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To: Tim Nguyen, Interim CIO, ERSRI Date: December 8, 2016
From: Pension Consulting Alliance, LLC

Re: ERS Rhode Island Cash Manager DDQ Process and Recommendation:

The ERSRI strategic policy allocation to cash is 3% of plan assets ~230 million. The fund
pays out approximately $530 million in benefits per year ($44 per month). Since benefit
payments exceed employer and employee contributions per vyear, liquidity
management is a prime concern of the SIC.

The SIC is pursuing a policy to manage portfolio cash in a consolidated account. The
account inflows would include: Income and dividends swept from publicly traded fixed
income and equity manager accounts, employee and employer contributions and
returns of capital from private equity and real estate investments.

Account outflows would include: monthly benefit payments and capital calls from
private equity and real estate investments.

The purpose of the cash portfolio to provide liquidity to make monthly cash outflows while
preserving principal and earning higher returns than can be achieved in a short-term
investment fund (STIF) or money market account. The proposed cash portfolio
management strategy is to manage a portion of the cash portfolio in very liquid, very
high quality securities and the remainder in short-duration instruments which have a
higher expected return than cash instruments due to the longer maturity and credit
exposure. The combined portfolio would have a weighted average maturity (WAM) < 1
year. A portfolio with a WAM < 1 year is subject to more interest rate risk than a money
market account. However over time investors are compensated for bearing this modest
risk.

The Rhode Island Investment staff and PCA recommends that the SIC hire Payden &
Rygel to manage the cash portfolio allocation.
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Manager Review process:

PCA distributed a Due Diligence Questionnaire (DDQ) to three investment managers on
November 8, 2016. All three firm are capable providers of cash investment management
services to large institutional investors.

o Fidelity Institutional Asset Management
¢ Merganser Capital Management
e Payden & Rygel

The DDQ covered the following issues: firm ownership and resources, experience with
cash investment management mandates, client service model and capabilities,
personnel tenure with the firm, responsibilities and investment experience, investment
philosophy and process, risk management, analytical tools, and fees.

Manager responses were due November 18, 2016. Manager proposal were reviewed
by the Rhode Island investment staff and PCA. The investment staff and PCA
scheduled a one-hour conference call with all three of the proposers to gain additional
insight into their view of the mandate, investment management resources and

investment process.

The three proposers were asked to submit a best and final fee proposal. The three cash
management proposals were rerated; Payden & Rygel received the highest rating.

ERSRI Cash Management Mandate
Proposed Benchmark: T-B-D
Account investment guidelines: T-B-D

Best and final fee proposal: 11.2 bps
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Payden & Rygel
Organizational Overview, Firm Background and Developments

Payden & Rygel (“Payden”) was founded by Joan Payden in 1983 in Los Angeles,
California as an investment advisor registered with the Securities and Exchange
Commission pursuant to the Investment Advisors Act of 1940. The firm has been 100%
employee owned since inception. Payden & Rygel currently manages over $100 billion
in global fixed income and equity assets across more than 350 institutional relationships.

In 1998, Payden created a 50/50 joint venture with Metzler Bank, the oldest private bank
in Germany. Known as Metzler/Payden, this joint venture services both clients of Metzler
Bank and Payden & Rygel, combining expertise in global fixed income and equities.

In 2010, Payden established an office in Boston, Massachusetts to expand US presence.
Comprising senior investment professionals, the office currently focuses on client service,
consultant relations and business development.

Investment Strategy

Payden & Rygel has specialized in providing enhanced cash fixed income strategies for
US tax-exempt institutional investors since the firm’s inception in 1983. This portion of the
business now constitutes over $27 billion ($67 billion including all low duration strategies)
of the over $100 billion they manage.

Payden’s philosophy for capturing value in enhanced cash strategies is guided by global
macro-economic fundamental analysis. Value in markets is based on evaluating the
direction of monetary policy, the strength and direction of the global economy, and
fundamental company analysis. The process of analysis, beginning with the broad
macro-economic environment and filtering down through sectors of the market allows
them to compare the expected returns from different asset classes, which in turn
determine which areas they feel have the most value given fundamental outlook.

Payden proposes a short-term US Treasury performance benchmark for this mandate,
such as the Bank of America Merrill Lynch 0 - 1 Year Treasury Note Index.

With the objectives of capital preservation and liquidity prominent, Payden recommends
a portfolio structured to take advantage of the total return opportunities available in
investment grade corporate credit, consumer asset-backed securities (ABS), agency
mortgage-backed securities (MBS), and government and agency debt, while
maintaining a high level of liquidity.
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Investment Process and Portfolio Construction

The bottom-up portfolio construction process focuses on the following factors:

Duration and Yield Curve Positioning

The investment team actively makes duration decisions, generally ranging up to +/-25%
long/short a benchmark duration, depending upon the outlook for the trend in interest
rates. The use of duration is not based on short-term market timing; instead, duration
decisions are made based on trends in underlying economic conditions, interest rate
policy, and market sentiment. The duration decision is generated at the senior-most level
of the firm. The decision is based upon a group consensus for the direction of interest
rates over the next 3-6 months. All decisions are fundamentally based and tied to a
general macro view of the global economy.

Payden considers yield curve management to be an integral part of the portfolio
duration decision. They actively structure portfolios to reflect their views concerning
changes in the shape of the yield curve and evaluate the roll-down impact to price
return in potential interest rate environments. Steepening or flattening decisions take
place relative to the term structure of rates as well as within sectors of the market.

Security Selection

Issue selection, along with sector allocation, represent the relative value aspects of the
portfolio. Along with internal credit analysis on individual issuers and issues, the strategy
team tracks the relative value relationship between and within sectors to capture
incremental return. Bonds are continuously reviewed with regard to credit fundamentals
and market pricing, as well as to their suitability to each portfolio. A typical short duration
portfolio consists of 75 to 200 issues, and includes fixed-income instruments of U.S. and
non-U.S. issuers. Except for US government securities, no more than 3% of the portfolio's
market value will be invested in securities of any single issuer to ensure diversification of
the portfolio.

Sector Decision

Sector allocation plays a large role in the performance of portfolios. Generally, Payden
uses US government notes and bills, money market instruments, as well as mortgage and
asset-backed securities, municipals, and corporate bonds in our Low Duration accounts.
Sector decisions are based on an assessment of the relative value of each sector vis-a-
vis expectation for returns going forward. The low duration strategy team is responsible
for these decisions and uses input from the portfolio managers, the individual sector and
credit analysts, and trading department.

Research Efforts

The majority of Payden’s research is conducted internally. Analysts are organized into
teams of sector specialists. The sector specialists are responsible for their sectors and work
closely with the senior investment strategists. Once a sector allocation has been made
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by the strategy group, the sector specialists/analysts choose the individual bonds within
their sector. They work closely with the strategy teams to ensure that securities purchased
are considered within the context of the client’s risk tolerance. The sector specialists are
supported by our economist team, which assesses current economic factors as well as
longer term global macro-economic themes.

Implementation
Portfolio structuring takes place at the strategy group level, where the overall investment
themes are applied in the appropriate markets. Specific security decisions, which reflect
the nature of the portfolio, are made by in-house traders assigned to each account,
under the guidance of sector strategists. The buy discipline is similar in that fundamental
research forms the basis for the recommendation. The main factors considered are:

* Fundamental evaluation of the opportunity

* Market valuation of the bond

* Assessment of bond liquidity

* Potential headline risk

* Forward looking risk profile

* Relative value versus alternatives

For a security to be purchased, Payden evaluates the risk/reward trade-off and the
liquidity required within the portfolio. The security valuation is considered relative to
alternatives. They also analyze particular structural elements of the security that may
cause the risk profile of the security to change over time.

Risk Controls

Risk management forms an integral part of the investment process, and involves
gualitative and quantitative aspects. Below is a list of risk controls, categorized by specific
types of risk:

e Event Risk: Payden views event risk as the single most important variable that can
lead to quick, large losses. As a result, Payden incorporates the potential for event
risk into internal credit ratings and issue selection decisions.

e Sector/Credit Risk: Sector and credit risk is measured and managed by quantifying
the contribution to duration from each industry and sector. This allows Payden to
measure the impact on portfolio returns relative to the index in spread widening
environments for any particular industry or sector. The credit process is the key
control over specific credit losses.

¢ Liquidity Risk: Liquidity comes at a price and their goal is to ensure that they are
compensated for foregoing liquidity in the form of adequate additional yield. The
key to our success in this area is to make intelligent trade-offs between the desired
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amount of portfolio liquidity and its associated costs. The goal is to ensure that
portfolios are structured with adequate liquidity in today’s market as well as in a
liquidity-stressed environment.

e Default Risk: Default risk is analyzed carefully in each credit, and worst-case
liquidation scenarios are used for the appropriate credits. Emphasis on industries
and credits with stable to improving cash flow prospects and the avoidance of
“business plan”-type (i.e., speculative) issuers limits default risk.

e Yield Curve Risk: Payden quantifies the risk associated with changes in the shape
of the yield curve by measuring “key rate durations”. This insures that yield curve
exposure is either consistent with that of the index or different from the index given
the strategic objectives.

¢ Interest Rate Risk: The most important factor in developing interest rate forecasts is
understanding and determining the risk/reward balance. Payden regularly
performs portfolio-specific risk/return analyses to determine the impact of various
interest rate scenarios on portfolio performance. This quantitative measurement is
especially useful in structuring portfolios in uncertain environments when the
Federal Reserve might be raising/lowering rates, and in properly evaluating the risk
characteristics of bonds with call features.

Track Record

As of September 30, 2016
Gross of Fees

2008 | 2009 | 2010 2011 2012 2013 2014 2015

Payden Enhanced Cash 4.3 5.1 2.0 11 2.0 0.9 0.8 0.6

BOA 0 - 1 Year Treasury Note 4.8 0.8 0.8 0.6 0.2 0.3 0.2 0.2
Difference -0.5 4.3 1.2 0.5 1.8 0.6 0.6 0.4

Firm Name

Payden Enhanced Cash 0.4 1.7 1.1 1.2 2.4
BOA O - 1 Year Treasury Note 0.1 05 03 03 15
Difference 0.3 1.2 0.8 0.9 0.9

Source: Payden
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Investment Team

For the proposed product, there are three investment portfolio managers and 19 client
portfolio managers. The senior investment professionals have worked together for two
decades, bringing stability to the process and discipline to risk controls. The following
table highlights the key product management team’s background and experiences.

Years
Highest Years involved Years in Years of
level of with with which current investment
education Institutional Firm product capacit experience
Managing
Principal, Head
Mary Beth of Low Duration BA smith College 26 26 26 32
Syal, CFA :
Strategies
Lawrence M. Senlqr Vice Columbia
. President, BA
Manis . College 3 3 3 16
Strategist
Amy K. Marshall, Vice President BS University of 6 6 6 14
CFA Notre Dame
Adam M. . . University of
Xovydov, XDA Vice President BBA Wisconsin- 3 3 3 6
Milwaukee
Davy K. Sim, CFA Portfolio Analyst University of
Vy R sim, y BS California, 4 4 4 9
Berkeley
Irene N. Portfolio University of
Manousiouthakis BSE Southern 3 3 3 3
Analyst . .
California

Management Fee (best and final fee proposal)

Annual
Fee in
Market Value of Total Assets Under Management Basis
Points
Up to $150 million 12
Next $100 million 10
Thereafter 8
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The annual fee in dollars for a $259 million portfolio based on the above fee schedule
would be $289,000 (11.2 bps)

Merits:
e 100% employee-owned
e Offer clients cash management “solutions” not products
¢ Large public fund client base in cash management
e Strong client service model — extension of staff
¢ |nvestment philosophy has appropriate focus on preservation of capital, liquidity
and value-added for the ERSRI mandate
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DISCLOSURES: This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers that
may be described herein. Information contained herein may have been provided by third parties, including investment firms providing
information on returns and assets under management, and may not have been independently verified. The past performance information
contained in this report is not necessarily indicative of future results and there is no assurance that the investment in question will achieve
comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The actual realized
value of currently unrealized investments (if any) will depend on a variety of factors, including future operating results, the value of the assets
and market conditions at the time of disposition, any related transaction costs and the timing and manner of sale, all of which may differ
from the assumptions and circumstances on which any current unrealized valuations are based.

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy
or completeness of the information contained in this document or any oral information provided in connection herewith, or any data
subsequently generated herefrom, and accept no responsibility, obligation or liability (whether direct or indirect, in contract, tort or
otherwise) in relation to any of such information. PCA and PCA’s officers, employees and agents expressly disclaim any and all liability that
may be based on this document and any errors therein or omissions therefrom. Neither PCA nor any of PCA'’s officers, employees or agents,
make any representation of warranty, express or implied, that any transaction has been or may be effected on the terms or in the manner
stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates, prospects or
returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions
prevailing as of the date of this document and are therefore subject to change.

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks,
uncertainties and other factors beyond the control of the Firm, which may result in material differences in actual results, performance or
other expectations. The opinions, estimates and analyses reflect PCA’s current judgment, which may change in the future.

Any tables, graphs or charts relating to past performance included in this report are intended only to illustrate investment performance for
the historical periods shown. Such tables, graphs and charts are not intended to predict future performance and should not be used as the
basis for an investment decision.

All trademarks or product names mentioned herein are the property of their respective owners. Indices are unmanaged and one cannot
invest directly in an index. The index data provided is on an “asis” basis. In no event shall the index providers or its affiliates have any liability
of any kind in connection with the index data or the portfolio described herein. Copying or redistributing the index data is strictly prohibited.

The Russell indices are either registered trademarks or tradenames of Frank Russell Company in the U.S. and/or other countries.
The MSCI indices are trademarks and service marks of MSCI or its subsidiaries.

Standard and Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc. S&P indices, including the S&P 500, are a registered trademark
of The McGraw-Hill Companies, Inc.

CBOE, not S&P, calculates and disseminates the BXM Index. The CBOE has a business relationship with Standard & Poor's on the BXM. CBOE
and Chicago Board Options Exchange are registered trademarks of the CBOE, and SPX, and CBOE S&P 500 BuyWrite Index BXM are
servicemarks of the CBOE. The methodology of the CBOE S&P 500 BuyWrite Index is owned by CBOE and may be covered by one or more
patents or pending patent applications.

The Barclays Capital indices (formerly known as the Lehman indices) are trademarks of Barclays Capital, Inc.
The Citigroup indices are trademarks of Citicorp or its affiliates.
The Merrill Lynch indices are trademarks of Merrill Lynch & Co. or its affiliates.

FTSE is a trademark of the London Stock Exchange Group companies and is used by FTSE under license. All rights in the FTSE indices and/or
FTSE ratings vest in FTSE and/or its licensors. No further distribution of FTSE data is permitted with FTSE’s express written consent.

While PCA has reviewed the terms of the Fund referred to in this document and other accompanying financial information on predecessor
partnerships, this document does not constitute a formal legal review of the partnership terms and other legal documents pertaining to the
Fund. PCA recommends that its clients retain separate legal and tax counsel to review the legal and tax aspects and risks of investing in
the Fund. Information presented in this report was gathered from documents provided by third party sources, including but not limited to,
the private placement memorandum and related updates, due diligence responses, marketing presentations, limited partnership
agreement and other supplemental materials. Analysis of information was performed by PCA.

An investment in the Fund is speculative and involves a degree of risk and no assurance can be provided that the investment objectives of
the Fund will be achieved. Investment in the Fund is suitable only for sophisticated investors who are in a position to tolerate such risk and
satisfy themselves that such investment is appropriate for them. The Fund may lack diversification, thereby increasing the risk of loss, and the
Fund’s performance may be volatile. As a result, an investor could lose all or a substantial amount of its investment. The Fund’s governing
documents will contain descriptions of certain of the risks associated with an investment in the Fund. In addition, the Fund’s fees and
expenses may offset its profits. It is unlikely that there will be a secondary market for the shares. There are restrictions on redeeming and
transferring shares of the Fund. In making an investment decision, you must rely on your own examination of the Fund and the terms of the
offering.
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