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Initial discussion

A few points most everyone can agree on:

» Both the Dallas Police & Fire Pension Fund and Dallas Employees’ Retirement
Fund are underfunded (~39% and ~73% funding ratios, respectively)

> The City of Dallas will have to contribute significant funds to improve the
funding status

» The public, city officials, beneficiaries, and all stakeholders want assurance
that the plans are being optimally managed

Source: Dallas Police and Fire Pension Actuarial Valuation and Review as of January 1, 2023 and Employees’ Retirement Fund
of the City of Dallas Actuarial Valuation Report as of December 31, 2022 |
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What Commerce Street has been asked -

The City requested a report comprised of the following objectives:

. Assess the overall structure and asset allocation of the investment portfolio

2. Assess the overall performance and current/historical rate of return of the
investment portfolio

3. ldentify appropriate state and national benchmarking for asset allocation
and investment performance

4. |dentify areas of potential risk and propose risk mitigation strategies
5. Evaluate the effectiveness of the current asset allocation strategy

6. Evaluate the effectiveness of the current manager selection and their
strategies

7. Review the adherence to investment policies and guidelines
8. Review the current fee structure and trading costs
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Benchmarking basics

“If you can’t measure it, you can’t manage it” — Peter Drucker

We should define a strong peer group

> If peers are significantly outperforming us, then we should understand why we
are underperforming

» Underperformance will show up in asset allocation and manager selection

Benchmarking helps the City and the Plans in many ways

> It provides transparency for performance, management, and governance’s
effectiveness

> It can give us new ideas and insight

» Done correctly, it lays the groundwork for outperformance

If we are below average, we must get to average, if we are average, let us work
our way to above average
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DPFP and ERF compared to their peers 5
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PENSION SYSTEM

10-Year Net Returns for pensions in the state of Texas with >$100mm in assets
| assets |

Houston Municipal Employees Pension System $4.0B
Amairrillo Firemen's Relief & Retirement Fund $218M

Houston Firefighters' Relief & Retirement Fund $5.1B
Houston Police Officers’ Pension System $7.2B

Law Enforcement & Custodial Officer Supplemental Retirement Fund $1.0B
Employees Retirement System of Texas $34B

Texas County & District Retirement System $428

Teacher Retirement Systen Of TeX Ol ———————————— $187B

City of El Paso Employees Retirennent T U St 1m——mm $914M
San Antonio Metropolitan Transit Retirennent PJon  m—————————— $338M
Denton Firemen's Relief & Retire e nt FU il m—m—————— $137M

Austin Fire Fighters Relief & Retirennent U Cl m—m—m—m———————— SLIB
El PaisO Firemen’s PensioN F I Cl $684M

El' Pa1s o Police Pension F Ui Cl $979M

Harris County Hospital District Pension PN mm—m————— $82IM

Plano Retirenment SeC Uity PO m—m—— $186M
Lubbock Fire Pension FUIN Cl |m—m—m—— $240M

L Dallas Employees’ Retirennent FUIN Cl s —— $3.58
Texas Emergency Services Retirennent Sy Ste n mm—m———————— $127M

San Antonio Fire & Police Pension F U N Cl $3.68

Beaumont Firemen'’s Relief & Retirenne Nt FU Nl m——— $103M

Irving Firemen’s Relief & Retirennent F Ui Cl  m—m———— S

Dallas County Hospital District Retirement 1ncom e Ploin $1.48
Fort Worth Employees’ Retirement F Ui Cl 1 T

Austin Police Retirement Sy ste I  mm—m———————————

Austin Employees’ Retirement Sy s e m————————— $933M

Texas Municipal Retirement Sy St e I m————— $3.08

Corpus Christi Fire Fighters’ Retirennent Sy st m——————————— $368
Houston MTA Workers Union Pension Pl s Sloch]

Houston MTA Non-Union Pension P s $291M

Laredo Firefighters Retirement Sy Ste il

_— Dallas Police & Fire ex Private Markets $158M
> Dallas Police & Fire Pension System  m— $1.68
$1.88

0.00% 1.00% 2.00%  3.00% 4.00% 5.00% 6.00% 7.00% 8.00% 9.00% 10.00%

Source: Texas Pension Review Board. https://data.prb.texas.gov/comparison/index.html as of 12/31/22 4
G
m COMMERCESTREET  Private and Confidential

INVESTMENTS


https://data.prb.texas.gov/comparison/index.html%20as%20of%2012/31/22

DPFP and ERF vs. returns of largest Texas .
cities T

Data as of 12/31/22 3-Year 5-Year 10-Year
Dallas Police and Fire 1.5% 2.8% 2.0%
DPFP ex Private Markets 2.3% 3.5% 4.9%
Dallas ERF 3.9% 4.7% 6.6%
Houston MEPS* 13.1% 11.1% 10.2%
Houston Firefighters* 1.0% 9.4% 8.7%
Houston Police* 9.6% 9.1% 8.4%
Texas County & District RS 8.3% 7.8% 8.3%
Austin Fire 5.8% 5.9% 71.2%
San Antonio Fire & Police 4.3% 4.6% 6.6%
Austin Police 5.1% 9.7% 6.3%
Austin ERS 1.9% 3.7% 6.0%

Source: Texas Pension Review Board. https://data.prb.texas.gov/plans/index.html and https://publicplansdata.org/public-
plans-database/browse-data/
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https://data.prb.texas.gov/plans/index.html
https://publicplansdata.org/public-plans-database/browse-data/
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DPFP and ERF vs. national and Texas ,
returns for similar sized funds

Data as of 12/31/22 3-Year 5-Year 10-Year
Dallas Police and Fire 1.5% 2.8% 2.0%
DPFP ex Private Markets 2.3% 3.5% 4.9%
Dallas ERF 3.9% 4.7% 6.7%
National Bottom Quartile 3.8% 4.6% 6.6%
National Average 4.6% 5.5% 7.1%
National Top Quartile 5.8% 6.0% 7.7%
Texas Average* A41% 5.1% 6.1%
Texas Top Quartile* 4.9% 5.8% 7.0%
Texas Top Decile* 6.7% 6.7% 7.7%

Source: https://publicplansdata.org/public-plans-database/browse-data/

National quartile rankings provided by Meketa 6
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https://publicplansdata.org/public-plans-database/browse-data/

Active managers are more valuable in

private asset classes

Public and private manager dispersion
Based on returns over a 10-year window™*

Manager Selection
Alpha Returns

A

24.3%

20.1%

3.8%

30%
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Target Index Funds
20%
Low Cost
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15% |
10%
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Source: JPMorgan Guide to the Markets
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DPFP and ERF’s asset allocations , ol

DPFP

0o

PENSION SYSTEM

Employees’ Retirement Fund

of the City of DALLAS |®

Dallas ERF

Equity
42%
Equity
51%
Fixed .
Income Fixed Income
()
1% 29%
Houston MEPS Peer Group
Public Equity
29%
Equity
42%
Fixed
Income ixed
297 Fixed Income
20%
Data as of 6/30/23
Peer Group consist of similar-size funds in Texas: Houston Firefighters Relief and Retirement Fund, Houston Police 8

9 : : : Officers’ Pension System, Houston Municipal Employees’ Pension System, Austin Police Retirement System, Austin
m COMMERCE%Z%ET Private and Confidential Firefighters Retirement Fund, Fort Worth Employees’ Retirement Fund, Texas County and District Retirement System



The biggest contributors to DPFP’s
underperformance is private equity
allocation and performance

As of 6/30/23 Investment Weights

DPFP HMEPS Peer Group
Public Equity 51.4% 29.0% 43.3%
Private Equity 12.2% 28.2% 21.3%
Fixed Income 20.5% 25.8% 18.1%
Other Alts 15.8% 17.0% 21.5%

As of 6/30/23 Returns (5 Year)

HMEPS Peer Group
Public Equity 8.20% 6.90% 7.52%
Private Equity 4.80% 17.60% 17.47%
Fixed Income 1.14% 7.41% 2.64%
Other Alts 2.53% 8.02% 6.87%

Peer Group consist of similar-size funds in Texas: Houston Firefighters Relief and Retirement Fund, Houston Police Officers’ 9
Pension System, Houston Municipal Employees’ Pension System, Austin Police Retirement System, Austin Firefighters

m COMMERCESTREET | Pprivate and Confidential - Retirement Fund, Fort Worth Employees’ Retirement Fund, Texas County and District Retirement System
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The biggest contributor to ERF’s
underperformance is under-allocation to
private equity

As of 6/30/23 Investment Weights

HMEPS Peer Group
Public Equity A1.7% 29.0% 43.3%
Private Equity 10.5% 28.2% 21.3%
Fixed Income 28.9% 25.8% 18.1%
Other Alts 19.0% 17.0% 21.5%

Returns (5 Year)

HMEPS Peer Group

Public Equity 6.67% 6.90% 7.52%
Private Equity 14.86% 17.60% 17.47%
Fixed Income 2.05% 71.41% 2.64%
Other Alts 5.37% 8.02% 6.87%
P?fer Group consist of similar-size funds in Texas: Houston Firefighters Relief and Retirement Fund, Houston Police 10
Offi " Pension System, Houston Municipal Empl ' Pension System, Austin Police Reti t System, Austi
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A top quartile allocation with average S
returns would result in... =

As of 9/30/23 Weighting* 3-Year  5-Year

Public Equity 39.6% 6.9% 6.5% 7.6%
Fixed Income 21.5% 0.9% 3.6% 8.0%
Private Equity 17.4% 18.0% 17.0% 16.3%
Other Alts 17.5% 1N.7% 6.1% 7.0%
Commodities 4.1% 16.2% 6.1% -0.8%
Total 100.0%

DPFP 100.0%

DPFP ex Privates 100.0%
ERF 100.0%

*Weightings come from top quartile pensions nationally according to https://publicplansdata.org/public-plans-
database/browse-data/

Indexes used: Public Equity — MSCI ACWI, Fixed Income — 50% Bloomberg Agg + 50% ICE BofA US High Yield, Private 11
uity Index, Other Alts — Indxx Private Credit TR + S&P Global Infrastructure +
sssssssssss Cambridge Associates Real Estate Index?equol—weighted), Commodities — Bloomberg Commodity


https://publicplansdata.org/public-plans-database/browse-data/
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Thoughts for the City of Dallas

In order to improve the performance of both funds, the City should consider:

—l
.

Analyze in detail what top performing peers have done
Collaborate with both plans to identify strategies for improvement
Work to improve their governance policies and procedures as needed

> WD

Work to improve the working relationships of the key fiduciaries to these
plans as needed

ol

Prepare ongoing reports for the City of Dallas with the findings

6. Provide concrete recommendations for consideration to achieve best
practice to improve the performance of DPFP & ERF for all stakeholders -
beneficiaries, taxpayers and staff

Give confidence to citizens and stakeholders of good fiduciary stewardship
when confronted with additional contributions to the pension funds

12
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LIMITATIONS & DISCLAIMER

This presentation (“Presentation”) has been prepared solely for informational purposes. Under no circumstances shall this Presentation be
deemed or construed to be an offer to sell or the solicitation of an offer to buy any securities, and it is not intended to be the basis of any
investment decision or any decision to invest.

NOT AN OFFER TO SELL: This presentation is for informational purposes only and is not an offer to sell nor solicitation of an offer to invest in any
entity or other investment vehicles. Should an offer be made in the future, each prospective investor shall be provided with a Private
Placement Memorandum (“PPM”) disclosing the nature and extent of the offering. Further, any interest in any investment has not and will not
be registered under the Securities Act of 1933, as amended (the “Securities Act”), the securities laws of any state, or the securities laws of any
other jurisdiction. If offered, the interests will only be offered and sold in the United States under the exemption provided by Section 4(2) of the
Securities Act and Rule 506 of Regulation D promulgated thereunder.”

Although we have taken reasonable care to ensure the statements of facts and opinion contained within this presentation are fair and
accurate, such accuracy cannot be guaranteed. Commerce Street Investment Management (“CSIM”) does not necessarily have access to
information from industry data and in some cases we must use data from third parties and there we cannot ensure the accuracy of the
information presented and any information received from third parties may be incomplete or inaccurate. Certain information presented is of
high-level summary, condensed and aggregated in nature, and is inherently limited, incomplete, and required the application of
simplifications, generalizations and assumptions to produce. CSIM expressly disclaims any representation or warranty as to the accuracy,
completeness, availability or timeliness of the information presented.

This document may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, among
other things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-looking statements are
based upon certain assumptions, some of which are described herein. Actual events are difficult to predict and may substantially differ from
those assumed. All forward-looking statements included herein are based on information available on the date hereof and CSIM assumes no
duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated returns or projections can be realized,
that forward-looking statements will materialize or that actual returns or results will not be materially lower than those presented.

Commerce Street Investment Advisor (“CSIA”), dba Commerce Street Investment Management (*csIM”), is a wholly-owned subsidiary of
Commerce Street Holdings LLC, a Texas limited liability company.

Past Performance is no Guarantee of Future Results

Diversification of your overall investment portfolio does not assure a profit or protect against a loss in declining markets

G 13
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