Cheltenham Township, believing that public input is appropriate on any items coming before the Commissioners, will recognize
any citizen wishing to address a specific item prior to the vote on that issue. In order o be recognized, please raise your hand.

PENSION BOARD

Morton J. Simon, Jr. -- Chairman
Kathy A. Hampton — Vice Chairman
Art Haywood — Member
Charles McKeown — Member
J. Andrew Sharkey — Member
Michael J. Swavola — Member
Harvey Portner — Ex-Officio Member

Friday, November 4, 2011
8:00 a.m.

Township Building

AGENDA

1. Quarterly report by the pension investment consultants on the status of the Township’s
four (4) pension plans.

2, Discussion of a fee increase for investment consulting services by the PFM Group
(see attached).

3. Old Business.
4, New Business.

5. Adjournment.

David'G. Kraghik )
Township M



Two Logan Square 215 567-6100

L ]
M Suite 1800 215 567-4180 fax
18" & Arch Strests www,pfrn.com
, Phitadelphia, PA
The PFM Gtoup 19103.2770

Public Financial Management, Inc.
PFM Asset Management LLC
FPFM Advisors

August 8, 2011

Memorandum " RECEIVED

To: Cheltenham Township Board of Commissioners AUG 0 9 204

From: Tom C FM Advi
rom: Tom Contoy, P visors CHELTENHAM TOWNSHIP

Re: Fee Increase for Investment Consulting Services

As a result of discussions that John Spagnola and I have had with Dave Kraynik, we are writing this
memorandum to propose that PFM Advisors’ annual flat fee for investment consulting services to
the Township be increased from $25,000 to $40,000. Our current fee has remained unchanged since
mid-2005, which coincided with your decision to allocate a significant portion of the Township’s
pension assets to CS McKee. However, during that period, the combined market value of the
Township’s four pension plans have increased by 29% as the combined market value was $33.5
million as of June 30, 2005 and $43.1 million as of June 30, 2011. In addition, since inception, our
role has been more involved than originally intended. Moreovet, during the last few years as
outlined below, we have systematically accelerated our efforts for the Township.

Since our role changed in 2005, PFM Advisors has setved as an independent third party to assist the
Commissioners in fiduciary duties for the Township pension plans on several important fronts. Our
investment consulting services have included the following;

* Provided a comprehensive quarterly report on total fund and individual manager investment
performance as compared to petformance benchmarks as well as compliance with the
investment policy statement.

¢ Continued to monitor and evaluate the contract with the Hartford Insurance Company and
its credit rating,

» Assisted in the rebalancing of the portfolic between Hartford, CS McKee and other
investments.

* Attended each quarterly Finance Committee Meetings as an active participant.

* Recommended investment managers and asset classes outside of CS McKee’s purview for
investment consideration when appropriate.

In addition to the above investment consulting services, we have been appropriately active in
recommending and implementing the following actvities outside of CS McKee’s purview:

* 2007 — Prepared an asset allocation analysis that resulted in an increased target allocation to
REIT’s.

* 2007 — Revised the Investment Policy Statements for all four plans, including new target
allocations for REIT’s.
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2008 — Recommended reduced tactical allocations to equities in anticipation of significant

negative corrections in global equity markets.

* 2009 — Recommended full rebalancing toward target equity allocations in anticipation of the
strong snapback in global equity markets.

® 2009 — Prepared a search to replace T Rowe Price REIT resulting in the selection of Cohen
& Steers.

® 2010 - Prepared an asset allocation analysis that resulted in new target allocations to
Commodities and changes in other asset classes.

* 2010 — Prepared addendums to the Investment Policy Statements for all four plans,
approving the commodity investments and changes in other asset classes.

* 2011 — Recommended expanding the allocation to International Equity to include emerging
markets.

® 2011 - Prepared a search for emerging market equities resulting in the selection of the

Oppenheimer Emerging Markets Fund.

Our activities outlined above have resulted in increased diversification for the Township’s pension
plans, which are expected to increase performance and reduce risks. 'The plans are less reliant on the
concentrated efforts and security selectons of CS McKee. For example, as of December 31, 2005,
CS McKee controlled 84.2% of the Cheltenham Police Pension Plan. As of June 30, 2011, this
concentration was reduced to 78.0%. In addition, the McKee allocation is about 70% for the
Salaried and Hourly Plans. Lastly, the allocations to Commodities for all plans are expected to
increase later in 2011 further reducing the reliance on CS McKee.

We hope that you will consider this proposal and look forward to discussing it further with you.
Thank you for your consideration of this matter,

Cc: David G. Kraynik
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