra retains the right to audit Client for one (1) year after termination or expivation of this
Agreement. Client shall cooperate with any reasonable requests of Bara to facilitate any such andit.
Unless otherwise agreed to by the parties, the audit shall be conducted on Client’s premises, shall take
place during Client’s business hours and shall not unreasonably interfere with Client’s activities, Barra
ghall bear the cost of the audit; provided, howewer, that in the event the audit reveals an underpayment to
Barra in excess of five percent (5%) or a material breach by Client of Section 2.3. Client shall reimburse
Barra the costs of the audit, including reasonable attorney fees and costs, if any. In the event the audit
discloses an underpayment Client shall also immediately pay the amount of such underpayment to Barra.
In the event the audit discloses an over-payment Bara shall also immediately pay the amount of such
over-payment to Client,

211 Client agrees to use the Services in accordance with all applicable laws, rules and
regulations. Except as expressly set forth herein, Client shall have no other rights or license of any kind
with respect to the Services.

3. Fees aind Pavment

1.1 Client shall pay to Barra all fees, expenses and charges set forth in each Order Form (the
“Fees™). The Fees are subject to change by Bara at any time wpon thirty (30) days’ written nolice to
Client; provided that during the Initial Term of any Order Form the Fees shall not change unless due to (i)
any addition of Services, Users, Locations, or other enhancements to the Services requested by Client for
which Barra generally charges additional fees, or (ii) changes in the fees charged to Barra by its Vendors
and provided further that if the Initial Tenm exceeds one (1) year Barra may increase the Fees after the
first year of such Initial Term as long as such increase is a Permitted Increase.

3.2 All Fees are due and payable thirty (30) days after receipt of an invoice therefor. Past
due amounts bear interest af a rate of 1.5% per month (or the highest rate allowed by law, whichever is
less) beginning from the date first due until paid in full. Client shall pay all sales, VAT and other taxes,
however designated or levied, based on the Fees, Client’s use of the Services or otherwise arising in
connection with the Agreement. Barra shall be solely responsible for taxes based on its income. Client
shall be liable for all reasonable costs relating to or arising out of the collection of any delinguent
payment, including, but not limited to, any and all of Bara’s collection fiees, reasonable attorneys® fees,
court costs and expensas.

4. Term and Termination

4.1 This Agregment shall be cffective from the Commencement Date until terminated
pursuant to this Article 4. Any termination of this Agreement shall terminate all Order Forms hereunder.
Each Order Form shall be effective from the date specified therein until the end of the Initial Term
specified therein unless this Agreement or the applicable Order Form is terminated pursuant to this
Article 4 prior to the end of such Initial Term. Thereafter the term of each Order Form shall be
amtomatically extended for consecutive Renewal Periods specified therein unless written notice
terminating the Order Form is given by either party not less than thirty (30) days before the end of the
Initial Term or any Rencwal Period or unless this Agreement or the applicable Order Form is tenminated
pursuant to this Article 4 prior to the end of such Initial Term or Renewal Period,

4.2 Client may, upon written notice to Barra, terminate any Service within thirty (30) days
after receipt of notice of an increase in the fees for such Service under Section 3.1 or 9.1 unless such
increase is & Permitted Increase. [T after thirty (30) days no such Client notice is received by Barra, Client

4
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will be deemed to have accepted all changes in the fees pursuant to Section 3.1, In addition, Client may,
upon written notice to Barra, terminate any Service within thirty (30) days after receipt of a Material
Change Motice from Barra regarding such Service. If and to the extent timely notice of termination is
given by Client as 2 result of an increase in fees, Client shall not be responsible for any increase in fees.

4.3 Either party may terminate the Agreement or any applicable Order Form if the other party
materially breaches the Agreement or such Order Form and fails to cure the breach within thirty (30) days
after receiving written notice specifving the breach. Consent to extend the cure period shall not be
unreasonably withhald il the breaching party is endeavoring in good faith to cure the breach.
Notwithstanding the foregoing, Barra may in its diseretion terminate the Agreement immediately, and
Client shall not be afforded the opportunity to cure the breach, if Client breaches any of the provisions
contained in Section 2.3, or Articles T or 8, or upon a willful misappropriation, infringement or violation
of Barra’s or a Vendor's intellecual property,

4.4 Upon expiration or termination of all Order Forms hereunder, this Agreement shall
autamatically terminate,

4.5 Upon any termination or expiration of this Agreement (i) except as required by applicable
law, rule or regulation the Client shall return to Barra or certify as destroved all copies of Barra
Confidential Information, (ii) and the parties’ rights and obligations under Sections 2.9, 2,10, this Section
4.5, and Articles 5, 6, 7, & and @ and any pavment obligations that accrued before termination, shall

SUTYIVE.

5 Disclaimer of Warranbies

BARRA AND THE VENDORS EXPRESSLY DISCLAIM ALL WARRANTIES, EXPRESS,
STATUTORY OR IMPLIED REGARDING THE SERVICES (INCLUDING ANY DATA AND
EVALUATIONS CONTAINED THEREIN AND ANY RESULTS TO BE OBTAINED FROM
THE USE THEREOF), INCLUMNG BUT NOT LIMITED TO ALL WARRANTIES OF
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE OR USE, ACCURACY,
TIMELINESS, COMPLETENESS, ORIGINALITY, NONINFRINGEMENT AND ALL
WARRANTIES ARISING FROM COURSE OF PERFORMANCE, COURSE OF DEALING
AND USAGE OF TRADE OR THEIR EQUIVALENTS UNDER THE LAWS OF ANY
JURISDICTION. THE SERVICES ARE PROVIIXED “AS I8.7

Meither Barra nor any of the Vendors warrant that the Services shall meet the needs of Client or resolve
any problems encountered by Client. Barra makes no representation or guaranty that the securities or
other financial instruments identified by the Services shall perform in a manner that is consistent with
their historical characteristics or assure the profitability or utility of forecasts or expected values.

&, Limitation of Liability; Indemnification

6.1 Under no circumstances shall Barra be liable 1o Client under any contract, tort, or other
legal or equitable theory for (i) any lost profits, savings, data or use; (i) any elaim or action against Client
by a third party; (iii) any indirect, incidental. special, consequential, cover, or punitive damages or costs;
o (iv) any damages resulting from a cause or condition beyvond the reasonable control of Barra, Without
limiting the foregoing sentence, the maximum liability of Barra, and Client’s exclusive remedy, under any
contract, tort, or other legal or equitable theory for all claims, damages or other amounts in the aggregate,
regardless of the form of the action, shall be the amount of fees paid under the applicable Order Formis)
during the twelve (12) month period preceding the date the First such claims, damages or other amounts
were incurred. The limitations set forth in this Section 6.1 shall apply whether or not Barra has been
advised of or could have foreseen the pessibility of such damages., Client shall not bring any action,
regardless of form, arising out of or in connection with the Agreement against Barra more than one (1)
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vear afier the cause of action has acerued,  Client acknowledges that Vendors have no responsibility ar
ligbility whatsoever to Client under this Agreement,

6.2 Except as set forth in Section 6.3, below, Client is solely responsible for usimg the
Services, for itself or in providing services to its own clients, and for ensuring the accuracy and adequacy
of the results of such use and services, Client assumes the entire risk of any use made of the Serviees and
shall have full responsibility for any decisions and/or analyses in which any element of the Services may
be used or relied upon. Any reliance by Client or others upon the Services will not diminish that
responsibility.  Accordingly, and except as set forth in Section 6.3, below, neither Barra nor any Vendor
(nor any of their respective afiliates, directors, officers, employees or agents) shall be liable for, and
Client, at its expense, shall indemnify to the maximum extent permissible hy law, defend and hold Barra
and the Vendors (and their respective affiliates, divectors, officers, employees and agents) harmless from
and against any and all claims, liabilities, losses and cxpenscs (including legal, accounting and other
professional fees and expenses) in connection with any claim or action by any third party arising out of or
relating 1o the use of the Services, any portion thereof, or relating to any decisions or analyses arising out
of such use. Client's responsibilities under this Section 6.2 do not supersede Barra’s responsibilities

under Section 6.3 below.

6.3 (a) Earra, at ils expense, shall indemnify to the maximum extent permissible by law,
defend and hold Client and its affiliates, directors, officers, emplovees and agents (collectivelly, the
"Client Indemnified Parties") harmless from and against any claim or action threatened or brought against
any Client Indemnified Party based on or arising out of any and all claims, liabilitics, losses and expenses
{including legal, accounting and other professional fees and expenses) in connection with any claim or
action by any third party that the Services constitute an infringement, viclation, contravention or breach
of any U8, patent, copyright or trademark or constitutes the misappropriation of a ULS. trade secret,

(b} Without limiting the foregoing, and notwithstanding anything to the contrary in
this Agreement, if any Service becomes, or in Barra's reasenable opinion is likely to become, the subject
of a claim or action of infringement, contravention or breach of any patent, eopyright or trademark or of
misappropriation of a trade secret, then Barra shall have the right, in its sole discretion, to either: (i)
procure for Client the right to continue using such Service as contemplated hercunder; (ii) modify such
Service o render same non-infringing: (iii) replace such Service with an equally suitable, functionally
equivalent non-infringing Service; or (iv) immediately terminate, in Barra's discretion, this Agreement or
the relevant Order Form or portion thereof and refund te Client any prepaid Fees paid for the affected
Services, prorated from the date they became unusable; provided, however, it Client reasonably believes
the modified or replaced Service(s) under clause (ii) or (jii) above are materially , Client shall have the
right to terminate this Agreement or the relevant Order Form or portion thereof and Barra shall refund to
Client any prepaid Fees paid for the affected Services, prorated from the date they became unusable.

(9] Maotwithstanding anything to the contrary in this Agreement, Barra shall have no
liahility or abligation 1o Client under this Section 6.3 to the extent any such elaim or action arises from or
in connection with: (i} Client’s modification of the Services (provided that Barra has not agreed or
consented to such modifications); (i} any Client Data; (iii) compliance by Barra with Client’s designs,
specifications or instructions; or (iv) Client's use of the Services other than as sct forth in this Agreement.

b Confidential Information

7.1 “Confidential Information™ collectively means (i) with respect to Client, whether
disclosed in writing, orally or otherwise, all information concerning Client and Client Data; (if} with

&
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respect to Barra, whether disclosed in writing, orally or otherwise, the Services, information concerning
current and future Barra products, services, and pricing, the terms of this Agreement, any account login
and other related information required to access and use the Services or any website, and the data of any
Vendor; and (iii) with respect to either party, any other written information or material that is clearly
marked as confidential at the time of its disclosure.  Excluded from the foregoing definition of
“Confidential Information™ shall be information and materials that {a) are or become a part of the public
domain through no fault of the receiving party; (b) can be affirmatively demonstrated in documentary
form to have been in the receiving party’s lawful possession prior to the disclosure and had not been
abtained by the receiving party, direetly or indirectly, from the disclosing party or any other party who is
bound, directly or indirectly, by an obligation or duty of confidentiality to the disclosing party; (c) can be
affinmatively demonstrated in documentary form to have been lawfully disclosed to the receiving party by
a third party whao is not andfor does not represent or act for a person or entity who is bound, directly or
indireetly, by an obligation or duty of confidentiality to the disclosing party; (d) can be affirmatively
demonstrated in documentary form to have been independently developed by the receiving party without
use of any of the disclosing party’s Confidential Information; or (e) are required to be disclosed pursuant
to a duly served legal process or a requirement of a governmental agency, regulation or law, in which case
the receiving party shall, prior to any disclosure pursuant to such legal process or requirement and to the
extent permitted in connection with such legal process or requirement of governmental agency, regulation
o law, give prompt written notice to the disclosing party and the disclosing party may, in its sole
discretion and with the reasonable cooperation of the receiving party (provided that such cooperation does
not require any expense by the receiving party) attempt to quash or abate such legal process or
compliance or to seck a protective order, but at the expense of the disclosing party.  Notwithstanding
anything herein to the contrary, basic information regarding number of users and locations of any Vendor
data or services used by Client in connection with the Services may be disclosed to Vendors as part of
Barra®s required reporting to such Vendors.

TiZ Each party shall hold in strict confidence all Confidential Information disclosed to it, and
(i) neither party shall alone or by directing, ecoperating with, or acting in concert with others, use,
diselose, publish, disseminate, or otherwise make available any aspect of the Confidential Information of
the other except as permitted by the Agreement; and (ii) cach party shall use the same degree of care and
security as such party takes with its own comparable confidential information and materials, that in no
event shall be less than the care that would be exercised by a reasonably prudent business under similar
circumstances, and that, at a minimwem, shall require such party to cbligate all vsers and other persons
having access lo the Confidential Information of the other to enter into standard confidentiality
agreements with protections substantially similar to those set forth in this Article 7.

T Each party agrees that remedies at law are inadequate (o protect the other or the Vendors
in the event of a vinlation of a party*s or Vendor's intellectual property or confidentiality rights, and that
in addition to any other remedics which may be available to the non-breaching party or Vendor, the non-
breaching party or the Vendors may seek injunctive and other equitable relief for breach of the terms of

the Agreement.
8. Proprietary Rights

Subject to Client™s ownership of the Client Data, Client acknowledges that Barra and/for the Vendors are
the exclusive owners of all Intellectual Property and other proprietary rights throughout the world in and
to the Services (including, without limitation, all concepts, methodologies, processes, software, systems,
analytics, models, layouts, data, approaches, templates and formats contained in, used, developed or
discovered by Barra to prepare or deliver the Services) and all modifications or derivatives thereofl and no
ownership interest thereto is conveyed to Client. Client will take reasonable measures to protect the
proprietary rights of Barra and the Vendors in the Services. The Services may include the trademarks and
other proprietary notices of Barra andfor the Vendors. Client shall not remove any trademark, copyright,




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents 123

trade secret, or other proprietary notice from any of the Services or other Confidential Information,
whether belonging to Barra or a Vendor.,

9. Miscellancous

a1 Neither parly may assign any of its rights or obligations under the Agreement, by
operation of law or otherwise, without the prior written consent of the other party. Notwithstanding the
foregoing, either party may assign the Agreement, in whole or in part, without the other party’s consent,
to (a) any entity which controls, or is controlled by, or is under common control with the assigning party,
{b) any entity resulting from any merger or conselidation with the assigning party, or () any person or
entity which acquires substantially all of the assets of the assigning party as a going concern; provided
that (%) if either party hereto desires to make any assignment pursuant to this Section 9.1, it shall first so
notify the other in writing and in the event of an assignment by Client, Barra shall have the right to
reasonably refuse such assignment for competitive reasons in its absolute discretion, and (v) Barra may
change the Fees for any Services based on changes in the types and locations of use, and in the number of
users, asscts under management or any other factors upon which Barra bases its fees for the Services,
subject to Client’s right to terminate this Agreement in accordance with Section 4.2, above. For purposes
of clarification, the parties hereto acknowledge and agree that a change in the Fees pursuant to this
Section 9.1 shall not constitute a Permitted Increase.

9.2 All notices required or permitted to be given by one party to the other under the terms of
the Agreement will be sufficient if given via hand delivery or if sent via first class mail, certified mail or
recognized overnight delivery service to the address of the party appearing in the applicable Order Form,
or if not so set forth, to the address for the party on the last page of the Agreement, or by facsimile or
electronic mail if followed by first class mail. For purposes of this Agreement, written notice shall be
deemed to be given(i) three (3) days after deposit in first class mail or certified mail; (i) one (1) day after
sent via recognized overnight delivery service; and (iii) vpon receipt if hand delivered or sent via
facsimile or electronic mail.. All notices required or permitted to be given by Barra under the Agreement
will be sent to Client’s Business Contact specified in the applicable Order Form. All invoices shall be
sent to Client™s Billing Contact specified in the applicable Orvder Form. All notices required or permitted
to be given by Client under the Agreement shall be sent to Barra’s Business Contact specified in the
applicable Order Form with a copy to Barra’s Legal Contact, Client shall immediately notify Barra in
writing if there is any change in the identity of the Business Contact or Billing Contact. If Client Fails to
provide such notice to Barra, all notices sent to the attention of the Business Contact named in the
applicable Order Form shall be deemed sufficient under the terms of the Agreement, whether or not such
notice is actually received by Client.

0.3 Barra and Client are independent contractors and nothing herein shall be construed to
creale a partnership, joint venture, agency or employment relationship between the parties. Each party
will be solely responsible for payment of all compensation owed to its employees, as well as
employment-related taxes, and neither party is granted any express or implied authority by the other to
assume or create any obligation or respansibility on behalf of or in the name of the other party, or to bind
the other party in any manner or thing whatsoever.

9.4 Each party has read the Agreement and agrees to be bound by its terms. The Agreement
contains the entire understanding of the parties with respect to the subject matter hereof and supersedes all
prior or contemporanesus communications or representations relating hereto whether written or oral. No

modification or waiver of the Agreement shall be binding unless it is written and signed by both parties.

9.5 The waiver by either party of any breach by the other parly of any of its obligations
hereunder or the failure of either party to exercise any of its rights in respect of such a breach shall not be

deemed a waiver of any previous or subsequent breach.
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9.6 The section headings appearing in the Agreement are inserted only as a matier of
convenience and in no way define, limit, construe or describe the scope or intent of any such section nor

i any way affect the Agreement.

9.7 This Agrecment shall be governed by, and construed in accordance with, the laws of the
State of California without regard to its conflict or choice of laws principles, The parties hereby consent
to the exclusive jurisdiction of, and venue in, any federal or state court of competent jurisdiction located
in the State of California, City of San Jose for the purposes of adjudicating any matter arising from or in
connection with this Agreement.

9.8 Should any litigation or arbitration be commenced (including any proceedings in a
bankruptey court) between the Parties hereto or their representatives concerning any provision of the
Agreement or the rights and duties of any person or entity hereunder, the prevailing Party in such
proceeding shall be entitled, in addition 1o such other relief as may be granted, its reasonable attorneys’
and court costs resulting from or related to such litigation or arbitration.

0.9 If any provision of the Agreement iz held by a court of competent jurisdiction to be
invalid or unenforceable, such provision will be deemed modified so as to have the most nearly similar
permissible sconomic or other effect in order to be valid and enforceable, or, if no such modification iz
posgible, then the Agreement shall be enforced only to the extent that it is not invalid or is not otherwise
unenforeeable and all other provisions of the Agreement shall remain in full force and effect.

910 Each Vendor is a third party beneficiary hereunder to the extent required to enable such
Vendor to enforce its proprictary rights in the Services, the applicable use resirictions, and the
disclaimers, liability limitations and other provisions that benefit the Vendors herein. Except for the
provisions of the prior sentence and as set forth in the indemnification provisions, nothing in the
Agreement shall ereate any legal right or benefit for a third party.

211 Barra shall maintain insurance covering its activities under this Agreement as specified
on the attached Exhibit A,

9.12 The Agreement may be executed in one or more counterparts, each of which will be
deemed an original, but collectively will constitute one and the same instrument.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date set forth above.

BARRA, LLC CITY OF SAN JOSE |OFFICE OF
RETIREMENT BERVI ?

Signed: (/W Signed: m_ REE>Y S

MWamne: Mame: Betuct, Pera

Title: ___ Emfm Title: Cvigf Erevnbive O

Pringipal Place of Businazs

1737 Morth First Street
&th Floor
San Jose, 95112 California United Siates of America
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L.

2,

Exhibit A

INSURANCE

Coverage. During the Term, Barra's parent, MSCI Ing., shall, at the minimum, obtain and maintain, and
shall ensure that its subcontractors maintain, without interruption, the insurance coverages stipulated
hereunder,

i.

Commercial Automobile Liability Insurance covering liahility arising out of the ownership,
maintenance or use of all hired autos with limits of no less than UTSDS1,000,000, or the applicable
limit in local currency, per accident for bedily injury and property damage liability 1o third pariies.

Commercial General Liability Insurance (third party hability or public liability) providing
coverage for liability for bodily injury or property damage to third parties arising out of Barra's
activities hereunder, including coverage for Premises and Operations, Personal/ Advertising Injury,
Contracteal Liability, and ProductsCompleted Operations, with limits of no less than
USDEL0M00,000 per cccurrence or the equivalent thereof in local currency,

Workier's Compensation/Employer’s Liability insurance as mandated under the worker's
compensation laws of the Siate, Federal body or country having jurisdiction over the location of
the project or operation. Employers Liability msurance shall have limits of mot less than
USDE1,000,000 per accident, USDHL,000,000 per emplovee by disease and LUSDE1,000,000
ageregate by disease or the cquivalent thereof in local currency,

Umbrella Liability providing coverage in excess of the insurance required above with limits of
no less than USDSEZ,000,000 per occurrence and USDEZ,000,000 in the aggregate or the
equivalent thereof in local currency,

Technology E&O Insurance providing coverage for third party claims arising out of or alleging
negligence, cmors of omissions in the performance of technical services anddor failure of your
technical services or products to perform as promised in this agreement, including without
limitation, coverage for unauthorized computer access or use, failure 1o protect privacy, virus
transmission, denial of service and infringement of intellectual property {exclusive of patent or
trademark) or copyright with respect to any licenses being provided with limits of no less than
$1,000,000 each claim and 51,000,000 in the aggregate or the equivalent in local cumency.

Cyber Risk Insuranee (Metwork Security and Privacy Liability Insurance) providing coverage
for third party claims due to unauthorized computer aceess or use, including coverage for, but not
limited to third party claims arising out of eyber-attack, privacy breach, virus transmission, denial
of service, regulatory investigation and copyright infringement, plus first party coverage for
privacy breach expenses (for forensic investigntion, nofification of affected parties and
credit/identity monitering), with limits of no less than 1,000,000 each claim and 1,000,000 in
the aggregate or the equivalent in local cutrency. (To the extent Cyber Risk coverage 18 included
in the Professional LiabilindE&Q Insurance, and separare Cyber Risk Insurance s mot
maintained, confirmatfon af coverage for all Fiske af loss listed in this section i3 reguived.)

Employee Dishonesty/Commercial Crime Insurance providing coverage for employee
dishonesty, loss of money and securities, computer fraud and depositor's forgeny with limits of not
less than USDS1,000,000 per loss naming Client ag loss payee and endorsed to cover losses to
Client resulting from dishonesty on the parl of Barra and its personnel. Computer Fraud shall
include coverage for computer systems faud, data processing service operations, voive-initiated
transfer fraud, telefacsimile fraud, and destruction of data or programs, for loss or damage arising
out of or in connection with any fraudulent or dishonest acts committed by the employees of
Barra, acting along o7 in ¢ellesion with others, including the property and funds of others in their
possession, care, custady, or control.

Insurance Companies. All insurance required above shall be carried with responsible insurance companies
of recognized standing, and licensed or authorized to do business in the subject state or jurisdiction where

10
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the Services are performed, and having a rating of at least A V111 in Best’s Koy Rating Guide or Standard
& Poors A rating (or the equivalent in the jurisdiction where Services are performed),

3. Waiver of Subregation. All Commercial General Liability, Umbrella Liability and Workers
Compensation policies described above shall, be endorsed to contain & waiver of subrogation benefiting
Client, its officers, directors, emplovees, agents and representatives unless such waiver is prohibited by
law, Faor the avoidance of doubd, the endorsement contzining the waiver of subrogation shall be included in
the certificates) of insurance that Barra shall provide to Client upon Client"s request.

4.  Evidence of Insurance; Certificate of Insurance; Other Requirements. Barra shall deliver to Client at
the inception of this Agreement and, upon Client’s request, at each renewal thereafter centificates of
insurance as evidence of the insurance and limits stipulated above, Client shall be named as an “Additional
Insured” on all Commercial General Liability insurance policies required herein. Client shall be named as
loss payvee as its interest may appear on the property insurance policies of Barra when applicable.

11
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Coitract Reference Number: OF_ 00220183.0
Account Mumber: [ 29892

Order Form
for
Services

This Order Form for Services ("Ovder Form™) is entered into as of 1-Jun-2017, by ond betwean Barra, LLC (formersly known ag
Barra, Inc.y with principal offices at 2100 Milvia Street, Berkeley, Califomia, U,5.A. 94704, and the Client identified below
(“Client™). This Order Form shall be poverned by the Services Agreement identified below, including any amendments, exhibits
or addenda attached thereto, Terms defined in the Services Agreement shall have the same meanings when used herein. To the
extent a provision in this Order Form conflictz with a provision contained in the Services Agreement, the provision contained in
this Order Form shall control with respect 1o the Services provided hescunder.

For the purpesss of this Order Form, references to Barea in the License Agreement and this Order Form shall mean Barra, LLC.

Motwithstanding anything to the contrary, it is acknowledped and agreed that Barra, LLC iz entering into this Ceder Form solely
with respect to, and responsible for, the Prodiscts received by Client hercunder within the United States (“US License™).

CLIENT. For purposss of this Oirder Form, “Client” shall mean only the following specilic department{s) or unitls) of the

fallowing entity with the understanding that other depariments or unils lecated at the same Location shall not be entitled io
receive or use the Services pursuant to this Order Form:

City of San Jose Office of Retirement Services, for the San Jose Police & Fire Department Retirement Plan and San
Jose Federated Employees' Retirement System

3. | LOCATION(S) and USERS. For purpeses of this Order Form, “Lacations” shall mean only the Clieni address{es)
specified below where the Services will be provided and where the Services are are authorized for use:
1737 Morth First Streed
6th Floog
San Jose, Californin #5112
Unived States of America
3. | TERM. | Start Duate: 2=Jun-2017 Imitinl Term: 1-Jun-2018 Henewal Perlod:  One (1) yeer
4| G NG s Services Agreement between Bama and Client, dated 2-Jun-2017 (Bama
internal refercnce: LA 00220182.0).
-8
Autherized Number of Users MWamed User{s)
]
6. | SERVICES. Barra will provide the following Services to Client:

X Set-up

_ X Data Processing and Reporting Services (as more particularly described on Exhibit A hereta)
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Contract Reference Number; OF_ 002201830
Account Mumber: 129892

FEES. “Fees” shall mean the amounts specified below and any other amounis required by additonal agreements or
addenda hereto which the partiez agree to in writing.  All Fees shall be paid annually in advance.

One-time Set-up Fee: Please refer to OF_ 00219193.0

Services Recurring Annual Subscription Fee, commencing on the Start Date specified above: Please refer
to OF_(W219193.0

NOTES.

Set-up Services

Barra shall perform set-up Services commencing on the Start Daie specified above, and during the set-up period the parties
shall conperate in good faith to implement the Services, including peforming the following set-up tosks as necessany:

Specify Client portfolios

Specify Client instruments

Arrange for delivery of Client Trata

Diefine the Client Data workflow: collection, leading, processing and production of Client Data

Establizh reporting andfor processing specifications

Evaluate and approve instrument coverage

Ewnluate and approve instrement analytiesldentify thisd party data sequirements

Specify analytics parameters, including standard proxy eriteria in absence of instrument terms and conditions
data

*® B ® ® B & ® @&

CONTACTS. Perzonal information, such as business contzet information, of Client's personne] will used by MSCI Inc.
and its subsidiaries and affiliates (together, “MSCT Group™) 1o provide the products and services hereunder, to provide
information abowt MSC] Group's fature products and services, and (0 manage the business relationship between MSCI
Group and Client. Such information will be stered and processed globally in MSCI Growp's internal systemns andor third-
party systems hosted on MSCT Group's behalf, inchuding MSCI Group's contact databases and finance systems. MSCI
Group will adhere to ell confidentinlity requirements set forth in the Services Agreement and maintain an information
security program, which includes physical, technical and administrative / organizational measures, designed to protect
daia against unautharized use or disclasure.
Client's Business Contact Client’s Billing Contact Client’s LegaliContract
Administrator
Mame: Daryn Miller Mame; MName:
Address (if differemt from  first | Address (if different from first Location): | Address  (if difTerent  from  first
Lacation): Laocation):
Fhone: (408) 794-1042 FPhone: Phone:
Fax: Fax: Fax:
[ Barra's Business Contact Barra’s Billing Contact Barra's Legal Contact
| Name: Bryan Murphy Attn: Revenue Operations Manages Attn: General Counsel
Address:
101 California Street
Suite 210 2100 Milvia Strest 2100 Milvia Street
San Franciseo, CA 94111 Berkeley, CA 94704-1113 Berkeley, CA 94T04-1113
United States
Phone: +1 415 B36-8834 FPhone: Phone:
Faoc: Fux: Fa:
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Contract Referenes Numbsr: OF_ 002201830
Account Muinber: 1298%2

Barra, LLC

By:

Mame:

Zpuni S

Title:

Exmcutive Director

CLIENT: City of Sam Jose Office o ?mm Services

By: 2%

Mame; rlﬂl'-in"‘w

Title: Chuia ™ E"F--' I.u\.il"l- Qg{n&k‘

a3
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Contract Reference Mumber: OF _ 00220183.0
Account Mumber; 129852

Exhibrit A: Data Processing and Reporting Services Descriplion
{rneral

I.  The Services will include data processing and reporting as described herein for up to twe City of San Jose
Retirement Services plans:

=  3an Josz Police and Fire Department Retirerment Plan
»  Eon Joss Federated City Employees’ Retirement System

Changes to the number or scope of the plans, or the design of the reports, shall be treated as a Change Request as
deseribed below.

Clicnt B il

1. Cleat shall provide the following data (or fis custodians, agset managers or other third parties to provide the data)
summarized below:

Tablz 1; Dista Collection f Process

Dt Source Frequency Delivery and Pro
Mlet bl
1 | State Streed Custodian (one Portfolio boldings and Monthly SFTP 1o MSCI
consolidated feed) terms and conditions .

Leveraging MSCI*s exisling
State Street file format and
dotn transfer process

2 | Client [ofe consalidated feed) Paortfalio holdings and Manthly Standard B1 formnat file +
terms and conditions MEC] SFTP workflow
3 | Client's 3@ party data providers Porifolio holdings and Monthly Stumdnrd B format file +
(up to 3 sources cach sending a terms and conditions MSC1 SFTP workflow

single consol idated feed.
Additional feeds can be
contracted at $5,000.00 USD per
annurm, subject 1o the execution of
an approgriate erder form related
thereta. )

3. Client Data must be delivered to Barca by the 13% business day of each month (the *Client Data Dielivery Diate™).
Failure to provide Client Dida to Barra by the Clignl Data Delivery Date may result in a delay in Barea’s provision

of the affected Services.

3. Client acknowledges receipt and wederstanding of the Barra User Guides, Analytics Guides and similar
documentation that sets forth the methodologies and techniques wsed to perform the Services.

B |

I.  For each data defined in Table 1, Barra will collect, translate and import into BarmaOne. Barra's primary holdings
leading method is 1o load the hold ings level data directly from the data provider (client, custodians, asset
managers or odher third parties), However, in some cases, depending on the type of portfolie, and assets held
within that partfalio, the preseribed portfalio loading method is to use either the BarraOne hedpe fund model,
muiual fumd model, or throwgh the use of an index or etf procies, When the hedge fund model or mutual fiund
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2.

Contract Reference Mumber: OF_ 00220183.0
Acoount Momber: 129892

medel Ia the postfolie loading method, the Client would need to send Barra the returmns and characteristics for the
fund(=) wherehy Barrs will load the retumns and charactenstics to BarraOne,

On a monthly basis, Barra will provide data loading reconciliation and asset remediation covering the following:
i Rejected asset and proxy rube review - Barra will proactively investigate rejected asscts, and will work
with imternal Barra teams, the elient, or third party, to remediate the rejecied holdings. Barea will also
review on an ongoing basis the definition and application of the client proxy rules for rejected haldings.

b Markei Yalue review at the porifolio level- Barra will proactively investigate market value differcnces at
the portfiolio level. Barra will review those individual portfolios whose market values (summed
portfolio market values provided within the Client's holdings file) have a difference of =5% from the
caleulated Harra market value, For those differences >5% Barra will explain the cause of the
difference (reviewing individual holdings if necessary), and will work with internal Barra teams, the
client, or elient’s third party, to remediote thess differences if necessary,

¢ Rejected asset and market value tracking. In addition to reviewing the rejects and market value
differences, Barra will momitor the changes in both rejects and market valwes over Lime in order o
identify any tremds in coverage, Barra will provide the Client with & repert highlighting the rejected
instruments, the applied proxies, and the partfelio level market value differences.

Barma will reazanably endeavour to deliver the reconciliation analyzis within 10 business days business days after
the Client Data Delivery Date of all required data, provided that Barra has timely received the necessary Client
Drato.

Barra will reasonably endeavour 1o deliver the Repors (defined in Table 2) within 10 business days after the
Client Data Delivery Date of all required data, provided that Barra has timely received the necessary Client Data.

Teble 2: Report Deliverwble

Freguency Format

1 Standard Risk Report Package ' Monihly pdf

&  Total Plan template

b Equity Node termplate

c.  Equity Manager template

d.  Fixed Income Mode template

e Fised Income Manager template

5

L.

Barea will provide telephone support on a 24x5 basis. Barra will confirm receipt of o support request within 24
howrs and therealter use reasonable elforts to resolve the issue.

Chanee Requests

If Client desires to modify the Services, such as including additional or different portfolios, funds, managers, data
sources and existing data source formats, instrument types, or reports or making changes to the comtent or design
or frequency or delivery of the Reportz, Client shall notify Barra of the change request at least thirty (30) business
days in sdvance, and Barra shall respond within ten (109 business days whether and when the change request can
he accommodated.

Change requests that Barra reasorably determines arg not immaterial shall be treated as consulting prajects and
charged on a time-aid-materrals basis pursuant to & separate Order Form signed by the parties,
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TN
Il.'ll] E. Santa Clara St.
San Jose, CA 95113-1905
1. This form (149-7) completed;
2. Copy of face page of Contract;
3. Copy of insurance requirements incloded in confract,

DATE: _5/10/17

Service Provider: Barra Inc. subsidiary of M3CI Ing, ____Phone No. (415) 836 8834 -

e —

Project: Risk System for the Federated Retirement System and the Police and Fire

Retirement Plan.
Project Amount: $120,000 year 1, $150,000 years 2 & 3
Estimated Estimated
Start Date: May 15, 2017 Completion Date: May 15, 2020

Scope of Work: Risk Analytcs System

Department: Office of Retirement Services Division: Investment Group

Department Extension 408,794, 1042

Contact: Daryn Miller

COMPLIANCE WITH INSURANCE REQUIREMENTS

_Ccmmcnm: L
Signature; %
_ : Date: A~ /.7
Riak;ﬁ[anagammt
¥ FOR RISK MANAGEMENT USE Dl,"iI'L‘{ e
Date Forwarded to City Clarle W TR
COMPLIANCE WITH EOND REQUIREMENTS
Signature:

" Date:

City Clerk

Form 149-7 (07/02)
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CONTRACT/AGREEMENT COVER SHEET

T0: |_JCITY MANAGER (o signats rsquiocs

CIT"f CLERHK (rity Manager sigralure ol regquined)
VIS Code (if knoam)

I:Ihmmdrmm.l‘(:hange Orglar (List # l:l
Original Contract GHﬂ.D#iﬂcnmmr_(_;l

Nams of Confractor. | B LLC subsiderary of MSCI -
Business Tax Licensa # <% Phona number Business Cortact Eradl Address
£ I | | (415) B36-6E34 | bryan.p.murphyg@nmacl.com |
§ Term of THIS agreement: Amount of contract now: Different than the originel? "I"EIE-D
£ startdata_ﬁ”mw End date; [ 21520 L ——
a Term of ORIGINAL agreament: Amount of Origingl Contract
E Starl date: End date: | I [ |
RETROACTIVE Agreement?
D?‘QD Mo Flaass Euplain:[—_._ S - |
Craparirmert © . . :
Retirament - Eeaphaes Box Dept, Gontect Mame: ISue Griffiths |
A5 .
AN Depariment Contact Phone; I@l&d}m Type of Confract: IRﬁk s |
Couneil Date: Coungil llem § Regolution # Fﬂmwﬂ?
- | . P
Description of contract: (What work will the contractor accomplish? Be Specific.)
10 Charaater Mg
§ Risk Analytics System - Federated Retirement System and the Police and Fire Retirement
E Plan - $120,000 yr $150,000 yrs 2 & 3
2
= Crate
3 [ ]ree[ rra[ | sce Euun::e?lj RFB [—:l Description of selection process below:
Wendor Address & Motes
WERCI e
wred anchizl in Eusmisiries
T 'wioad Trosda Caias
T Gemorreerk St
ey Wiy WY TOCKNY LA
CONTRACT & INSURANCE VERIFICATION (MANDATORY) Pleass infial and provide description of inswrance for ALL
- conbracis valued $202 999 and less, Risk Management will verify Insurancs for contracts valued at S270,000 and above.
E
E Sl.g_lf.l‘__]."lf‘l"ﬁ_.” I atteat dbat the bsarircs veriobon of (ks coatracn bave been e and ol Infeematian Is coonect bnd mling palicy laia, palicy serma and Olip of S
E s resmad 2a “dddiaral lnared,” i) this cawrac shawid be cvenpd frace e nog irevaem, phisie aete why ba e day helwed Coarmecr i1 aer by pracereed i wevdes! burence
- reguinemsmle er s ey i ki
% Description of Inswrance exemplion
&
=
Coordination De?ma t Heed Signaturs:
City Attorney's Office {Required) k/
a Kuman Resaurces g /,4' .
g Rigk Management Coubee: ,...5:— ffﬁ“ Diate: ?,h f” —
[ e— i — 2
(=% 1
i
l_ufﬁf?f.’f“'! City Managar Signat.m. — IS —

Ry, #2 - 701 5-0523
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crver &
SAN JOSE Memorandum

CAPITAL OF SITICON VATLEY

TO: Federated City Employees” Retirement System FROM: Fon Eumar
Boards of Administration

SUBJECT: Investment Related Contract Renewal DATE: May 11, 2020
Digitally signed by Prabiu Patant
Approved Dl A ﬁ:ﬁmm&;ﬂ-us Date May 12, 2020

Draite- BO1LE 12 111554 LT

Recommendation

Diiscussion and approval for the Secretary to negotiate and execute an extension of the agreement with
Verus Advisory, Inc. on a month-to-month basis for $12,292/month basis until September 30, 2020.

Analysis

Verus Ackcisory, e Figk Achcizorsy Services Feb. 1, 2020 - Sept 30, 2020 $12.292/manth $100,000

WVerus Advisory, Inc . was hired in February 2017 to provide risk advisory services for the Federated City
Emplovees’ Retirement System. The current contract with Verus expired on Jarmary 31, 2020. Staff is
currently in the process of conducting a request for proposals for investment consulting services which
includes risk advisory services and anticipates concluding the process by September 2020. The anmual
retainer fee paid in quarterly installments to Verus is $147,500.

Conclusion

Staff recommends renewing the contract on a month-to-month basis for up to eight months at the current
rate of $12,292/meonth. The contract includes a thirty-day termination clause which provides the Boards
an option to terminate the agreement prior to expiration.

§ Digrally signed by Aon Kumar
R D oo Kurrar, o=C50 005
Ihvewmera, ou,
errai=ron kumanin oe oo, o=l S
Dt J000.08. 12 1151830 -07 00

Fon Kumar
Investment Operations Supervisor
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e £
SAN JOSE Memorandum

CAPITAT OF SITHOOMN WATLEY

TO: Police and Fire Department Retirement Flan FROM: FEFonEumar
Boards of Administration

SUBJECT: Investment Eelated Contract Renewal DATE: Aprl 28, 2020
Approved _ o e, =1 Date  04/28/2020

1 mai-pubhepalanrenjmecgor, U
& D NINL04 28 1437 37 000000

Recommendation

Dscussion and approval for the Secretary to negotiate and execute an extension of the agreement with
Verus Advisory, Inc. on a month-to-month basis for $12,292/month basis until September 30, 2020.

Background

Vs Ackcisory, e Figk Actrioory Services Feb. 1. 2020 - Sept 30, 2020 | $12 292/ mondh $100.000

Analysis

Verus Advisory, Inc . was hired in February 2017 to provide risk advisory services for the Police and Fire
plan. The current contract with Verus expired on January 31, 2020. Staff is currently in the process of
conducting a request for proposals for investment consulting services which includes risk advisory
services and anticipates concluding the process by September 2020. The anmual retainer fee paid in
quarterly installments to Verus is $147,500.

Conclusion
Staff recommends renewing the contract on a month-to-month basis for up to eight months at the current
rate of $12,292/month. The contract includes a thirty-day termination clause which provides the Boards

an option to terminate the agreement prior to expiration.

gty signad by Ron Kumar
D Cri=RAON Kumar, o=C50 OFS
Iretmenis, ou,

@l =0T LT G S AT Y
c=l5

r:.l‘: -1

Diate: FIHLOAIE 1432417 07O

Eon Eumar
Investment Operations Supervisor
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B M BOARD OF ADMINISTRATION
SANJOSE Meeting Minutes - Final

CAMTAL OF SLICTN WALLEY

Federated City Employees’ Retirement
System and Federated City
Employees’ Health Care Trust

Thursday, May 21, 2020 B30 AM

CALL TO ORDER & ROLL CALL

The Board of Administration of the Federated City Employees Retirement System met on Thursday, May
21, 2020 at 8:30 am. via Zoom meeting. Chair Castellano called the Pension Plan and Health Care Trust
meeting to order at 8:31 a.m. followed by roll call.
Present: 7 - Anurag Chandra, Jay Castellano, Qianyu Sun, Elaine Orr, Spencer
Horowitz, Mark Keleher and Julie Jennings

Trustee Keleher arrived at 8:40 a.m.

Council Liaison Dev Davis departed at 12:00 p.m.

Retirement Staff Present: Roberto L. Pefia (via Teleconference), Prabhu Palani (via Teleconference),
Barbara Hayman (via Teleconference), Benjie Chua-Foy (via Teleconference), Eran Amir (via
Teleconference), May Cheung, (via Teleconference), Brian Starr (via Teleconference), Christina Wang
[via Teleconference), Jay Kwon (via Teleconference), David Aung (via Teleconference), Ron Kumar (via
Teleconference], Ellen Lee [via Teleconference), Marti Zarate (via Teleconference), Michelle San Miguel
[vwia Teleconference), and Linda Alexander (via Teleconference).

Also Present: Harvey Leiderman, General and Fiduciary Counsel [via Teleconference); Danny Sullivan,
Verus Investments (via Teleconference), Marty Boyer, Communication Advantage (via Teleconference);

Tom lannucei, Cortex (via Teleconference).

AGENDA
OPEN SESSION

ORDERS OF THE DAY

The chair read the Ground Rules into the record:

1.As required by the Brown Act, all votes will be by roll call.

2. If you are not speaking, kindly place your microphone on mute to cut down on all
background noise.

3. On matters for discussion, | will call the Board members in order and each of you will have
a chance to speak, and more than once if you wish.

4. The Chair will give the public an opportunity to speak on each agenized

item and again at the end of the meeting, to speak on any other item not on the agenda that
is within the subject jurisdiction of the Board. If members of the public will wait to speak until
| invite public comment, that will help keep the process orderly for all.

The following changes were made to the Orders of the Day.
1. ltemn 1.5f, Waive Sunshine on 5-year Budget Projections for Federated Under Prepayment

BOARD OF ADMINIZTRATION Page 1
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Retirement System and Federated
City Employees’ Health Care Trust

Federated City Employees" Meeting Minutes - Final May 21, 2020

Survivership benefits to Veronica Iraheta, Spouse.

4. 2020. No survivorship benefits.

d. Notification of the death of Fred Marcella, Associate Engineer Technician, retired October 10,
1992 died Apnl 7, 2020. No survivorship benefits.

g, Notification of the death of Wilma L. Strickland, Senior Buyer, retired March 17, 2001, died
March 10, 2020. Survivorship benefits to Jinmy P. Strickland, Spouse.

f. Notification of the death of Gene Tague, Supervising Building Inspector, retired October 13,
2017, died March 16, 2020, Survivorship benefits to Jie Tague, Spouse.

d. Netification of the death of Raymond Watrous, Maintenance Supervisor, retired January 4,
1992, died December 29, 2019. No survivorship benefits.

3 INVESTMENTS

a. Oral update from the CIO of Retirement Services, Prabhu Palani.

C10 Palani updated the Board on the following:

-As of March 31st the plan was down Fiscal Year-to-Date -6.73% compared to a policy
benchmark of 6.3% and Year-to-Date for 2020 it was down -10.87T% compared to policy a
benchmark of -10.76%. Through yesterday the Federated Plan was down -4.1 %. We gained
140 bp due to timely action of the Boards. Meketa will give a detailed analysis of
performance.

“He encouraged the Board to read lbem 1.5d, an article from Financial Planning Magazine
showing performance differences.

He recommended the book "Reminiscences of a $tock Operator: The Investment Strategies
of Jesse Livermore™ that he is currently reading.

Trustee Keleher armived during this item.

2020.

C10 Palani introduced the item and Ron Kumar spoke to the attached memao and answered
questions from the Board. CIO Palani briefly explained that the request is for an interim

period and staff is reviewing responses to the RFP issued for general Investment consultants;
there is a scheduled meeting with the Chairs of the Investment Committee next week in

regard to the RFP and there will be a recommendation to the Investment Committee this
maonth. Staff requested to extend the contract with Meketa Investment Group on a month to
month basis for $28 334/month until September 30, 2020.

A motion was made for approval of the Secretary to negotiate and execute an extension of
the agreement with Meketa Investment Group on a menth-to-month basis for $28, 334/month

C. Notification of the death of Carrie Jessup, Librarian IT, retired November 7, 1992, died Febmary

b. Discussion and approval for the Secretary to negotiate and execute an extension of the agreement
with Meketa Investment Group on a month-to-month basis for $22,.334/month until September 30,

BOARD OF ADMINISTRATION Fage £
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Federated City Employees' Meeting Minutes - Final May 21, 2020
Retirement System and Federated
City Employees' Health Care Trust

C.
4.
5.
d.
b.

until September 30, 2020.
Approved. (M.5.C. OmHorowitz 7-0-0). The motion passed unanimously by roll call vote.

Discussion and approval for the Secretary to negotiate and execute an extension of the agreement
with Verus Advisory, Inc. on a month-to-month bases for $12,292/month basis until September
30, 2020.

Ron Kumar led the discussion regarding the request of an extension to the agreement with

Verus Advisory, Inc. on a month-to-month basis for $12, 2593/month basis until September 30,

2020. Mr. Kumar stated that the request is for an interim pericd while the RFP process

continues as previously stated.

A motion was made for approval of the Secretary to negotiate and execute an extension of
the agreement with Verus Advisory, Inc. on a month-to-month basis for $12,252/month basis
until September 30, 2020.

Approved. (M.5.C. KeleherChandra 7-0-0) The motion passed unanimously by roll call vote.

OLD BUSINESS-DEFERREDNCONTINUED ITEMS - NONE

NEW BUSINESS

Oral update from the CEO of Betirement Services, Roberto L. Pefia.

CED Pefia updated the Board on the following:

-The proposed Administrative Budget for FY 20-21 is scheduled to be approved at the June
16th City Council meeting. A more detailed report will come back to the Board for approval.
“0RS is conducting business as usual via online services. Limited staff check mail at the
office. Applications/payroll have been processed on time. 5taff is considering Zoom for group
counseling sessions.

-The City has said that it expects a $72 million drop in revenues for FY20.

“We are waiting for an update on the Shelter-in-Place. We will keep the Board apprised of
amy changes.

-CEOQ Pefia thanked ORS staff for their work and engagement working from home during this
timie.

Harvey Leiderman, Fiduciary and General Counsel updated the Board on the May 5, 2020
oral argument before the California Supreme Court in the “wested rights” cases involving
Alameda, Contra Costa and Merced county retirement systems.

Oral update from the City Council Liaison to the Board.

Dev Davis City Council Liaison updated the Board on the following:

ity Council will know more in August/September on potential options and actions to take
regarding the budget.

-COVID-19 impacts continue to affect the City with a $7.1 mil deficit for the current Fiscal Year
and a 9% anticipated revenue decline.

-Orwer 100 staff members from PRNS and the Library have been redirected to the food
distribution program providing almost three million meals per week to the community.

Ms. Davis acknowledged ORS for submitting a decreased department budget

Ms. Davis acknowledged the Board for allowing the pre-funding of retirement contributions
rates which saves $7_4 mil for the General Fund.

BOARD OF ADMINISTRATION Page 5
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| _ BOARD OF ADMINISTRATION

SANJOSE Meeting Minutes - Final

ML T Police & Fire Department Retirement
Plan and Health Care Trust
Thursday, May 7, 2020 B30 AM

MEETING TO BE HELD BY Z00OM CONFERENCE IN LIEU OF PHYSICAL LOCATION
Dial-In: 1-669-900-9128
Meeting [D: 921 2207 9576
Password: 018521

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Police and Fire Department Retirement Plan and Health Care Trust
met telephonically on Thursday, May 7, 2020 at 8:30 am. Chair Gardanier called the Pension Plan and
Health Care Trust meeting to order at 8:33 am. followed by roll call.

Present: 5- Mick Muyo, Eswar Menon, Andrew Gardanier, Franco Vado, Howard Lee,
Andrew Lanza, Vincent Sunzer and Richard Santos

Wacant, one Trustee.
Trustee Mick Muyo joined at 8:37 a.m. He experienced technical difficulty during the call which prevented
him from participating during the meeting.

Retirement Staff Present: Roberto L. Pefia (via Teleconference), Prabhu Palani (via Teleconference),
Barbara Hayman (via Teleconference), Benjie Chua-Foy [via Teleconference), Jay Kwon, (via
Teleconference), Brian Starr (viaTeleconference), Dhinesh Ganapatthian (via Teleconference), Christina
Wang (via Teleconference), David Aung (via Teleconference) Julie He [via Teleconference), Ron Kumar
[via Teleconference], Ellen Lee (via Teleconference), Marti Zarate (in the office), Michelle San Miguel (in
the office], Linda Alexander (in the office).

Also Present: Harvey Leiderman, General and Fiduciary Counsel (via Teleconference); Marty Boyer,
Communications Strategies (via Teleconference); Laura Wirick, Meketa Investment Group (via
Teleconference); Chris Theodor, Meketa Investment Group (via teleconference); Tom lannucei, Cortex
Consulting (via Teleconference); Cheryl Parkman, OER (via Teleconference).

AGENDA

OPEN SESSION

ORDERS OF THE DAY

Chair Gardanier read the following ground rules into the record for Orders of the Day.

= All wotes will be roll call votes.

= If you are not speaking, please be on mute to cut background noise.

* For matters where we must have debate, | will call the roll and you will each have a tum.
* The public will have an opportunity to speak on any item and make general comment on
any matter within our subject matter jurisdiction.

BOARD OF ADMINIZTRATION Page 1
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Police & Fire Department Meeting Minutes - Final
Retirement Plan and Health Care
Trust

May 7, 2020

ltem 2a was heard after 2b.

responded. CIO Palani also responded to questions from the Board.

ltem 2b was heard first.

30, 2020.

2c was heard after 2a.

to month basis for $28 334/month until September 30, 2020.

until September 30, 2020.

30, 2020.

previously stated.

C10 Palani intreduced the item for discussion and gave a brief recap of recent financial
market activity. Mr. Palani introduced Investment Officer Jay Kwon who presented the Fixed
Income Structuring and answered questions from the Board. Mr. Kwon stated that the Plan's
assets should be at Policy target with Fixed Income by the end of the month. Trustee Lee
asked Mr. Kwon for more information on emerging markets and core bonds; Mr. Kwon

C10 Palani intreduced the item for discussion. Laura Wirick from Meketa Investment Group
led the Board through the changes that have been made to the Investment Policy Statement
(IPS). The changes reflect recent decisions made by the Investment Committee and Board.

A motion was made to approve the changes to the Investment Policy Statement.

Approved. (M_5.C. Santos/Lanza 7-0) The motion passed unanimously by roll call vote.

C10 Palani intreduced the item and Ron Kumar spoke to the attached memo and answered
questions from the Board. CIO Palani briefly explained that the request is for an interim basis
and staff is reviewing responses to the RFP issued for general Investment and risk
consultants; there is a scheduled meeting with the Chairs of the Investment Committee next
week in regard to the RFP and there will be a recommendation to the Investment Committee
this month. S$taff requested to extend the contract with Meketa Investment Group on a month

A motion was made for approval of the Secretary to negotiate and execute an extension of
the agreement with Meketa Investment Group on a month-to-month basis for $28,334/month

Approved. (M_5.C. Mencn/Vado 7-0-0). The motion passed unanimously by roll call vote.

Ron Kumar led the discussion regarding the request of an extension to the agreement with
Verus Advisory, Inc. on a month-to-month basis for $12,282/month basis until Septemiber 30,
2020. Mr. Kumar stated that the request is for interim use while the RFF process continues as

b. Diseussion and action on updates to Investment Poliey Statement by Meketa Investment Group.

c. Discussion and approval for the Secretary to negotiate and execute an extension of the agreement
with Meketa Investment Group on & month-to-month basis for $28,334/month wntil September

d Discussion and approval for the Secretary to negotiate and execute an extension of the agresment
with Verus Advizory, Inc. on a month-to-month basis for $12,292/month basis until September
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Trust

A motion was made for approval of the Secretary to negotiate and execute an extension of
the agreement with Verus Advisory, Inc. on a month-to-month basis for $12,292/imonth basis
until September 30, 2020.

Approved. (M.5.C. Santos/Menon T7-0-0). The motion passed unanimously by roll call vote.

3 OLD BUSINESS CONTINUED-DEFERRED ITEMS - Mone

4, NEW BUSINESS

a. Oral update from the CEO of Eetirement Services. Foberto L. Pefia.

CED Pena presented the attached slides regarding the amendment to the Budget. He stated
that the City has asked Appointee Offices such as ORS to reduce their budget by 15-18% as
they are expecting a budget shortfall. The Office of Retirement Services was not asked to
reduce their budget, howewver they did ask that there be no changes to the total Budget from
the prior fiscal year, which is reflected in the attached slides. Mr. Pena indicated this was not
an action item at this meeting; the City Council will act first and then the Board will be asked
to adopt the final budget at a subsequent meeting.

CED Pefia updated the Board on the following:

-5taff is checking for mail and retirement paperwork. We are running business as usual,
remaotely.

“Retirement applications and payroll are being processed on time.

“Retirement Planning and Group Counseling has been postponed during this time. Staff is
waorking on possibly conducting Zoom Group Counseling meeatings in May.

“Budget Audit is up to date

-The public member recruitment application process closed on 55720, Two applications have
been received. The applications are in the City Attorney's Office for 14 days for a conflict of
interest check. CEQ Pefia is looking to have new Trustee on board at the August or
September P&F Board meeting.

City Council approved the CalPERS defined benefit plan for Investment professionals at ORS.

The Chair asked about the results of the California Supreme Court case on pension reform
that was heard on May 5, 2020. Harvey Leiderman, General and Fiduciary Counsel provided
an update on the case and spoke to the implications it has on pension reform efforts.

b. Oral update from the City Council Liaison to the Board.

City Council Liaison Pam Foley updated the Board on the following:

-COVID-19 related — The City established a partnership with the Santa Clara County to
distribute 2.5 million meals per week. They are also partnered with public and private
agencies around the Bay area for this cause.

-The budget shortfall is estimated to be about $110 million for the remainder of this fiscal year
and the next.

Budget study sessions will be held next week.

-There will be a hiring freeze for open full-time positions within the City. Temporary and
Part-Time workers will be furloughed. There are no planned budget cuts to Public Safety.
-CARES 2.0, the City has received roughly $176 million; there will be budget meetings to
document and allocate the money to use for COVID related expenses and to be sure the funds
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SAN JOS Memorandum

CAPTIAL OF SILHCON VALLEY

T Police and Fire Department Retirement Plan FROM: Prabhu Palani
SUBJECT: Consultant FFP Eecommendation DATE: TJune 1, 2020
Recommendation

a) Staff recommends awarding Meketa Investment Group a two-year contract with an
additional one-year option for general investment consulting services and authorizing the
Secretary to negotiate and execute a contract not-to-exceed $680,000/vear (split 50/50 with
Federated Plan).

b} Staff recommends awarding Verus Advisory, Inc. a two-year contract with additional one-
year option for risk consulting services and authorizing the Secretary to negotiate and execute a
contract not-to-exceed $250,000/vear (split 50/50 with Federated Flan).

Background

Both boards and staff have engaged with Meketa Investment Group as the Plans” general
investment consultant and Verus as the Plans’ risk consultant. Contracts for both firms expired
in February 2020 and have now been extended on a month-to-month basis till September 2020
Staff issued an REFP for combined general and risk consulting services in January 2020, It was
felt that combining both services may result in potential cost savings to the Plans’. Three firms
responded to our EFP requests — both incumbents as well as BV Kuhns.

Analvsis

Investment staff scored the consultants based on criteria identified in the FFF. Both incumbent
firms ranked highly for both general investment consulting and risk consulting services, and
staff was particularly impressed with the lead consultant for both firms. RV Kulins, while
impressive, finished third in our ranking process. In particular, staff felt that a combination of
the experience and skill set of both incumbent consulting firms was complementary and added
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value beyond what either of the firms could bring to the assignment if they served in dual
capacities. The results of staff’s analysis was shared with IC Chairs of both Plans” wheo were
generally in agreement with staff recommendations.

Howewer, it needs to be pointed out that the combined consulting services cost of engaging both
firms in separate roles at their current fees is $975,000. Hiring either Meketa or Verus, on a
standalone basis to serve as both the general consultant as well as fsk consultant could yield
savings of about $175,000.

The Joint IC at its meeting on May 26th, 2020 gave staff the latitude to negotiate with both firms
to potentially realize cost savings while also giving staff the option of utilizing one or both
consultants going forward. Trustees also pointed out the fact that staff had achieved
considerable cost savings in their custodian recommendation as well as the revised contract
with Albourne.

Since the IC meeting, staff has had the chance to negotiate with both consulting firms.
Following those negotiations staff recommends to the full board that we hire Meketa
Investment Group as a general investment consultant at the current rate of $680,000/year (for
both plans) and Verus as the risk consultant at a fee of $250,000/vear (for both plans), with
additional services negotiated by staff from both consulting firms.

Digitally signed by
B Prabhu Palani
=f"'iﬁ;§uk’ Date: 2020.06.01
16:41:16 -07'00¢

Prabhu Palani
Chief Investment Officer
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CITY COF m
SAN JOSE Memorandum

LAPTIAL OF SILICON VALLEY

TO: Federated City Employees’ Retirement System FROM: Prabhu Palani
Board of Administration

SUBJECT: Consultant EFP Recommendation DATE: Tumne 8 2020

Recommendation

a) Staff recommends awarding Meketa Investment Group a two-year contract with an
additional cne-year option for general investment consulting services and authorizing the
Secretary to negotiate and execute a contract not-to-exceed $680,000vear (split 50/50 with Police
and Fire Plan).

b) Statf recommends awarding Verus Advisory, Inc. a two-year contract with additional one-
vear option for risk consulting services and authorizing the Secretary to negotiate and execute a
contract not-to-exceed $250,000/vear (split 50/30 with Police and Fire Plan).

Background

Both boards and staff have engaged with Meketa Investment Group as the Plans’ general
investment consultant and Verus as the Plans’ risk consultant. Contracts for both firms expired
in February 2020 and have now been extended on a month-to-month basis till September 2020.
Staff issued an RFF for combined general and risk consulting services in Janumary 2020, It was
felt that combining both services may result in potential cost savings to the Plans’. Three firms
responded to our EFP requests - both incumbents as well as BV Kuhns.

Amnalvsis

Investment staff scored the consultants based on aiteria identified in the EFP. Both incumbent
firme ranked highly for both general investment consulting and risk consulting services, and
staff was particularly impressed with the lead consultant for both firms. RV Eulns, while
impressive, finished third in our ranking process. In particular, staff felt that a combination of
the experience and skill set of both incumbent consulting firms was complementary and added
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value beyond what either of the firms could bring to the assignment if they served in dual
capacities. The results of staff’s analysis was shared with IC Chairs of both Plans’ who were
generally in agreement with staff recommendations.

However, it needs to be pointed out that the combined consulting services cost of engaging both
firms in separate roles at their current fees is $975,000. Hiring either Meketa or Verus, on a
standalone basis to serve as both the general consultant as well as sk consultant could vield

savings of about $175,000.

The Joint IC at its meeting on May 26th, 2020 gave staff the latitude to negotiate with both firms
to potentially realize cost savings while also giving staff the option of utilizing one or both
consultants going forward. Trustees also pointed out the fact that staff had achieved
considerable cost savings in their custodian recommendation as well as the revised contract
with Albourne.

Since the IC meeting, staff has had the chance to negotiate with both consulting firms.
Following those negotiations statf recommends to the full board that we hire Meketa
Investment Group as a general investment consultant at the current rate of $680,000/year (for
both plans) and Verus as the risk consultant at a fee of $250,000/vear (for both plans), with
additional services negotiated by staff from both consulting firms.

Digitally signed by Prabh Patanl
-~ DN:cn=Prabhu Palan, o=C5)
Y U’L’ GHS.-:_LL
o q{f}-‘ emali=prabhupalani@sanjoseca.
lIn,' gow, c=LI5
Date: 2020.06.08 0332:18 0700
Prabhu Palani

Chief Investment Officer
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o BOARD OF ADMINISTRATION
SLNJ@ Meeting Minutes - Final

H— Federated City Employees’ Retirement
System and Federated City
Employees’ Health Care Trust

Thursday, June 18, 2020 B:30 AM

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Federated City Employees Retirement System and Health Care Trust
met on Thursday, June 18, 2020 at 8:30 a.m. via Zoom meeting. Chair Castellano called the Pensien and
Health Care Trust meeting to order at 8:34 am.

Present: 7- Anurag Chandra, Jay Castellano, Qianyu Sun, Elaine Orr, Spencer
Horowitz, Mark Keleher and Julie Jennings

Trustee O joined the meeting at 8:38 am.
Trustee Chandra departed at 10:02 am.
Council Liaison Dev Davis joined the meeting at 9:06 a.m. and departed at 12:30 p.m.

Retirement Staff Present via Teleconference: Roberto L. Pefia, Prabhu Palani, Barbara Hayman, Eran
Amir, Brian Starr, Christina Wang, Jay Kwon, David Aung, Arun Mallasivan, Ron Kumar, Dhinesh
Ganapathiappan, Ellen Lee, Marti Zarate, Michelle 5an Miguel, and Linda Alexander.

Also Present via Teleconference: Harvey Leiderman, General and Fiduciary Counsel; Laura
Wirick, Meketa Investment Group; Stephen MeCourt, Meketa Investment Group; Kaci Boyer, Neuberger

Berman; Tom lannucei, Cortex Consulting; Cheryl Parkman, Office of Employee Relations and Luther
Yost, Public Member.

CLOSED SESSION

The Board entered Closed Session at 8:38 a.m. Trustee O ammived during this item.

CLOSED SESSION AGENDA ITEMS WILL BE HEARD AT 8:30 A.M.

L CLOSED SESSION INVESTMENTS

A CLOSED SESSION: PURSUANT TO GOVEENMENT CODE SECTION 54936.81, TO
CONSIDEER. FUECHASE OF. SALE OF PARTICULAE. SPECTFIC PENSION FUND
INVESTMENTS (ONE INVESTMENT).

The Board came out of Closed Session at 8:51 am.

COPEN SESSION - will reconvene following Closed Session. estimated to be 9:00 a.m.

The Board reconvened into Open Session at 8:52 am. There was no reportable action out of

BOARD OF ADMINIZ TRATION Page 1
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Federated City Employees’ Meeting Minutes - Final June 18, 2020
Retirement System and Federated
City Employees' Health Care Trust

. Presentation of Calendar 1st Quarter 2020 Performanece Feport for Health Care Trust by Meketa
Investment Group.

Ms. Wirick presented and briefly discussed the Calendar 1st Guarter 2020 Performance Report
for the Health Care Trust. There were no questions from the Board.

e, Discussion and action on 2020-2021 Private Markets Pacing Flan by Staff.

ltem e was heard before ltem 3a as noted in the Orders of the Day.

Brian Starr, Senior Investment Officer and Dhinesh Ganapathiappan, Investment Officer
presented and led the discussion on the 2020-21 Private Markets Pacing Plan and answered
questions from the Board. Mr. Starr provided an overview of last year's Private Markets
Pacing Plan. Mr. Ganapathiappan spoke to the proposed pacing plan and referred the Board
to slide 13 for staff's recommendation for the upcoming fiscal year highlighted in yellow. He
also spoke to the deployment of commitments as shown on slide 14 of the attached
presentation.

A motion was made to approve the 2020-2021 Private Markets Pacing Plan by Staff.
Approved. (M.5.C. Chandra/Orr §-0-1) The moticn passed by roll call vote. Trustee Horowitz
abstained.

f. Discussion and action to authorize the Secretary to negofiate and enter into an agreement with
Alboumne America, LT.C, commencing Juby 1,2020.

Jay Kwon, Investment Officer led the discussion and reviewed the attached memo regarding
authorizing the Secretary to negotiate and enter into an agreement with Albourne America,
LLC, commencing July 1, 2020. Alboumne is currently operating on a month-to-month basis
under their existing contract as an Absolute Return Consultant. The Plans' usage of hedge
fund strategies has declined over the past several years, and is not forecasted to increase.
Staff recommends that Alboume's contract be restructured so that Albourne serves simply as
information provider, not as a consultant making investment recommendatiens, and no
longer serving as a fiduciary. The cost savings to the Plans would be significant and the new
confract would still provide Staff with the necessary resources to continue managing the
re-sized Absolute Return allocation. The contract allows the Plan to terminate the agreement
with sewven calendar days’ notice. Staff recommends that the Beards authorize the CIO to
negotiate and enter into an agreement with Albourne America, LLC, commencing July 1,
2020.

A motion was made for approval of the CIO to negotiate and enter into an agreement with
Albourne America, LLC, commencing July 1,2020.
Approved. (M.5.C. OmKeleher T-0-0) The motion passed unanimously by roll call vote.

a. Discussion and action to authorize the Secretary to negotiate and enter into agreement(s) for
consulting services.

Prabhu Palani, CIO led the discussion regarding authorizing the Secretary to negotiate and
enter into agreement(s) for consulting services. CIO Palani provided a brief background
history and answered questions from the Board. 5taff issued an RFP for combined general
and risk consulting services in January 2020. Combining both services may result in potential
cost savings to the Plans. The IC Chairs of both Boards agree with staff recommendations to
award new contracts for Meketa Investment Group as a general investment consultant at the

BOARD OF ADMINISTRATION Page &
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Federated City Employees’ Meeting Minutes - Final June 18, 2020

Retirement System and Federated
City Employees’ Health Care Trust

current rate of $680,000/year [for both plans) with a 3% raise at the end of 3 years with Laura
Wirick as the lead consultant and Verus Advisory as the risk consultant at a fee of
$250,000/year (for both plans) with Eileen Meill as the lead consultant, and with additional
services negoetiated by staff from both consulting firms. The Board discussed the cost split for
services. Counsel Leiderman proposed further discussion at the Joint Governance Committes
level and bringing a recommendation back to the Board.

A motion was made for approval of the Secretary to negotiate and enter into agreement(s) for
consulting services as presented in the attached memo with a modification to add a 3% raise

for Meketa Investment after 3 years.

Approved. (M.5_C. Horowitz/Jennings 6-0-0) The motion passed unanimously by roll call vote.
Trustee Chandra departed during this item, before the vote.

h. Drscussion and action to authonze the Secretary to negotiate and enter into an agreement for
custodian banking services, commencing Oetober 1, 2020.

Laura Wirick, Meketa presented and led the discussion regarding authorizing the Secretary to
negotiate and enter into an agreement for custodian banking services, commencing October
1, 2020. Ms. Wirick and Ron Kumar, Investment Operations Supervisor answered questions
from the Board. Meketa agrees with 5taff's recommendation to hire BNY Mellon as the new
custody provider.

A motion was made to authorize the Secretary to negotiate and enter into an agreement for
custodian banking services with BNY Mellon, commencing October 1, 2020.

Approved. (M.5.C. O Horowitz 50-1) The motion passed by roll call vote. Trustee Keleher
abstained. Trustee Chandra was absent.

4, OLD BUSINESS-DEFERRED/CONTINUED ITEMS - None

5. NEWY BUSINESS

a. Oral update from the CEQ of Retirement Services, Roberto L. Peda.

CED Pefia updated the Board on the following:

4ORS remains closed to the public due to Shelterdn-Place. 5taff continues to conduct
business wia online services.

-The annual external financial audit by Grant Thormton has started and is being done
remotely.

MO and the Office of Emergency Services have had discussions regarding planning for
employees to return to work in phases. There is no time table as of yet for when employees
will return to the workplace. CEQ Pefia is in support of staff to continue working remotely.

- Letters went out regarding new retirement contribution rates for members for next fiscal
year. The new rates will take effect July 17, 2020.

- Senior Internal Auditor, Allain Mallari has taken ancther job with the Office of Economic
Development. His last day will be June 19, 2020. CED Pefia gave kudos to Mr. Mallari for his
work on the S-year audit plan and framework.

- The City Council approved the budget in concept on June 18, 2020. it will be finalized at the
next Council meeting.

“LCheryl Parkman, OER gave an update on the CALAPRS Defined Benefit Plan for Investment
Staff. On Tuesday, June 18, 2020 the 2nd reading was approved by the City Council. The
effective date of the ordinance is July 26, 2020.

BOARD OF ADMINIZ TRATION Page 7
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) BOARD OF ADMINISTRATION

SANJOSE Meeting Minutes - Final

CAPTTAL OF SLECCM VALLEY Police & Fire Department Retirement
Plan and Health Care Trust
Thursday, June 4, 2020 B30 AM

MEETING TO BE HELD BY £Z00OM CONFERENCE IN LIEU OF PHYSICAL LOCATION
ZOOM.US
Dial In: 1-669-900-9128
Meeting ID: 978 1537 9444
Password: 436723

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Police and Fire Department Retirement Plan and Health Care Trust
met telephonically on Thursday, June 4, 20290 at 8:30 a.m. Chair Gardanier called the Pension Plan and
Health Care Trust meeting to order at 8:33 a.m. followed by roll call.

Present: 8- Mick Muyo, Eswar Menon, Andrew Gardanier, Franco Vado, Howard Lee,
Andrew Lanza, Vincent Sunzeri and Richard Santos

Vacant, one Trustee.

Trustee Howard Lee joined at B:40 am.

Council Member Pam Foley joined the meeting at 9:34 a.m. at the start of open session and departed the
meeting at 12:30 p.m.

Retirement Staff Present via Teleconference: Roberto L. Pena, Prabhu Palani, Barbara Hayman, Benjie
Chua-Foy, Katheryn Schaefer, Jay Kwon, Brian 5tarr, Dhinesh Ganapathiappan, Christina Wang, David
Aung, Arun Mallasivan, Ron Kumar, Linda Alexander, Marti Zarate, and Michelle San Miguel.

Also Present via Teleconference: Harvey Leiderman, General and Fiduciary Counsel; Jenni Krengel,
General and Fiduciary Counsel; Laura Wirick, Meketa Investment Group; Chris Thecodor, Meketa
Investment Group; Stephen McCourt, Meketa Investment Group; Kaci Boyer, Neuberger Berman; Eileen
Meill, Verus Investments; Tom lannucei, Cortex Consulting; Cheryl Parkman, OER; Jennifer Schembri,
CER; Bill Hallmark, Cheiron; Anne Harper, Cheiron; Mancy Hilu, Hanson Bridgett; B. Beekman, Public
attendee.

AGENDA

CLOSED SESSION

The Board entered Closed Session at 8:38 a.m.

CLOSED SESSION AGENDA ITEMS WILL BE HEARD AT 8:30 A.M.

L CLOSED SESSION INVESTMENTS

BOARD OF ADMINIE TRATION Page 1
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Palice & Fire Department Meeting Minutes - Final June 4, 2020
Retirement Plan and Health Care

Trust
a.
h.
3
4,
[i

Discussion and action to authorize the Secretary to negotiate and enter into agreement(s) for
consulfing services.

C10 Palani spoke to the item and answered gquestions from the Board. He stated that staff
issued a Request for Proposal (RFP) for General consulting services and Risk consulting
services. Meketa Investment Group, Vemnus Advisory and RV Kuhns responded to the RFP and
were interviewed and ranked based on criteria identified in the RFP. CIO Palani explained
that while RV Kuhns scored highly, the incumbent firms were ranked higher. Staff shared the
results of the RFP with the Investment Committee and were granted latitude to negotiate with
both firms for potential cost-savings. 5taff's recommendation is to engage both firms, as
outlined in the attached memo. CHO Palani pointed out that Recommendation A in the
attached memo to the Board, regarding staff's recommendation to engage Mekata Investment
Group, should include a 3% raise if the Board continues the agreement after 3 years. He also
went over cost-savings for adopting the recommended appreach for engaging the firms for
General and Risk Investment consulting.

A motion was made to approve staff's recommendation to engage Meketa Investment Group
and Verus Advisory as outlined in the attached memo, including the addition of the 3%
increase for Meketa Investment Group after 3 years.

Approved. (M.5.C. Lanza/Sunzeri 8-0-0) The motion passed unanimously by roll call vote.

Discussion and action to authorize the Secretary to negotiate and enter into an agreement for
custodian banking services, commencing October 1, 2020,

C10 Palani introduced Chris Theordor, Meketa Investment Group, and Ron Kumar who spoke
to the itemn and answered questions from the Board. Mr. Theordor presented Meketa's
analysis of the top three respondents to the Request for Proposal (RFP) for Custodian bank
services. Mr. Kumar provided a brief background on the Plan's current vendor and spoke to
the staff's recommendation to engage BNY Mellon for custodian bank services for the Plan
and Health Care Trust. Mr. Kumar noted that staff's curment vendor, State Street, responded to
the RFP with a revised proposal that lowered their rates, putting their fees under those of the
recommended vendor BNY Mellon. He said that even with the lower rates, staff is firm with
their recommendation to engage BNY Mellon as they expect to receive a level of quality
service that the current vendor will likely not be able to provide. Counsel Leiderman stated
for the record that he had no part in any communications, discussions, or negotiations with
BNY Mellen, he had recused himself completely from the RFP process as BNY Mellon is a
significant client of his finm.

A motion was made to authorize the Secretary to negotiate and enter in an agreement for
custodian banking services with BNY Mellon, commencing October 1, 2020.

Approved. (M.5.C. Santos/Lee 8-0-0) The motion passed unanimously by roll call vote.

OLD BUSINESS CONTINUED-DEFERRED ITEMS - Mone

NEWW BUSINESS

Oral update from the CEQ of Retirement Services. Foberto L. Pefia.

BOARD OF ADMINISTRATION Page 8
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Addendum No. One to
Consulting Agreement
Risk Advi Services

This Addendum No. One is made effective the 1*' day of February 2020, by and between Verus
Advisory, Inc., a Washington corporation, having its principal offices at 800 Fifth Avenue, Suite
3900, Seattle, WA 98104 [“Verus”) and San Jose Federated City Employees’ Retirement System
and San Jose Police & Fire Department Retirement Plan (the “Client(s)”), collectively the
“Parties,” with respect to the Consulting Agreement and Risk Advisory Services by and between
the parties dated effective as of February 1, 2017 {"Agreement”).

WHEREAS:

(a) By Agreement commencing February 1, 2017, Client(s) engaged Verus to provide
investment consulting and risk advisory services. The Agreement with Verus expired on January
31, 2020.

(b) Client(s) are currently in the process of conducting a request for proposals for
investment consulting services, which includes risk advisory services and anticipates concluding
the process by September 30, 2020.

(c) The purpose of this addendum is to reinstate and extend the Agreement dated
effective February 1, 2017 on a month to month basis for up to eight calendar months beginning
February 1, 2020, with automatic expiration on September 30, 2020 if no exercise of earlier
termination as provided in the Agreement occurs.

(d) By mutual agreement, the Parties desire to amend the fee schedule in Schedule C
of the Agreement to provide for the monthly retainer fee payable by each of the named clients
provided above.

NOW, THEREFORE, IT IS AGREED between the Parties that:

1. The attached Schedule C represents the monthly fee schedule for the services
delineated in Schedule A of the Agreement.

Except as expressly amended herein, all terms and conditions of the Agreement effective
February 1, 2017, shall remain in full force and effect.

AGREED to this 7th day of July 2020

San Jose FCERS and PFDRP Verus Advisory, Inc.
Eslgitaity ahgrad by Peatihu Palani ! 'I" ’
oh M-M»mﬂﬂﬂf‘;x ? / ;’f;{ _ -
By ::;Un:.mmnr_n i s 0T BV : A" 1 /ZJ{/
Prabhu Palani “Warren Spéncer
Title: Chief Investment Officer Titte: Chief Compliance Officer
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San Jogse FERS and PFDRP Verys Agreement Addendym No, One

SCHEDULE C
FEES

For the services agreed to be provided in this Agreement, each client agrees to pay Consultant a
manthly fee, payable menthly in arrears as follows:

5an Jose Federated City Employees’ Retirement System:  $12,292/month
San lose Palice & Fire Department Retirement Plan: 512,292 /manth

Total Monthly fee: 524,584/month

Page 2 of 2
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SAN JOSE

CAPITAL OF SILICON VALLEY

[] FORYOUR ELECTRONIC SIGNATURE CITY STAFF:

Py TO FoOLLOW
[] FuLy Executep Co STAFE EMAIL:

SCANNED SIGNATURE AUTHORIZATION

ToTaL PAGES:

DaATE:  July 7, 2020 (INcLUDING THIS PAGE) 3
CONSULTANT NAME: Verus Advisory, Inc.
EMAIL: wspencer@verusinvestments.com
PHONE: (206) 622-3700
;m;gme to use electronic signatures e

._f;/"_.-" o ;;i__r;?;
SIGNATURE OF CONSULTANT: [/ /)% %
i - 7

Fa
-

6IREETION5:

REVIEW THE ENCLOSED DOCUMENT, IF IT IS ACCEPTABLE!

1. SIGN THE DOCUMENT

2. CHECK THE BOX BELOW YOUR NAME AND SIGN AGREEING TO THE USE OF ELECTRONIC
SIGNATURES

3. SCAN YOUR EXECUTED DOCUMENT TOGETHER WITH THIS COVER PAGE IN BLUE Ik
4, EMAIL THE ENTIRE DOCUMENT TO (CITY STAFF EMAIL ADDRESS):

To BE COMPLETED BY CITY STAFF:
ALTERNATIVE METHODS OF VERIFICATION:
[] Usk oF A PAsSWORD PROTECTED VWEBSITE
[[] ConFirMED BY A KNOWN TELEPHONE NUMBER
[C] PersONALLY KNOWN TO CITY STAFF

200 East Santa Clara Street, San José, CA 95113-1905 tel. (408) 535-3500
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City of San José Contract/Agreement Transmittal Form

Route Order Attached / Completed Electronically Signed

TO:O City Attorney [ Insurance Certificates / Waivers ¥ Electronically Signed: Yes
| City Manager [0 Business Tax Certificate O Audit Trail Attached (if applicable)
¥ City Clerk OR. Retum to O Contacted Clerk re: Form 700 L Seanned Signature Authorization

Dept. (circle one) [ Supplemental Memorandums (if applicable): Select One

Type of Document: Amendment m Type of Contract: Other

REQUIRED INFORMATION FOR ALL CONTRACTS: Existing GILES # 662378-001

Contractor: Verus Advisory Inc
Address: 2321 Rosecrans Avenue, Suite 2250, El Segundo, CA 90245

Phone: 310-297-1777 Email- eneill@verusinvestments.com

Confract Description: agdendum 1 - Investment risk consulting services for Federated City Employees'
Retirement System and Police and Fire Department Retirement Plan

Term Start Date: 02/01/2020 Term End Date: 9/30/2020 Extension: Yes
Method of Procurement: N/A& RFE, BRFP or RFQ Mo Date Conducted:
Agenda Date (if applicable): Agenda lem Mo.:
Resolution No.: Ordinance Mo.:
Original Contract Amount: $885,000.00 Amount of Increase/Decrease: $200,000.00
Option# __ of Option Amount: NTE/Updated Contract Amount: $1,085,000.
Fund/Appropration:
Form 700 Required (Selection mandatary for processing): Select one  Rewvenue Agreement: Select one
Tax Certificate No.: Expiration Date:
Department: Fetirement (77)
Department Contact: Ron Kumar Customer (Finance Only):
MNotes:
= l7 i
Department Director Signature: Yo 117162020
Date
Office of the City Manager Signature:
Date

Updated Oclaber 2019
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CONSULTING & RISK ADVISORY SERVICES

This Agreement is made and entered into effective as of July 1, 2020 (the “Agreement”) by and between
Verus Advisory, Inc., a Washington corperation, having its principal offices at 999 Third Avenue, Suite
4200, Seattle, WA 38104 {"Consultant”), and San lose Federated City Employees’ Retirement System and
San Jose Police & Fire Department Retirement Plan [the “Client"), Chent hereby retains Consultant to
provide a comprehensive Investment Risk Solution with respect to Client's assets, inclusive of Risk
Advisory Services and a Risk Analytics System, as well as diligence reporting and other services as more
fully provided in Schedule A.

1. SCOPE OF SERVICES.

Congultant shall perform those services specified in detall in SCHEDULE A entitled “SCOPE OF SERVICES™,
which is attached hereto and incorporated herein. Additional services, which are not committed for by
Client at this time but may b requested by Client in writing in the future, are detailed in SCHEDULE B. The
addition of any additional sérvices outlined on SCHEDULE B, and the terms on which such additional
services are to be performed, will be documented in a separate written addendum to this Agreement
which shall be fully executed by Client and Consultant before effective.

2. STANDARD OF CARE FOR SCOPE OF SERVICE

Consultant shall perform the Scope of Services that it has agreed to hereunder with the care, skill,
diligence, and responsibility of a professional famillar with such matters and acting In a like capacity in
the conduct of an enterprise of like character with like alms at all times. Consultant is a fiduciary with
respect to its duties pursuant to this agreement. Notwithstanding any other provision in this agreement,
consultant’s Standard of Care is incorporated in and applies to each and every provision of this
agreement setting forth the services to be perfermed by Consultant and each and every such provision
s subject to the Standard of Care.

3. PRIMARY REPRESENTATIVE FOR CONSULTANT

CONSULTANT shall appoint Ms. Eileen Meill as its key personnel responsible for the account. If for any
reason Ms. Eileen Neill is unable or ceases 1o maintain primary responsibility for the account,
CONSULTANT shall provide notice to BOARD within 5 business days and propose 2 replacement
representative no later than 5 business days after such notice, which replacement shall be subject 1o BOARD
approval. ITCONSULTANT and BOARD are unable 1o agree upon a replacement within 10 business days
of CONSULTANT's notice in accordance with the preceding sentence, then BOARD may terminate this
Agreement immediately on written notice 1o Consultant.

CONG66407-000
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4. TERM OF AGREEMENT,

of SECTION 15 of this Agreement.

5. FEES.

with the Fee Schedule stipulated in SCHEDULE C.

6. METHOD OF PAYMENT.

Irvoees for fa2s shall bé payable within thirty (30 days of receipt.

J. CLIENT INFORMATION.

information furnished or representation made by such Representatives,

8. LIMITS OF RESPONSIBILITY.

The term of this Agreement shall be from July 1, 2020 to June 30, 2022, , inclusive, subjectta the pravisions

In consideration of the services to be renderad by Consultant, Client shall pay Consultant in accordance

Fees for professional services will be billed menthly in arrears, Each manth, Consultant shall furnish to the
Office of Retirement Services [“ORS") a statement of the scrvices for fees during the preceding reonth, A

Client agrees to provide, or cause its custodian bank, administrator, attorney, trustee, present or former
investment consultant, actuary, consultants, other third parties, or Investrment managers (hereinafter
referred to as “Representatives”) to provide Consultant with any and all the necessary and appropriate
information for Consultant (o begin wo perform s obligations under this Agreement. This Infarmation
includes liquidity needs, historical performance infermation, investment guidelines, and other pertinent
Infermation as requested by Consultant from time to time, including, without limitation. a written
summary of any Investment limitations or restrictions, If Client represents a Plan, Client agrees to provide,
or cause its Representatives to provide, Consultant (in addition to the information described in the
preceding sentence] with a copy of any applicable Plan documents, & list of any Investment restrictions
set forth tharein and 4 list of parties-in-interest with respect to the Plan, The Client, directly ar thraugh its
Representatives, alse agrees to inform the Consultant immediately of any change In circumstances
affecting the needs or goals of the Client, as the case mav be. Client understands that in providing its
sarvicas hereunder, Cansultant will rely on the information from Lime to time provided 1o it by Chent and
Client’s Representatives. Consultant shall not be required to verify any information abtained fram Client
er Client's Representatives. Consultant shall not be liable for the accuracy and completeness of

Consultant’s advice to Client pursuant to this Agreement is limited to the Risk Advisory Services and the
management of the Risk Analytics System as provided in SCHEDULE A. Client shall retain absolute
discretion over and responsibility for the implementation of Consultant's recommendations. Muthing
hesrein shall require Clignt to follow any recommendation provided by Consultant. Consultant makes it
recammendations based upon infermation abtained and analyred by a wide variely of public and private

2
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sources, including these provided by the Risk Analyties System. Although the information collected by
Cofmsultant s believed to be reliable and is compiled in accordance with accepted industry standards,
Consultant cannat guarantee the accuracy or validity of such infarmation.

Consultant will not manage Client's Assets or exercise any investrent discretion or perform any
discretionary trading with respect to the Assets. Consultant shall have no responsibility for voting any
proxies solicited by or with respect to issuers of securities in which the assets of Client may be invested
from time to time, Consultant and its employees will not render, or be respansible for rendering, any legal,
accounting or actuarial advice Lo Client ur prepare for Cllent any lagal, accounting of actuanal decument.

Alcheugh not currently included in the services 1o be pravided by this Agreement except as provided in
diligence reporting as provided in Schedule A, if Client has requested Consultant to assist it in the selection
of an investment manager, Consultant will recommend investrent managers (or mutual funds), which
appear to be suitable for Client, based upon Clicnt's stated investment objectives, risk/return
expectations and financial needs. Consultant does not assume any respansibility, nor shall it be lizble for
the conduct or the investment performance, either historical or prospective, of any investrent manage
recommended by Consultant and selected by Client. Censultant shall have no autharity to enter Inta any
agreement with any investment manager on behalf of, or otherwise bind Clisnt,

9. NONEXCLUSIVE RELATIONSHIP.

Client recognizes and acknuwledges Consultant performs risk advisory senices for various chants. Client
agrees Consultant is permitred 1o give aduvice and make recommendations to its ather clients that may
differ from advice ghven ar action taken with respect 10 Client even though the investment objectives may
be the same or similar. Nothing in this Agreement shall be deemed to in any way restrict the right of
Consultant to perferm risk advisory services or other services for any other person or entity, and the
performance of such services for others shall not be deemed to violate or give rise to any duty or
abligation to the Ulient or Plan.

10. INDEPENDENT CONTRACTOR.

It is understood and agreed that Consultant, in the performance of the work and services agreed to be
performed by Consultant, shall act as and be an independent contractar and not an agent or employee of
City of San Jose {"City”) or (ient: and as an independent cantractar, Cansultant shall obtain no rights te
retirement benefits or other bemelils which sccrue to City's employees, and Consultant héfaby expressly
waivies any claim it may have to any such rights

11. ASSIGNABILITY.
The parties agree that the sxpertise and sxperience of Consultant arc material considerations for this

Agreement. Lonsultant shall not assign or transfer any interest in this Agreement nor the performance of
any of Censultant's obligations hercunder, without the prior written consent of ORS, and any attempt by

3
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Consultant to so assign this Agreement or any rights, duties or obligations arising hereunder shall be void
and of na effect.

12, INDEMNIFICATION.

Consultant shall defend, indemnify and hold harmless ORS, its officers, employees and agents against any
clzim, loss or lizbility arising out of or resulting in any way from work performed under this Agreement due
to the frawd, bad faith, willful or negligent acts (active or passive) or omissions by Consultant's officers,
employees or agenis. The sceeptance of said sérvices and duties by ORS shall not operate as a waiver of
such right of indemnification

13. INSURANCE REQUIREMENTS.

Consultant warrants that it now has in full force and effect amd dgrees ta provide and maintain in effect a
palicy of liability Insuring Consultant against claims based upon alleged errars and omissions by Consultant
in the perfarmance of its responsibilities, such policy eing amd to be maintained it 36 amount of not less
than $10,000,000. in addition and if losses are not included in Consultant’s errors and emissions palicy,
Consultant shall have and maintain in full force and effect cyber liability insurance with data protection
liability insurance covering financial loss resulting or arising from acts, errors, or omissions in building,
custemizing, operating or maintaining the Risk Advisory and Risk Analytics System in an amount of no less
than 51,000,000 including damages it is obligated to Client ar any third party, which are sssociated with
any Security Breach (as hereafter defined) or loss of Personal Data, regardless of cause {including. without
limitation, Consultant’s negligence or gross negligense and unlawful third party acts). For the purposes of
this Agreernent , “Securlty Breach™ means (1) the fallure by the Consultant to properly handle, manage,
store, destroy or otherwise control, or the unauthorized disclosure by the CONSULTANT of: (Personal Data
or Financial Data in any fermat or (k) third party corporate information in ary format specifically identified
< confidential and protected under o confidentiality agreement or similar contract: and {2) an
unifténtional violation of the Consultant’s privacy policy or misappropriation that results in the violation
ef any applicable data privacy lows or regulations, or (3) any uther ae, EFFOr, oF omision by Consultant in
its capacity as such which is reasonably likely to result in the unauthorized diselosure of sensitive data.
Consultant further warrants that it now has in Tull furce and defect and agrees to maintain in effect a
crime theft policy or fidelity bend covered in the amount of 51,000,000 to protect client fram loss due to
any fraud or other dishonesty for which Censultant is responsible. Insurance shall be placed with insurance
carriers maintaining a rating of A- VIl ar higher by 4 M Best or Standard and Poor's.

Consultant shall furnish Client with current cartificates of insurance described in this Agreement, imluding
details of any deductble o reténtion amounts, Each Sub-Manager appointed by Verus pursuant to this
Agreement shall maintain an insurance policy protecting the Sub-Manager (and its officers, directors,
shareholders, partners and/or employees) against liability or loss for a breach of fiduciary responsibility,

Werus shall ot receive any remuneration, directly or indirecthy, from any Sub-Manager
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14, NONDISCRIMINATION.

Censultant shall net discriminate, in any way, sgainst any person on the basis of race, sey, color, age,
religion, sexwal orientation, actual or perceived gender identity, disability, ethnicity, ar national origin, in
connection with or related to the performance of this Agreement.

15. TERMINATION.

Thi Agreement may be terminated by Cllent or Consuitant. without cause and at willl, upnn
written natice by either party to the other. Termination will become effective 30 tays after recelpt
of such written notice. By mutual written agreement, the parties may establish a differant
effective date fer termination. Upon termination of this Agreement, to the extent there are
amounts owed by Client to Consultant {fees for professional services as provided in Section 3
above) upon the effective date of termination of this Agreement, Cllent agrees ta pay such
amounts to Consultant in the normal billing cycle under this Agreement without further notice or
demand. Anything hevein to the contrary notwithstanding, Client shall have the right te terminate
this Agreement, without penalty, within five business days of the date of the initial exccution of
thia Agreement by Client and 1o receive a full refund of all ameunts paid to Consultant,

If Consultant fails to perform any of its material obligations under this Agreement, in addition to
all ether remedies provided by law, Clent may terminate this Agreement immediataly upan
written notice,

Tha CED of Retirament Services is empowered to terminate this Agreement on behalf of Client

I the event of termination, Consultant shall deliver to Client copies of all reports, documents, and
other work performed by Cansultant under this Agreement, and upen receips thereaf, Client shall
pay Consultant for services performed incurred 1o the date of termination.

16. GOVERNING LAW.

Clignt and Censultant agree that the law governing this Agreement shall be that of the State of Califurnia,
without regard to the provisions, policles or principals thereof relating to cholce or conflict of laws.

17. COMPLIANCE WITH LAWS.
Consultant shall comply with all applicable laws, ordinances, codes and regulations of the federal, state and

local governments including having ary bonds or insurance as may be applicable by any regulating federal,
state or local governments.
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18, COMFIDENTIAL INFORMATION,

All data, documents, discussions or other information developed o recwived by or for Consultant in
performance of this Agreement are confidential and not to be disclosed to any persnn excapt as autharizad
in writing in advance by Client, or as required by applicable law.

15. OWNERSHIP OF MATERIALS,

All reports, documents or other materials developed or discoviered by Consultant or any other person
engaged directly or indirectly by Consultant to perform the services required hercunder shall be and
remain the properly of Client without restriction of limitation upon their use.

20. WAIVER.

Consultant agrées that waiver by Client of any breach or violation of any term or condition af this
Agreemant shall not be deemed to be a walver of any other term or condition currtained berain ar 2 Waler
of any subsequent breach or vielation of the same or any ather term or conditinn The acceptance by Clignt
of the perfermance of any work or services by Consultant shall not be deemed 1o be & waiver of any term
or condition of this Agreement.

. CONSULTANT'S BOOKS AND RECORDS.

4. Consultant shall maintain any and all ledgers, books of account, invoices, vouchers, cancelled
chechs, and other records or documents evidencing or relating to charges for services, or
expenditures and disbursements charged to Client for a minimum period of three (3) years, or for
any longer period required by law, from the date of final payment to Consultant pursuant to this
Agrepment

E. Consultant shall maintain all documents and records which demonstrate perfurmance under this
Agreement for a minimum period of three (3) vears, or for any longer periad required by law, fram
the date of termination or completion of this Agreement.

C. Any records or documents required to be maintained pursuant to this Agreement shall be made
available for inspection or audit at no cost ta Cliant, at any time during regular business hours,
upon written request by the CEO, or a designated represeitative. Uoples of such documents shall
be provided to Client for inspection at their offices when it is prastical to do so. Othe rwise, unless
an alternative is mutually agreed upsn, the records shall be available at Consultant's address
indicated for receipt of notices in this Agreement.

D. Whers Client has reason to balieve that such records or documents may be lost or discarded due
to dissalution, disbandment or termination of Consultant’s business. Client may, by written
request by any of the above-named officers, reguire that custody of the records e given to Client

b
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and that the records and documents be maintained in their offices. Access to such records and
documents shall be granted to any party authorized by Consultant, Consultant's representatives,
or Conjultant's successor-in-interest,

22, COMNFLICT OF INTEREST.

Consultant shall avoid all federal, state or applicable city prohibited conflicts of interest and use it best efforts
to avoid an appearance of conflict of intarest and to remedy an appearance of & conflict in Interest when
it becomes known In performance of this Agreemaent.

Cansultant shall file an Assuming Office Disclosure Statement of Economic Interests (Form 700) entitied
“DISCLOSURE STATEMENT.” Such statement shall be filed within thirty {30) days of the date of this
Agreement and annually thereafter by the first of April. Upon termination of this Agreement, Consultant
shall file a Leaving Office Disclosure Statement of Econemic Interest (Form 700].

3. GIFTS.

A, Consultant is Famillar with City's prohibition against the acceptance of any gift by a City officer or
designated employee, which prohibition is found in Chapter 12.08 of the $an Jose Municipal Code,

B, Consultant agroes not to offer any City or ORS ullicer, board member ar emplovee any gift
prohibited by said Chapter.

€. The offer or giving of any gift prohibited by Chapter 12.08 shall constitute a materal breach of this
Agreement by Consultant. In addition to any other remedies City or Client may have in law or
equity, Client may terminate this Agreement for such breach as provided in SECTION 15 of this
Agreement.

24. DISQUALIFICATION OF FORMER EMPLOYEES.

Consultant is familiar with the provisions relating to the disgualification of former officers and em ployees
of City in matters which are connected with former duties or official responsibilities as set forth in Chapter
12.10 of the 5an Jose Municipal Code [“Revalving Door Ordinance”). Censultant shall not utilize cither
directly or imndirectly any offlcer, emploves, oF agent of Censultant to perform services under this
Agreement, if in the perfarmance of such services, the officer, employee, or agent would be invielstion of
the Revalving Door Ordinance.

25. NOTICES.

All notices and other communications required or permitted to be given under this Agreement shall he in
writing and shall be personally served or mailed, postage prepaid and returm receipt reguested, addressed
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o the respective parties as follows:

Ta Clignt:
Inwestment Program
Office of Retirement Services, City of San Jusé
1737 North First Street, Suite 600
San José, CA 95112
To Consultant:

Verus Advisory, Inc.

Y94 Third Avenue,

Suite 4200

Seattle, Washington 98104
Attn: Shelly Heler, President

Notice shall be deemed effective on the date personally delivered or, if mailed, three (3) days after deposit
in the mail.

26. VENUE.

Consultant hereby agrees thar Client may he subjected to suit anly in the courts of San Josd, California. In
the event that sult shall be braught by either party to this contract, the parties agree that venue shall be
exclusively vested In the state courts of the County of Santa Clara, or if federal jurisdiction is apprepriate,
exelusively in the Unitéd States District Lourt, Northern District of Calitornla, 5an Jose, Calitornia,

27. PRIOR AGREEMENTS AND AMENDMENTS.

This Agreement, including all Schedules attached hereto, represents the entire understanding of the
partics s to those matters conteined herein. No prior oral or written understanding shall be of any Terce
or effect with respect to those matters covered hereunder. This Agreement may be modified only by a
wrritten amendment duly executed by the parties to this Agreenment

AGREED to this 7th day of July, 2020.

1 G ially dgned by Prabhu Melani
= F T i Prabibe Baland g8 DR, gy,
imail=prabhu paleni@senioseon oo, =il
Dt 200070 1607410 0700

Ry
Prabhu Palani

Chief Investment Officer

Title
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AGREED AND ACCEPFTED:
‘ferus Al:iws:-r'-.- Ir;F

W/

By ¥ / //1 Al—
Er'fm'qwf .'"'.":- €L

./.
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SCHEDULE A
SCOPE OF SERVICES

1. RISK ADVISORY SERVICES

Consultant agrees to provide Client with Risk Advisory and Risk Analytics stipulated in this Schedule A.
Consultant will offer advice to ORS and the Boards solely in the interest of the plan participants and
heneficiaries of San Jose Federated City Employees’ Retirement System (“FCERST) and the 5an lose Pollce
& Fire Department Retirement Plan ("PFORP"). The risk advisory services provided shall be for the
investment Program’s four assets pools, which include Pension assets and Health Care Trusts assets fof
bath FCERS and PFORP.

2. RISK ANALYTICS SYSTEM SERVICES

Consultant agrees to manage a Risk Analytics System thal is capable of comprebensively modelling a rish
of complas, highly diversified asset pools at multiple levels, including the investment manager. sub-asset
class, asset class, and total plan levels across 558t classes. The Risk Analytics System, while managed by
Consultant, will be made available to Client through a web-based interface. It is the intent af Consultant
ta utllize MSCI, Inc. to provide BarraOne risk analytics and BarraDne risk management services.

3. RISK MAMNAGEMENT PROCESS

A, Consultant shall manage the development of a risk policy to be incorporated into the Client's
investment palicy statement through Interaction with Client and by aligning of the Client's
investment enterprise objectives with the ongoing decision about portfolio implementation and
development.

B. Consultant shall provide Risk Analytics reporting through the Verus propriety Risk Dashboard, a
system used for caleulating and communicating the level and nature of risk in the client’s portfolio.
It iz intended that the Risk Dashboard and risk analytics provided are an Integration of the Client's
Risk Policy Statement with Clients existing purtfolio of investments and Investment Policy
Statements.

C. It is understood that in addition to a number of techmologics utilized to produce the Risk
Dashboard, Verus will utilize M5CI's BarraOne analytical toolset.

0. Concultant shall provide training, support and guidance an report usage and interpretation.

10
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E. Consultant shall support Client in incorporating risk measurements in the investment process
Such communication shall include working with Client to determine the appropriate allocation t6
risk and return drivers,

4. RISK POLILY

After assessment of the organization's Enterprise Risk Talerance, Consultant shall make recom mendations
to the Client and assist in tha ereation of 3 risk managament policy to be integrated into the Investment
Policy Statement,

5. DATA MANAGEMENT

A, Coensultant shall be accountable to Client and responsible for the data management process.
Clienl's involvement and responsibility shall be limited to thosc aspects of the precess ta provida
a deeper understanding of the most material aspects of the system and its implementation.

B, Consultant shall engage with MSCI BarraOne in its role and responsibilities as Consultant to Client
to provide the services under this Agreement,

C. Client shall be supported by dedicated data management individuals at both Consultant and M5CI
and M5! will assign a dedicated Managad Services contact to interfare with Consultant regarding
the design and execution of the data management procesaes.

6. RISK REPORTING
A, Consultant shall provide manthly risk dashboard reports.

Cansultant shall also provide training and education ta Client as is reasonable to empower Client to design
and prepare sdeitional reports from the risk dashboards. Specific training on the Barra platform is to be
provided by Rarra; provided, however, Consultant is willing to assist in this process in connection with the
training and education provided to Client vn the design and preparation of risk deshbeard reperts.
B. Consultant will actively engage with Client on the design and implementation of risk reports and
provide Client with education and training on using BarraOne as is appropriate to utilize our
combined abilities to create 3 “culture of risk” acrnss thie organization.

7. TRAINING, EXTRA RESOURCES AND VIEWS

Consultant shall be responsible for ongoing risk management training, education, and presentations, as
reasonably needed. The training and education may be provided via conference calls, webinars and in-
person meetings. The costs of attending such mectings shall be borne selely by Consultant.

11
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8: RISK ANALYTIGS SYSTEM.

Clignt shall cnter into agreement with Barra, LLC ("Barra®], whose ultimate parent company is MSCI Inc,
{“MSCI"), to provide the analytic tool set described in this Agreement. Consultant shall ebtain such
permission or enter into such agreement with Barra, LLC to gain unfettered access to the tools provided
pursuant to the Barra contract entered into by Client to facilitate providing the services contemplated in
this agreement. It is understood that a contract directly between Barra, LLC and Client, enables Barra, LLC
i prowide training on the Barra systems directly to the Client. Verus will make its best efforts to minimize
fees assoclated with Its rizk system and any assoclated index Heensing fees,

9, DILIGENCE PREPORTING

Upon request from Client, Consultant shall promptly provide available investment due diligence,
operational due diligence reports, and investment monitoring reports.

Additienally, Consultant shall provide a report on a quarterly basis of the managers {or mutual funds),
which appear to be suitable for Client and that have met Consultants’ reguired quality thresholds for
investment and operational due diligence through approval by the Consultant’s Investment Committes,
Alternatives Investment Committee or Peer Review sub-committees and thereby approved for
disclosure ta Consultant’s cliemts, it s understood that this eniverse of managers (or mutual funds) w be
disclosed is broader than the traditional “Focus List” Cansultant will highlight these investments that
rraditionally would nave passed the standards to be placed on 3 "Focus List”

12
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SCHEDULE B
ADDITIONAL SERVICES NUT UNDER THIS AGREEMENT

The following 15 a list of sérvices and related fees not stipulated under this agreement. Client agrees to
pay Consultant provided that Client engages Consultant on such projocts prier to the commencement of
work and that Client approves in advance the additional expenditure. Fees will be based on scope of the
services provided and agreed.

Provide “Direct” hedge fund and private equity portfolio development and manager selection.

Conduct an Assel=Liabilily study.

Assume responsibilivy for executing investment decisions as a discretionary consultant or
OCI0, within the parameters set forth by Client the including manager selection and partfolio
construction (standard fee structure begins at 30bps on the first $100 million.

Provide manager fee negotiation and implementation assistance.

Provide litigation support and other administrative services when authorized by Client for the
following hourly rates:

Senior Consultant 5450/ hour
Consultant 5400/ hour
Associate 5200/ hour
Analyst 150/ hour

Consultant shall furnish Clent with apprapriate hourly detall to justify bills submitted.

13
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SCHEDULE C
FEES

For the services agreed to be provided in this Agreement, client agrees to pay Consultant an annual fee
of Two-Hundred-Fifty-Thousand Rellars {$250,000) por annum.

14
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oo &
SAN JOSE

CAPITAL OF SILICON VALLEY

[] FOR YOUR ELECTRONIC SIGNATURE CITY STAFE:

FuLLy ExecuTeD Cory TO FOLLOW
O STAFF EmaiL:

SCANNED SIGNATURE AUTHORIZATION

ToTaL PAacES:
DATE: July 7, 2020 (INCLUDING THIS PAGE) 3
CONSULTANT NAME: Verus Advisory, Inc.
EMAIL: wspencer@verusinvestments.com
PHONE: (208) 622-3700
»
/1 agree to use electronic signatures

'Il‘ ; )":

yd
A A vr ,-Jf’j""..’,j >
SIGNATURE OF CONSULTANT: /" ; ,ff‘ -ﬂ/ //’“
Ay

A

6IRECTION5:

REVIEW THE ENCLOSED DOCUMENT, IF IT IS ACCEPTABLE!

1. SIGN THE DOCUMENT

2. CHECK THE BOX BELOW YOUR NAME AND SIGN AGREEING TO THE USE OF ELECTROMIC
SIGNATURES

3. SCAN YOUR EXECUTED DOCUMENT TOGETHER WITH THIS COVER PAGE 18 BLUE Ik
4. EMAIL THE ENTIRE DOCUMENT TO (CITY STAFF EMAIL ADDRESS).

To BE COMPLETED BY CITY STAFF:
ALTERNATIVE METHODS OF VERIFICATION:
[ ] Usk oF A PAsSWORD PROTECTED WEBSITE
[[] CoNFIRMED BY A KNOWN TELEPHONE NUMBER
[[] PErsoNALLY KNOWN TO CITY STAFF

200 East Santa Clara Street, San José, GA 95113-1905 tel. (408) 535-3500
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City of San José Contract/Agreement Transmittal Form

Route Order Attached / Completed Electronically Signed

TO:L City Attorney [ Insurance Certificates / Waivers 71 Electronically Signed: Yes
1 City Manager O Business Tax Certificate [ Audit Trail Attached (if applicable)
¥] City Clerk OR Retumn to [0 Contacted Clerk re: Eorm 700 U Scanned Signature Autherization

Dept. (circle one) [ Supplemental Memorandums (if applicable): Select One

Type of Document: New Contract m Type of Contract Other

REQUIRED INFORMATION FOR ALL CONTRACTS: Existing GILES # 666407-000

Contractor: Verus Advisory Inc
Address: 2321 Rosecrans Avenue, Suite 2250, El Segundo, CA 90245
Phone: 310-297-1777 Email- eneill@verusinvestments.com

Contract Description: |nyestment risk consulting services for Federated City Employees' Retirement
System and Police and Fire Department Retirement Plan

Term Start Date: 07/01/2020 Term End Date: 6/30/2022 Extension: No
Method of Procurement: N/A RFB, RFP or RFQ No.: Date Conducted:
Agenda Date (if applicable): Agenda [ltem No.:
Resolution No.: Ordinance No.:
Original Contract Amount. $500,000 Amount of Increase/Decrease:
Option# __ of Option Amount: NTE/\pdated Contract Amount: $500,000
Fund/Appropnation:
Form 700 Required (Selection mandatory for processing): Select one Revenue Agreement: Select one
Tax Certificate No.: Expiration Date:
Department: Retirement (77)
Department Contact: Ron Kumar Customer (Finance Only):
Motes:
—~ ﬁ.;/.{'}. |~
Department Director Signature: \EW Lligzozn
Date
Office of the City Manager Signature:
Date

Updated Oclober 2019
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e 7
SAN JOSE Memorandum

CAPITAL OF SILOON VATLEY

TO: Federated City Emplovess’ Eetirement System FROM: FEon Fumar

Police and Fire Department Retirement Plan
Boards of Administration

SUBJECT: Investment Related Contract Eenewals DATE: July 23, 2020
Approved Lot imrrenuran ocoom o, Date  July 23, 2020
Y et emal=prabiu pakan granjosaca gov, c=US

Datg: 20200733 T 433 0700

Recommendation
a) Discussion and approval for the Secretary to negotiate and exscute a three-year extension of the
agreement with JP Morgan for $10,000 per vear.

b) Discussion and approval for the Secretary to negotiate and execute a two-year extension of the

agresment with Barra, LLC for $157,500 per vear.

Background

Expiration Term Extension Annual Fee Not-to-Exceed
JF Morgan Data Services Angust 21, 2000 3 years $ 10000 & 33,00
Barra, LLC Data Services June 1, 2020 2 years $ 157500 % 330,000

5an Jose Federated City Emplovees’ Refirement and Police and Fire Department Retirement Plan are
contracted with above firms for investment related data services. JP Morgan provides access to the indices
used for benchmarking the Emerging Market Debt strategies. The current agreement with JP Morgan
expires on August 20, 2020,

Barra, LLC provides data services related to the risk analytics of the plans’ portfolios. The data is used in
conjunction with Verus's risk analytics. Following an EFP process, the Boards elected to rehire Verus as the
plans’ risk consultants in June 2020. The renewal of Barra’s agreement will coincide with the term of Verus's
agreement. The annual fes for the above contracts is shared betwesn the two plans.

Conclusion

5Staff recommends approval of the above recommendations.

Al Date:
2020.07.23
10:15:02 -07'00'
Eon Eumar

Investment Ops Supervisor
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M BOARD OF ADMINISTRATION
i
S‘ANJOSE Meeting Minutes - Final
CAFTAL CF SLICTE WhLLE

Federated City Employees’ Retirement
System and Federated City
Employees' Health Care Trust

Thursday, August 20, 2020 B30 AM

The Board of Administration of the Federated City Employees Retirement System and Health Care Trust
met on Thursday, August 20, 2020 at 8:30 am. via Zoom meeting. Chair Castellano called the Pension
and Health Care Trust meeting to order at 8:32 am.

Present: 7 - Anurag Chandra, Jay Castellano, Qianyw Sun, Elaine Orr, Spencer
Horowitz, Mark Keleher and Julie Jennings

Retirement Staff Present via Zoom: Roberto L. Pefia, Prabhu Palani, Barbara Hayman, Eran Amir, Brian
Starr, Christina Wang, Jay Kwon, Arun Mallasivan, Ron Kumar, Dhinesh Ganapathiappan, Ellen Lee,
Marti Zarate, Michelle San Miguel, and Linda Alexander.

Also Present via Zoom: Jenni Krengel, General and Fiduciary Counsel; Laura Wirick, Meketa Investment
Group; Stephen McCourt, Meketa Investment Group; Jared Pratt, Meketa Investment Group; Chris
Theordor, Meketa Investment Group; Tom lannucei, Cortex Consulting; Lisa Perez, SJPD; Randy
Schriefer, SJPD; Dr. Susan Tierman, Board Medical Advisor; Russ Richeda, Disability Counsel; Vito
Maletta, Disability Applicant; Elsa Cordova, Retumn to Work Coordinator.

Trustee Orr joined the meeting at 8:37 am.
Council Liaison Dev Davis joined the meeting at 3:32 a.m. and departed at 1:00 p.m.
General and Fiduciary Counsel Jenni Krengel departed at 9:26 a.m.

CLOSED SESSION

The Board entered into Closed Session at 8:33 am.

CLOSED SESSION AGENDA ITEMS WILL BE HEARD AT 8:30 A.M.

L CLOSED SESSION NEW BUSINESS-DEFERREDCONTINUED ITEMS

A, CLOSED SESSTON: PUBLIC EMPLOYEE PERFORMANCE EVALUATION PURSUANT
TO GOVERNMENT CODE SECTION 34957(b}1). Position: Chief Executive Officer

B. CLOSED SESSION: FUBLIC EMPLOYEE PERFORMANCE EVALUATION PURSUANT
TO GOVERNMENT CODE SECTION 34937 (b)1). Position: Chief Investment Officer
The Board came out of Closed Session at 9:36 am.

OPEN SESSION - will reconvene following Closed Session, estimated to be 9:30 a.m.

BOARD OF ADMINISTRATION Page 1
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Retirement System and Federated
City Employees’ Health Care Trust

Federated City Employees’ Meeting Minutes - Final August 20, 2020

d. Discussion and approval for the Secretary to negotiate and execute a two-year extension of the
agreement with Barra, L1.C for risk system data for $157,5300 per year shared 50/50 with Police
and Fire Department Plan.
ltem 4c & ltem 4d were heard together.

Mr. Kumar spoke to the item and answered questions from the Board. Barra, LLC provides
data services related to the risk analytics of the plans” portfolios. The data is used in
conjunction with Verus's risk analytics. The rates have not increased from the last renewal.
A motion was made to approve the Secretary to negotiate and execute a two-year extension
of the agreement with Barra, LLC for risk system data for $157,500 per year shared 50050 with
Police and Fire Department Plan.

Approved. (M.5.C. KeleheriSun T-0-0) The motion passed unanimously by roll call vote.

5. OLD BUSINESS-DEFERREDVCONTINUED ITEMS

a. Dhscussion of potential topics for the Federated Strategic Planning meeting in September.

CED Pefia introduced the item and Tom lannucci, Cortex Consulting. Mr. lanucci shared the
background of past Board Retreats. He reviewed the draft agenda and asked for the Boards
input on the topics presented. The Board gave their feedback and directed Mr. lannucci on
topics for the Strategic Planning meeting agenda.

B. NEW BUSINESS

a. Oral update from the CEQ of Refirement Services, Foberto L. Pena.

CED Pefia updated the Board on the following:

-0ORS 5taff continues to conduct business remotely and can expect to do so through the end of
the calendar year.

-5taff is able to chechout equipment from the office while working from home.

“Mew laptops will be purchased for staff which was included as part of the budget process.
-The Board and Committee agendas will now include COVID -19 language.

-The "Moo Known Conflict of Interest” forms are due in September. Staff will send a reminder
email.

-CEOQ Pefia publicly thanked both Board Chairs and Cheryl Parkman for their work during the
process for the CALPERS Defined Benefit Plan for Investment Staff.

- Senior Internal Auwditor recruitment is open until September 2, 2020.

-This year the ORS Health Fair will be held virtually. In person flu shots have been cancelled.
Harvey Leiderman, General Counsel will send an email to Trustees regarding the California
Supreme Court decision on retiree vested benefits.

b. Oral update from the City Council Liaison to the Board.

Council Liaison Dev Davis updated the Board on the following:
Mo budget news. Next update will be in September.
Lity Employees will continue working from home through the end of the year.

BOARD OF ADMINIZTRATION Page @
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BOARD OF ADMINISTRATION
CITY OF E

SANJOSE Meeting Minutes - Final

CARTTAL OF SLEON WALLEY

Police & Fire Department Retirement
Plan and Health Care Trust

Thursday, August 6, 2020 B30 AM

MEETING TO BE HELD BY Z00M CONFERENCE IN LIEU OF PHYSICAL LOCATION

ZOOMm.us
Dial In: +1 669 900 9128 US {San Jose)
Meeting ID: 990 5714 1594
Password: 244463

Andrew Gardanier, Chair, Fire Active Rep (Term Expires 11/3023)
Drew Lanza, Vice-Chair, Public Member (Term Expires 430v23)
Sunita Ganapati, Trustee, Public Member (Term Expires 11/30/22)
Howard Lee, Trustee, Public Member [Term Expires 11/30/22)
Eswar Menon, Trustee, Public Member (Term Expires 11/30/22)
Nichk Muyo, Trustee, Police Retiree Rep (Term Expires 11/30/20)
Richard Santos, Trustee, Fire Refiree Rep (Term Expires 11/30V22)
Vincent Sunzeri, Trustee, Public Member (Term Expires 11/320¢V20)
Franco Vado, Trustee, Police Active Rep (Term Expires 11/30/21)

Pam Foley, City Council Lizison fo the Board
Harvey Leiderman, General and Fiduciary Counsel
Roberto L Pefia, CEQ, Office of Retirement Services

AGENDA

CALL TO ORDER AND ROLL CALL

The Board of Administration of the Police and Fire Department Retirement Plan and Health Care Trust

met telephonically on Thursday, August 6, 2020 at 8:30 am. Chair Gardanier called the Pension Plan and
Health Care Trust meeting to order at 8:33 am. followed by roll call. Chair Gardanier welcomed new
Trustee Sunita Ganapati to the Board.

Present: 9- Nick Muyo, Eswar Menon, Andrew Gardanier, Franco Vado, Howard Lee,
Andrew Lanza, Vincent Sunzeri, Richard Santos and Sunita Ganapati

BOARD OF ADMINIZTRATION Page 1
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Paolice & Fire Department Meeting Minutes - Final August &, 2020
Retirement Plan and Health Care

Trust
C.
d.

4,

5
.

C10 Palani introduced Chris Theordor, Meketa Investment Group, who presented the 4th
Quarter 2019 Private Markets report and answered questions from the Board. Mr. Theordor
also briefly spoke to early 2020 figures.

Discussion and approval for the Secretary to negotiate and execute a three-year extension of the
agreement with JP Margan for Emerging Market Debt benchmarking data for $10,000 per year
shared 30/30 with Federated System.

ltem 3c and 3d were heard together.

C10 Palani intreduced Ron Kumar who spoke to the proposed contract renewals and
answered questions from the Board. Mr. Kumar explained that the Plan is contracted with JP
Morgan and Barra, LLC for investment related data services. JP Morgan provides access to
the indices used for benchmarking the Emerging Market Debt strategies while Barra, LLC
provides data services related to the risk analytics of the plans' portfolios. The data is used in
conjunction with Verus's risk analytics. The annual fee for the proposed contract renewals
will be shared between the two plans.

A motion was made to authorize the Secretary to negotiate and execute a three-year
extension of the agreement with JP Morgan for Emerging Market Debt benchmarking data for
$10,000 per year shared 5W50 with Federated System.

Approved. (M.5.C. Santos/Lee 8-0-0) The motion passed unanimously by roll call vote. Trustee
Lanza was absent.

Discussion and approval for the Secretary to negotiate and exescute a two-year extension of the
agreement with Barra, LLC for risk system data for $137,500 per vear shared 50/50 with
Federated System.

A motion was made to authorize the Secretary to negotiate and execute a two-year extension

of the agreement with Barra, LLC for risk system data for $157 500 per year shared 50050 with
Federated System.

Approved. (M.5.C. Santos/Muyo 8-0-0) The motion passed unanimously by roll call vote.
Trustee Lanza was absent

OLD BUSINESS CONTINUED-DEFERRED ITEMS - Nong

NEW BUSINESS

Oral update from the CEQ of Fetirement Services. Foberto L. Pefia.
CED Pefia updated the Board on the following:

-We have added language to all agendas going forward due to COVID-19. The City has also
included the language into their agenda's as well.

- Staff continues to work remotely. We are comipleting our core duties. Mr. Pefia stated there
is a good chance staff may not be back at the office until 2021. 5taff is mow able to check-out
equipment to help with working from home.

- ‘No-Known Conflict of Interest” form will be due soon. Staff will reach out to Trustees with

BOARD OF ADMINIZTRATION Page d
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NOTICE OF EXERCISE OF OPTION TO EXTEND AGREEMENT

AGREEMENT TITLE Barra, LLC

and DATE: Aupgnst 31, 2020
CONSULTANT 7 World Trade Center, 49® Floor
Name and Address: New York, NY 10007

DATE OF OPTION: Tune 2, 2020

{date the modica It sent must be conistent with the time for eoercise set forth in dgroemant)

Pursuant to Section 2.2 of the Agreement referenced above, the City of San Jose hereby
exercises its option to extend the term under the following provisions:

[OPTIONNO. |1 |

NEW OPTION TERM
Begin date: June 22020
End date: Jone 1, 2022

MAXTMUM COMPENSATION for New Option $330,000 NTE 750,000
Term:

For the option term exercised by this Notice, City shall pay Consultant an amount not to
exceed the amount set forth above for Consultant’s services and reimbursable expenses,
if any. The undersigned signing on behalf of the City of San Jose hereby certifies that an
unexpended appropriation is available for the term exercised by this Notice, and that
funds are available as of the date of this signature.

CITY OF SAN JOSE
a municipal corporation

Digitally signed by Prabhu Palani
DM: en=Prabiu Palari, o=C8)] O3, oa,

I’W’L""_F email=prabhu palasi@sanjoseon gow,
U

By s Dt 20200841 DE:SC-44 ITOF
Name: Prabhu Palani

Title: Chief Investment Officer

Contract Renewal Cover Barra 1 CONBE2520-001
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MSCI &

Bama LLC

250 Greenwich St

T World Trade Center, 46th Floor
Mew York NY 10007

Tel: +1{212)804-2008

Fax +1{212)84-5315

Email: blling@msci.com

Sold To Licensee:
City of San Jose Office of Retirement
Senvices

1737 Morth First Street Gth Floor
San Jose CA 95112

Bill To:
City of San Jose Office of Retrernent
Senvices
Atin: Prabhu Palan
1737 Morth First Street Gth Floor

San Jose CA B5112

Invoice

Ship To:

City of San Jose Office of Retirement
Services
Arn: Prabhu Palani

1737 Morth First Street Sth Floor
San Jose CA 95112

Invoice Mumber Customer Number Payment Terms Imvoice Date
400112054 70000D0S0g Met due in 30 days 06222020
Due Date License Tem Billing Period
071222020 DE/0272020 - 06/01/2021 06022020 - DED1/2021

Product Description

Price

BarmaOne BIM3D3-XL Version via BarraOne

BarraOne BIM303 with GEM3 Equity Factors via Barralne

BarraOne Report Tool via BamaOne

BarraOne Time-Dimengional Trees via Bamralne

BIM Hedge Fund Model

Private Real Estate Model

WP Morgan EMBI+ Third Party Index Data for BarmraOne via BarraCne

Bloomberg Barclays Global Third Party Index Data for BarraOne via BaraCne

Bloomberg Barclays US Third Party Index Data for BarraOne via BarraOne

WP Morgan GBI-EM Global Diversified Third Party Index Data for BarraOne via BarraCOne

MSCI Third Party Index Data for BarraOne via BaraOne

Russell US Third Party Index Data for BarraOne via BarraOne

I5&P US Third Party Index Data for BarraOne via BaraOne

Private Equity Model

FTSE China A Third Party Index Data for BarraOne via BarraOne

WP Morgan EMEBI Global Diversified Third Party Index Data for BarraOne via BarraCOne

BarraOne Application Users via BarraOne

BarraOne

BarraOne Data Processing & Reporting via BarmraOne

BarraCOne BIM with GEM2 Equity Factor Risk Package via BarraOne

BarraCOne BIM303-Long Version via BarraOne

BarraOne BIM3D3-Short Version via BamaOne

BarraDne Macro Factors Model via BarmraOne

TIH 94-2553326 Subtotal UsSD 157,500.00
Contract Reference #20F_00219193.0 Sales Tax @0.000 USD 0.00
Invgice To USD 157,500.00

All amounts are in USD
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MSCI &

250 Greenwich St

T World Trade Center, 48th Floor
New York WY 10007

Tel: +1(212)804-2290

Fax +1(212)804-5315

Email: blling@imsci.com

Sold To Licensee:
City of San Jose Office of Retirement

Senvices
1737 North First Street 8th Floor
San Jose CA 85112

Bill To:
City of San Jose Office of Retrement
Senvices
Attn: Prabhu Palan
1737 Morth First Street Gth Floor

San Jose CA B5112

Page 2 of 2

Invoice

Ship To:
City of S5an Jose Office of Retirement
Sengces
Artn- Prabhu Palani
1737 North First Sireet Gth Floor
San Jose CA 85112

Invioice Mumber Customer Number Payment Terms Invoice Date
400112054 FO00000o09 Met due in 30 days 062272020
Due Date License Tem Billing Period
071222020 D6/02r2020 - DE/D1/2021 06/022020 - DE/D1/2021

Mote:

Instructions for Remittance

By mail remit to

By wire remit to

Please include invoiced
Please note: we do not accept credit
cards
at this moment

Barra, LLC
PO Box T42434
Los Angeles CA 90074-2434

Bank of America
Concord, CA 94520
Account Name: Barma LLC
WIRE ABA: 026009593
ACH ABA: 121000358
AC: 1472650149
SwiftlBIC: BOFAUS3N

Please note that bank fees are the liability of the payor.
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City of San José Contract/Agreement Transmittal Form

Route Crder Attached / Completed Electronically Signed

TO:[] City Attorney Insurance Certificates / Waivers # Electronically Signed: Yes

0 [ City Manager Business Tax Certificate [ Audit Trail Attached (if applicable)
¥ City Clerk OR Refum to 1 Contacted Clerk reZ Form 700 [ Scanned Signature Autherization

r1 Dept. (circle one) [0 Supplemental Memorandums (if applicable): Select One

Type of Document: Existing Contract mType of Contract: Other

REQUIRED INFORMATION FOR ALL CONTRACTS: Existing GILES # 662520-001

Contractor: Barra, LLC
Address: 7 World Trade Center, 49th Floor, New York, NY 1007

Phone: (212) 804-3996 Email: billing@msci.com

Contract Description” Data subscription for risk analytics for Federated City Employees’ Retirement
System and Police and Fire Department Retirement Plan

Term Start Date: June 2, 2020 Term End Date: June 1, 2022 Extension: Yes
Method of Procurement: N/A RFB, RFP or RFQ Mo.: Date Conducted:
Agenda Date (if applicable): Agenda Item No.:

Resolution No.: Ordinance Mo.:

Qriginal Contract Amount: 420,000 Amount of Increase/Decrease: 330,000
Option#____of Option Amount: NTE/Updated Confract Amount: 750.000
FundfAppropriation:

Form 700 Required (Selection mandatery for processing): Select one Revenue Agreement: Select one

Tax Certificate No. Expiration Date:

Department: Retirement (77)

Department Contact: Ron Kumar Customer (Finance Only):

MNotes:

Digrtelly sigresd by Prabhu Falasi
DM: v=Frabiva Palusi o=C2) 008,

.-‘E,LW"'_' B Eprabin PRSI DS L Y,

Department DirectorSignature: . Ermmsezssnza arar

Date

Office of the City Manager Signature:

Date

Updated October 2012
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e

Verus

Addendum No. 1

to
Consulting & Risk Advisory Service

Agreement

This Addendum MNo. 1 is made effective July 1, 2022, by and between Verus Advisory, Inc, {"Verus™), a
Washington corporation, having its principal offices at 800 Fifth Avenue, Suite 3900, Seattle, WA 98104,
("Verus”) and San lose Federated City Employees’ Retirement System and San Jose Police & Fire
Department Retirement Plan (the “Client(s)"), collectively the “Parties,” with respect to the Consulting &
Risk Adwisory Services Agreement by and between the parties dated effective July 1, 2020 ("Agreement”™).

WHEREAS:

The Parties desire to set forth in writing Client"s exercise of an option to extend the Agreement for one
year and Verus' acceptance of the extension from July 1, 2022, to June 30, 2023,

NOW, THEREFORE, it is agreed between the Parties that:

The Consulting & Risk Advisory Services Agreement between the Parties dated effective July 1, 2020, is
extended for one year beginning July 1, 2022, and ending June 30, 2023. For ease of reference,
Schedules A, B, and C of the Agreement are attached and incorporated herein.

Except as expressly amended herein, all terms and conditions of the Agreement dated effective July 1,
2020, shall remain in full force and effect

AGREED to this 15 day of September 2022,
e - I .4
Reatt—

Signature of Client
Chief Investment Cificer

By

Title

AGREED AND ACCEPTED:
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San jowe FOERS and PFDRP Verus Agreement

SCHEDULE A
SCOPE OF SERVICES

1. RisK ADVISORY SERVICES

Consultant agrees to provide CHent with Risk Advisory and Risk Analytics stipulated in thie Schedule A
Consultant will offer advice to ORS and the Boards salily In the interest of the plan participants and
peneficiaries of San Jose Federated City Employees’ Retirement System (“FCERS”) and the San Jose Police
E Fire Department Retirement Plan ("PFDRP), The risk advisory services provided shall be for the
Inweatment Program s four sseets pooks, which include Pension assets and Health Care Trusts assets for
both FCERS and PFDAP.

1. RISK ANALYTICS SYSTEM SERVICES

Consultant agrees to manage o Risk Analytics System that is copable of comprehensively modedling a risk
of complex, highly diversified asset pools a1 multiphe levels, including the imeestment manager, sub-asset
clane, asset class, and total plan levels across asset classss. The Risk Analytics System, while managed by
Comsultant, will be made svailable 1o Chent through & web-based interface. It is the intent of Consultant
to wtilize MSCL, Ine. to provide BarraOne rak anslytics and BarraOne risk management senioes,

1. RAISK MANAGEMENT PROCESS

A, Consultant shall manage the development of a risk policy to be incorporated into the Client’s
investment policy statement through interaction with Oient and by aligning of the Clients
investment enterprise objectives with the ongolng decluvion about portfolio implementation and
development

B Consultant shall provide Risk Analyiacs reporting through thé Vierus propriety Risk Dashboard, a
system used for caldulating and communicating the bewel and nature of risk in the clent’s portfolio.
It i3 intended that the Risk Dashbosrd and risk analytics provided are an imegration of the Client's
Risk Policy Statement with Clients existing portfolio of mvestments and Investment Policy
SEatements,

C It is understood that in addition to a number of tochnologies utilized to produce the Risk
Dashboard, Verus will utibize M5CIs BarraOne analytical toolset.

0. Consultant shall prowide training, Support and guidante on report usage and interpretation

10
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San lose FCERS gnd PFORP Verui Agreement

E. Consultant shall support Client in incorparating ik Mmesturements in the iInvestmen! process.
Such communication shall include working with Client to determine the appropriate allocation to
risk and return drivers.

4. RISK POLICY

Alver msessment of the onganization's Enterprise Risk Tolerante, Consultant shall make recommaendations
to the Chent and 35351 in the oreation of a riek management policy 1o be integrated into the Investment
Policy Statement.

5. DATA MANAGEMENT

A, Consultant shall be acoountable to Cliemt and resporaible for the data management process.
Client’s imvalvernent and responsibility shall be lmited to those aspects of the process ta provide
2 deeper understanding of the most material aspects of the system and its implementation.

B Consultant shall engage with M50 BarraOne in its rele and responsibilities as Consultant to Client
to provide the servioes under this Agreement

C.  Client shall be supported by dedicated data management indiaduals at both Consultant and M50
and M5! will assign a dedicated Managed Services contact to interface with Consultant regarding
the design and execution of the data management processes.

§. RISK REPORTING
& Consultant shall provide monthly risk dashboard reports

Consultant shall also provide training and education 1o Chint 35 5 reanonable 1o empowed Chient 1o design
and prepare additional reports from the risk dashiboards. Specific training on the Barra platform i to be
provided by Barra; provided, however, Consultant ks willing to assist in this process in connection with the
training and education provided to Client on the design and preparation of risk dashboard repons.
B. Consultant will actively engage with Client an the design and implementation af risk reports and
provide Clhent with education and training on using BarraOne as is appropelate to utilize our
combined abilities 1o create a “culture of rigk”™ across the arganization,

7. TRAINING, EXTRA RESOURCES AND VIEWS
Consultant shall be respondible for ongoing risk management training. education, and presentations, as

reasonably needed. The training and education may be provided via conference calls, webinars and in-
person meetings. The costs of attending such meetings shall be borne solely by Corsultant.
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san lose FCERS and PEDAP Werus Agreement

8. RISK AMALYTICS SYSTEM.

Client shall enter into agreement with Barra, LLC (“Barra”], whose ultimate parent company is MSCH Inc
[("MSCI"), to provide the analytic tood set described in this Agreement. Comsultant shall obtain such
permission or enter into such agreement with Barra, LLC to gain unfettered access to the toels provided
pursuant te the Barra contract entered into by Cllent to facilitate providing the services contemplatad in
this agreement. it is understoad that a contract directly between Barra, LLC and Client, enables Barra, LLT
to provide training on the Barra systems directly to the Client. Verus will make its best efforts to minimize
fmes associated with its risk system and any associated index licensing fees.

9, DILIGENCE PREPORTING

Upon request from Client, Consultamt shall promgptly provide available imvestrment due diligence,
aperational due diligence reports, and investrm@nt ManonNg repets.

Additionally, Consultant shall provide a report on a quarterly basis of the managers (or mutual funds},
which appear to be suitable for Client and that have met Censultants’ required guality thresholds for
inwestrment and operational due diligence throwgh approval by the Consultant’s Investment Lommittee,
Alternatives Investment Committee or Peer Review sub-committees and thereby approved for
disclosure to Consultant’s clients. It i understood that this universe of managers (or mutual funds) to be
disclosed is broader than the traditional “Focus List,” Consultant will highlight those investments that
traditionally would have passed the standards to be placed on a "Focus List o

12
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San Jose FCERS and PFORP Verus Agreermant

SCHEDULE B
ADDITIONAL SERVICES NOT UNDER THIS AGREEMENT

The following Is a list of services and related fees not stipulated under this agreement. Client agrees to
pay Consultant provided that Client engages Consultant on such projects prior to the commencament of
waork and that Client approves in advance the additional expenditure. Fees will be based on scope of the
services provided and agreed.

Provide "Direct” hedge fund and private equity portfolio development and manager selection
Conduct an Asset-Liability study.

Assumae responsibility for executing investment decisions as a discretionsry consultant ar
OL10, within the parameters set forth by Client the incheding manager selection and portfolio
construction (standard fee structure begins at 30bps on the first S100 million

Provide manager fee negotiation and implementation assistancs

Frovide litigation support and other administrative services when authorized by Client for the
following hourly rates:

Senior Consultant 5450, hour
Consultant 5400/ haur
Assaciate # 200 hour
Analyst S150/hour

Conswitant shall furnish Client with appropriate hourly detail to justify bills submitted.

13




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents 185

5an Jose FCERS and PFORP Verus Agreermen

SCHEDULE ©
FEES

For the services agreed to be provided in this Agreement, client agrees to pay Consultant an annual fee
of Two-Hundred-Fifty-Thousand Dollars (5250,000) per annum
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SAN JOSE

CAPITAL OF SILICON VALLEY

[C] For your ELECTRONIC SIGNATURE CITY STAEE:

[ ] FuLLy ExecuTep Cory To FoLLow
STAFF EMAIL:

SCANNED SIGNATURE AUTHORIZATION

ToTtaL PaGes:
DaTE: September 19, 2022 (INCLUDING THIS PAGE) 1
CONSULTANT NAME: Warren Spencer
EMAIL: wspencer@verusinvestments.com
PHONE: (206) 622-3700

X | agree to use electronic mgnatures

P
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DIRECTIONS:

REVIEW THE ENCLOSED DOCUMENT, IF IT IS ACCEPTABLE:
1. SIGN THE DOCUMENT

2. CHECK THE BOX BELOW YOUR NAME AND SIGM AGREEING TO THE USE OF ELECTRONIC
SIGMATURES

3. SCANYOUR EXECUTED DOCUMENT TOGETHER WITH THIS COVER PAGE IN BLUE MK

4. EMAIL THE ENTIRE DOCUMENT TO (CITY STAFF EMAIL ADDRESS):
RON. KUMAREISANJOSECA. GOV

To Be ComPLETED BY CITY STAFF:
ALTERNATIVE METHODS OF VERIFICATION:

[J Use oF A PASSWORD PROTECTED WEBSITE
[_] ConFIRMED BY A KNOWN TELEPHONE NUMBER
[[] PERSONALLY KNOWN TO CITY STAFF

200 East Santa Clara Street, San José, CA 95113-1905 tel. (408) 535-3500
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CITY OF M
SAN JOSE Memorandum

CAPTTAL OF SILIQON VALLEY

TO: Police and Fire Department Retirement Flan FROM: Eon Eumar
SUBJECT: Investment & Risk Consultant Contracts DATE: March 28, 2023
Approved 1) Date 03/28/2023
BRecommendation

a) Discussion and action to renew the investment consulting agreement with Meketa
Investment Group for one year for an amount not-to-exceed $350,500.

b} Discussion and action to renew the risk consulting agreement with Verus Advisory, Inc.
for one year for an amount not-to-excead $125,000.

¢} Discussion and action to renew the risk data service agreement with Barra LLC for one
vear for an amount not-to-exceed $96,000.

Background

Following a request for proposals (“"FFP”) process in 2017, the Police and Fire and Federated
Boards hired Meketa Investment Group (“Meketa™) as their general investment consultant and
Verus Advisory, Inc {“Vemis™) as risk consultant. Staff conducted another RFP in January 2020
since both consultants’ contracts were nearing expiration. Both incumbents ranked highly for
both general investment consulting and risk consulting services. Staff felt that a combination of
the experience and skill set of both incumbent consulting firms was complementary and added
value beyond what either of the firms could bring to the assignment if they served in dual

capacities.

Based on the BFF, in June 2020, the boards approved retaining both Meketa and Verus on two-
year contracts with an additional one-year option to extend which were exercised as of July 1,
2022 The current agreements with Meketa and Verus are due to expire on June 30, 2023, and
include an annual compensation of $340,000 and $125,000, respectively. Verus is paired with
Barra LLC's risk analytics system for $91,000 per year.
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Im Jume 2020, the Boards also approved new terms for Alboume America, LLC (“Albourne"™)
from Absolute Eetum consultant to Absolute Eeturmn information provider. The cost savings of
$180,000 annually for each plan (from $240,000 to 60,000 per plan) was achieved due to the
restruchure of the agresment. Albourne’s contract expired on December 31, 2022, and aurently

is on a month-to-month basis.

Analysis
At the February 28, 2023 meeting, the Investment Committee approved staff recommendation
to renew the three contracts for one year ending June 30, 2024, The fee comparison is illustrated

below:
Current Proposed
FY 2022-23 | FY 2023-24
Meketa 340,000 350,200
Verus 125,000 125,000
Barra 91,000 45,550

Meketa's current contract includes a 3% increase at the end of the third year which takes effect
July 1, 2023, if renewed. Verus® fee will remain the same and Barra's fee will increase slightly.
The Federated plan is also assessed the same amounts. During the next fiscal vear, staff will
conduct an RFP for investment and risk consultants and provide recommendation(s) to the
Board in the second quarter of 2024

Conclusion
Staff and Investment Committee recommend approval to renewal the contracts as stated above.

Fon Kumar
Investment Ciperations Supervisor
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SAN JOS Memorandum

CAPTIAL OF SILICON YALLEY

TO: Federated City Employees’ Retirement System FROM: Fon Kumar
Board of Administration

SUBJECT: Investment & Risk Consultant Contracts DATE: April 10, 2023

Approved L Date  pyrpo03

Recommendation

a) Discussion and acton to renew the investment consulting agreement with Meketa
Investment Group for one year for an amount not-to-exceed $350,500.

b) Discussion and action to renew the risk consulting agreement with Verus Advisory, Inc.
for one year for an amount not-to-exceed 5125000

¢) Discussion and action to renew the risk data service agreement with Barra LLC for one
vear for an amount not-to-exceed $96,000.

Background

Following a request for proposals (“FFP”) process in 2017, the Police and Fire and Federated
Boards hired Meketa Investment Group (“Meketa™) as their general investment consultant and
Verus Advisory, Inc {“Verus™) as risk consultant. Statf conducted another RFP in January 2020
since both consultants” contracts were nearing expiration. Both incumbents ranked highly for
both general investment consulting and risk consulting services. Staff felt that a combination of
the experience and skill set of both incumbent consulting firms was complementary and added
value beyond what either of the firms could bring to the assignment if they served in dual

capacities.

Based on the REFF, in June 2020, the boards approved retaining both Meketa and Verus on two-
year contracts with an additional one-year option to extend which were exercised as of July 1,
2022 The current agreements with Meketa and Verus are due to expire on June 30, 2023, and
include an annual compensation of $340,000 and $125,000, respectively. Verus is paired with
Barra LLC’s risk analytics system for $91,000 per year.
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Im June 2020, the Boards also approved new terms for Albowme America, LLC (“Albourne™)
from Absolute Return consultant to Absolute Eefum information provider. The cost savings of
$180,000 annually for each plan (from $240,000 to $60,000 per plan) was achieved due to the
restructure of the agreement. Albourmne’s contract expired on December 31, 2022, and aurently
is on a month-to-meonth basis.

Analysis
At the March 13, 2023 meeting, the Investment Committee approved staff recommendation to
renew the three contracts for one year ending June 30, 2024 The fee comparison is illustrated

below:
Current Proposed
FY 2022-23 | FY 2023-24
Meketa 340,000 350,200
Verus 125,000 125,000
Barra 91,000 495,550

Meketa's current contract includes a 3% increase at the end of the third year which takes effect
July 1, 2023, if renewed. Verus® fee will remain the same and Barra's fee will increase slightly.
The Police and Fire plan is also assessed the same amounts. During the next fiscal year, staff
will conduct an RFP for investment and risk consultants and provide recommendation{s) to the
Boards in the second quarter of 2024

Conclusion
Staff and Investment Committee recommend approval to renew the contracts as stated above.

Fon Kumar
Investment Crperations Supervisor
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MARCH 13, 2023 (ANALYSIS DATE DECEMBER 31, 2022)
San lose Federated Retirement Plan — Investment Committee

Quarterly Risk Summary
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Summary

*+ Total risk remains elevated at 12.3%
* High utilization of passive strategies (= 60%) in public markets keeps overall relative and active risk low
* The portfolio and policy benchmark perform similarly in both historic drawdown and stressed scenarios

* (Capital allocations with respect to size and country allocation, two main public equity risk drivers, are close to
San Jose's custom benchmark allocations.

*  Style factors are typically a large driver of active risk. We do not observe any large active style factor
exposures in the portfolio.

Risk Summary 1

Verus™’
ems March 2023 [Analysis date

12/31/2022)
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Portfolio volatility

Portiolio: 13,3% Py 12.1% Paar Gaoupe 11.1% Liakdity! 9.5%
1354
1200 JW—-—‘—"—-—n_q_._.F._-_______HJ,‘-—u—a—“"F“'
R /—\
£
TN

Jud 2028 Jun 20210 Jul 02 dan 2032 Jul 20T

Total Risk contribution

Other, 5%

" Growth = Low Beta = Other

Portfolio
volatility is
very slightly
elevated versus
policy.

Over 90% of
portfolio
volatility is
coming from
growth assets.

S
Verus”

Risk Summary
March 2023 [Analysis date
12/31/2022)




Audit: Contracts

APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)
*See APPENDIX 1 for sources and references to these documents

194

15%

12%

Risk factor decomposition

I Equiy [ Rates [ Crecd [ ndalion [l Hedge Fund I Qibar Currency
I Salschon

123% 121%

11.1%

Partiafa Palicy Paar Group Liabilty

While equity
factors are the
dominant
source of risk
in the portfolio,
currency,
inflation, and
credit factors
contribute to
overall risk

Verus”

Risk Summary
March 2023 [Analysis date
12/31/2022)




Audit: Contracts
APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)

*See APPENDIX 1 for sources and references to these documents 195
Historical ]
M Fosi: ElFs; B Fe-Cop [ Ly .
| 2007-2008 Subprime and Cresdit Portfolio
AT Sepna i CE= perforlllls 1#9
the policy in
_ = 2006 Emerging Markst sk mygst historie
et scenarios
E 2001 Sept 11
e Sl
N o e
0002003 Tach Crashiid Pamssin
= 1994 US Rate Hike
T4 U5 R
E 1980 - 1590 Nikkei Stock Price
Correction
1983181 Wit Stck P et
BN oo
COVD-1Y Shock
m 1987 Market Crash [Bug. to
Now.)
1587 Mlaried Crash | Wow )
-A0.0% -20.0% 0% 20.0%
= 1 2% 5] 1 oa% HGrowth HLlow Beta B Other
+77 Risk Summiary 4
VEI'HS March 2023 [Analysis date
12/31/2022)




Audit: Contracts

APPENDIX 7 (Various ORS meeting agendas, memos, minutes, contracts, etc.)

*See APPENDIX 1 for sources and references to these documents

196

Stress tests
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2023 Market Uncertainty
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Active risk factor decomposition

Active risk (or tracking error) provides insight into
amount of excess performance we expect to see in
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Appendix

577 Risk Summary 9
VEI'IIS March 2023 (Analysis date
12/31/2022)
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Style factor descriptions
Style Factor Description Intrepretation
Captures the return differences between large-cap stocks A positive exposure indicates large capitalization. A negative
[Size and small-cap stocks exposure indicates small capitalization.
Explains the return component attributable to a stodk’s A positive exposure indicates an undervalued stock. A negative
Walue book-to-price ratio, and earnings yield. exposure indicates an overvalued stock.
Explains the return component attributable to a stodk’s A positive exposure indicates a higher dividend yield. A negative
[field dividend yield exposure indicates a lower dividend yield.
A positive exposure indicates a high medium-term momentum
Explains the return differences of stocks bazed on their [good recent performance). A negative exposure indicates a low
M omenturm relative performance over the trailing &-12 months medium-term momentum {(poor recent performance)
Captures common variation in stock returns due to A positive value indicates high leverage. A negative valus
|Quality differences in the level of company leverage indicates low leverage
A positive exposure indicates a high volatility. A negative
[Wolatility Explains returns associated with high volatility stock exposure indicates a low volatility.
Describes return differences of stocks based on their relative A positive exposure indicates a high liquidity. A negative
Liguidity trading activity exposure indicates a low liquidity_
Describes return differences of stocks based on their A positive exposure indicates a high historical/predicted growth.
[Grovwth prospects for sales or earnings growth A negative exposure indicates a low historical/predicted growth.
Describes return differences of stocks based on sensitivity to A positive exposure indicates high sensitivity to macre factors. A
Macro commodities [Qil/Gold) and foreign exchange rates negative exposure indicates low sensitivity to these factors.
_’-ﬂ' Risk Summary 10
VEI'IIS March 2023 [analysis date

12/31/2022)
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Navigating 2023 market uncertainty

The macroeconomic landscape for 2023 is shrouded in uncertainty following a tumultuous 2022, The path and influence of
central banks' monetary tightening are unclear, and while energy prices have dropped, there are still questions about energy
supply and geopolitical tensions. We have laid out four scenarios for investors to gauge the potential impact on their
portfolios.

Baseline: Interest rates remain high as inflation stays elevated in 2023. Economic growth in the .5, is weak but slightly
positive, while there is a mild recession in Europe. No additional global downside risks materialize. The U.5. dollar slightly
depreciates.

recession in 2023. The Fed's pivot in response to the recession weakens the U.S. dollar significantly.

Mild stagflation: Central-bank policy does not efficiently tame inflation, eroding central banks' credibility, and inflation
becomes entrenched. High prices and interest rates weigh on growth for an extended period. The U.S. dollar strengthens,
putting pressure on emerging-market economies.

Strong rebound: Inflation is under control and falls more than economists’ consensus expectation, while economic growth
surprises on the upside. Current global headwinds get resolved and supply-chain issues ease,

Hard landing: Monetary policy effectively curbs inflation, and the Federal Reserve maintains its credibility, at the cost of a U.5.

Changes in
market
expectations
have
highlighted
there is
significant
uncertainty
surrounding
portfolio
outcomes in

2023

12/31/2022)
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Fed policy and the threat of stagflation
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Fed policy and the threat of stagflation

Soft Landing: Assumes that much of the ongoing inflation is caused by the booming economy of the past year — a positive Chauges in
demand shock — as a result of easing pandemic restrictions and government stimulation. If the Federal Reserve upholds its k
strong stance on stabilizing inflation by gradually hiking interest rates, and perhaps more important, consumers and market )
corporations believe that this inflation stability is the path ahead, then inflation could ease without the need for ageressive expectations
monetary tightening, potentially enabling robust economic growth. If this scenario plays out, equity markets could regain have
some ground and Treasury yields may drop moderately. high].ighted
Slamming the brakes: Depicts a scenario where a supply-side shock prevails due to high energy prices and continuing supply- ther‘_a _]‘S
chain issues, which further increase inflation and dampen economic activity. As inflation climbs further, pelicymakers Slgnlflcant

short term but avoid leng-term economic damage.

offered for most of the last two decades.

decisively tighten monetary policy in a quest to extinguish inflation quickly, which could further slow economic growth in the

Stagflation: Considers a similar starting point as the “Slamming the brakes” scenario, with a supply shock leading to higher i
inflation and slower growth. However, in this scenario central banks” actions are too little or too slow, allowing inflation to run P‘Jllc}" may
hotter for longer than it had in the past two decades. This could lead to a loss of central banks’ credibility, whereby consumers evolve

and corporations adjust their long-term inflation expectations, which in turn disrupt long-term ecenomic growth. In this most-

feared scenario reminiscent of the early 1980s, the equity-bond correlation might tum positive, reversing the hedge they have

uncertainty in
how inflation
and monetary

12/31/2022)

Scenario Soft landing Slamming the brakes Stagflation
BEI-Rate Shocks (basis points) Two-year: -110 Two-year: -130 Two-year: +320
10-year: -20 10-year: -30 10-year: +180
Hominal yields(basis points) Twao-year: -80 Two-year: +30 Two-year: +30
10-year: -30 10-year: -0 10-year: +250
US Credit-Spread Shocks (basis points) Investment Grade: -20 Investment Grade: +5 Investment Grade: +35
High Yield: -40 High Yield: +15 High Yield: +250
US Equity Retumn (nominal) +14% -3% -16%
Qil prices -10% -25% +40%
Source: MECT
?77 Risk Summary 13
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Notices & disclosures

Past performance is no guoroniee of future resuits. This document is provided for informational purposes only end is directed to institutional clients and
eligible institutional counterparties only and is not intended for retail investors. Nothing herein constitutes investment, legal, accounting or tox odvice, or
a recommendation to buy, sell or hold o secunity or pursue @ particular investment vehicle or any trading strategy. This document may include or imply
estimates, outlooks, projections and other “forward-looking stotements.” No assurance can be given that future results described or implied by any
Jforward looking information will be achieved. Investing entails risks, including possibie loss of principal. Additional information about Verus Adwisory, inc.
iz available on the SEC's wehsite ot www.odviserinfo_sec.gov.

Vierus — aiso known as Verus Advisory™.
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