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BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, APRIL 14, 2015 @ 1:30 P.M.

COMMISSIONERS CHAMBERS

515 CENTER AVENUE - 4™ FLOOR

1L

IIL

V.

BAY CITY, MI 48708

CALL TO ORDER

ROLL CALL

MINUTES

A. MARCH 10, 2015

PUBLIC INPUT

PETITIONS & COMMUNICATIONS

A. INTEGRITY ASSET MANAGEMENT

1. ADAM FRIEDMAN & ANDREA LEISTRA
B. MONTHLY REPORTS - RES NO. 2015-14
1. PORTFOLIO VALUE - 1/1/15 - 03/31/15
2, CHANGE IN BOOK AND MARKET VALUE - 2/28/15
3. MONEY MANAGERS ON WATCH - (EFFECTIVE
DATE)
a. NONE
4, MONEY MANAGER REPORTS
a. BAIRD - ENDING 2/28/2015
b. CORNERSTONE - ENDING 2/28/2015
c. EAGLE ASSET MGMT -ENDING 2/28/2015
d. HOTCHKIS & WILEY - ENDING 2/28/2015
. LOOMIS SAYLES - ENDING 2/28/2015
f. MFS INVESTMENT - ENDING 2/28/2015
g MFS HERITAGE TRUST - ENDING 2/28/2015
h. MACKAY SHIELDS - ENDING 2/28/2015
5. RECAPTURE SERVICES
a. ABEL/NOSER - SUMMARY ENDING 2/28/15
b. CAPIS - SUMMARY ENDING 2/28/15
6. NORTHERN TRUST
a. SUMMARY EARNINGS - ENDING 3/31/15
7. REFUNDS/RETIREMENTS ENDING - 3/31/15
8. BCERS YTD BUDGET REPORT - ENDING 3/31/15

9. APPROVED EXPENSES - 3/31/15




BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, APRIL 14, 2015 @ 1:30 P.M.
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR
BAY CITY, MI 48708

VIL

VIIL

CORRESPONDENCE - LOOMIS SAYLES CEQ, ROBERT
BLANDING, WILL TRANSITION CEO RESPONSIBILITIES
TO KEVIN CHARLESTON, PRESIDENT, EFFECTIVE MAY 1,
2015.

D. CORPORATION COUNSEL
1. DISABILITY RETIREMENT POLICY
2. ORDINANCE APPROVAL PROCESS

E. RECEIVE MEMO AND SUPPLEMENTAL ACTUARIAL
ANALYSIS - DEPT WATER & SEWER  Res 2015-15
(ACTUARIAL ANALYSIS TO BE PROVIDED AT BOARD
MEETING)

F. APPROVAL PURCHASE OF TRANSCRIPTION EQUIPMENT
Res 2015-16

ANNOUNCEMENTS

A SPECIAL MEETING - APRIL 23, 2015 AT 9:00 A M.,
COMMISSION CHAMBERS, 515 CENTER AVENUE 4™
FLOOR, BAY CITY, MI 48708

B. NEXT REGULAR MEETING - MAY 12, 2015 AT 1:30 P.M.,,
COMMISSIONERS CHAMBERS, 515 CENTER AVENUE 4™
FLOOR, BAY CITY, MI 48708

UNFINISHED BUSINESS

NEW BUSINESS

MISCELLANEOUS BUSINESS

ADJOURNMENT
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NOTE: In addition to these typed minutes, this board meeting was also taped. These tapes are
available for review in the Retirement Office

A meeting of the Board of Trustees was held on March 10, 2015 at 1:30 p.m. in
the Commission Chambers, 4th Floor, Bay County Building, 515 Center Avenue,
Bay City, Michigan. Roll call taken.

Trustees Present: Chairperson Gray, Mr. Brzezinski, Mr. Coonan, Mr. Morse, Mr.
Pett, Mr. Starkweather, and Ms. Goetz.

Trustees Absent: Mr. Gromaski and Mr. Herek.

Also Present:

Consultant: The Bogdahn Group: Howard Pohl
Finance Officer: Crystal Hebert

Retirement Administrator: Rebecca Marsters
Corporation Counsel: Shawna Walraven

Trustee Herek entered the meeting at 1:45 p.m.

The meeting was called to order by Chairman, Steve Gray at 1:31 p.m.

MOTION 19: Moved, supported and carried to excuse Trustee Gromaski and
Trustee Herek.

Trustee Brzezinski had a question on the minutes from February 10, 2015. On
page 5 of the minutes, Mr. Brzezinski questioned the wording referring to the
new investment policy where Mr. Peter Brown stated the new policy would be
more subjective and taking out the objectivity. Mr. Brzezinski stated he felt
it should be the opposite. Mr. Pohl agreed and thought maybe Mr. Brown
misspoke. The tape was checked and it was stated as typed in the February 10,
2015 minutes. Mr. Pohl stated Mr. Brown misspoke. Chairman Gray stated there
needed to be a change to reflect that.

MOTION 20: The minutes stand as written; however, this month’s minutes
to reflect the speaker stated the reverse i.e. the speaker
should have stated the following: Included were 17 items
where they try to remove the subjectivity and make it more
of an objective review of managers as to when to consider
replacing them, when to put them on watch etc.

Mr. Gray called for public input. As there was no public input, he moved onto
petitions and communications.

RES 2015-10: Moved, supported and carried to adopt resolution
2015-10 to receive the following monthly reports:
Portfolio value ending 2/28/15, Change in Book &
Market Value 1/31/15, Money Managers on Watch -
none; Money Managers Reports: Baird - Ending 12/31/14,
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Cornerstone - Ending 1/31/15, Bagle Asset - Ending 1/31/15,
Geneva - Ending - 12/31/14, Hotchkis & Wiley - Ending
1/31/15, Loomis Sayles - BEnding 1/31/15, MFS Investment -
Ending 1/31/15, MFS Heritage Trust - Ending 1/31/15, Mackay
Shields - Ending 1/31/15; Recapture Services: Abel/Noser -
Ending 1/31/15, CAPIS - Ending 1/31/15; Refunds &
Retirements ending 1/31/15; BCERS YTD Budget Report -
Ending 1/31/15, and Approved Expenses - ending 1/31/15.

Mr. Pohl stated Mr. Brown had reviewed the Bay County IPS last month and asked
the Board to read it and come back to The Bogdahn Group with any questions.
Mr. Pohl stated there had not been any questions and stated it was up for
approval today.

RES 2015-11: Moved, supported and carried to adopt resolution 2015-11 to
approve the new Bay CounlLy IPS as presented.

Trustee Brzezinski asked Mr. Pohl, regarding the individual Money Managers,
what his thoughts were about not having more than 8% of that investment in any
one company. Mr. Brzezinsk thought they were working with 5% and asked if
this is a change from what was current.

Mr. Pohl stated he thought that was what it was, a change from the current.
He explained that most policy’s today are at 8% simply because with a lot of
the indices the largest holding is up to roughly that level. He gave an
example, if Apple was 8% of the index and you were at 5% or 6% you would
basically always be underweight in that stock. Raising it to 8% gives it a
little bit more flexibility. Mr. Pohl stated also when you have so many
different money managers, the impact of any one manager even at an 8%, once
you get everybody else, it is very much diluted then. Trustee Brzezinski
stated he was in favor of the 8% stating it is much more specific as to
looking at the investment advisors if they are not performing well, it is not
automatic just because they don’t do well. . .it will create a discussion.
Mr. Pohl stated that was the intent.

The next item is the Prudential Real Estate Funding. Mr. Pohl stated they
were still on target as te funding at the end of March. The latest is that it
will be a relatively low amount compared to the total anticipated, but then
most of the rest would be called in June.

Trustee Pett asked Mr. Pohl, with the breakdowns and percentages stated in the
resolution if there needed to be another resolution in June or did this take
care of it all and would it be done with whatever portion they call in March.

Mr. Pohl stated these numbers in the resolution are for the whole amount. If
they only ask for $1 million, it would be scaled back. They don’t want to
have to cash just sitting there in the account. If the balance is called in
June, then they would take the rest of the money.
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RES 2015-~12: Moved, supported and carried to adopt resolution 2015-12
approving the Board to raise the required assets by
selling equally from the Mackay Shields Convertible
Portfolio and the Cornerstone REIT account and that upon
favorable review/approval by corporation counsel, the
Chairman of the Board is authorized to execute the
agreement.

Next on the agenda is Corporation Counsel regarding Municode., Ms. Walraven
stated the County Clerk used to maintain the Retirement Ordinance and did
until 2011. At that time, she discontinued maintenance and Corporation
Counsel received the task. Tt was updated once during that time in 2012.
There are currently 42 pages of the Retirement Ordinance that need to be
amended. She believes it is appropriate that this Board would want to
maintain an updated, current ordinance for the members and for the other
entities involved. This is an expense that Corporation Counsel is asking to
be paid for, for this update and then for all updates going forward that it be
budgeted for.

Trustee Starkweather asked if the Retirement System was charged by the County
Clerk for the maintenance during 2011, 2012, and 2013 when it was not done.
Chairman Gray stated they were not. Trustee Starkweather would like to amend
the resolution to an amount not to exceed $1000.

RES 2015-13: Moved, supported and carried to adopt Res 2015-13 the Bay
County Employees’ Retirement Board approves the expense to
have Municode update the Retirement Ordinance and budget
for this expense in future Retirement System budgets
the amount not to exceed $1000.

Next item is correspondence rebalance assel allocation. Ms. Hebert stated it
was a standard rebalance.

MOTION 21: Moved, supported and carried to receive correspondence from
Columbia Management, MFS Tnvestment, MFS Heritage Trust,
and Schroders regarding rebalance of asset allocation.

Next item was MAPERS Spring Conference Registration any Trustee wishing to
attend should contact Rebecca Marsters.

ANNOUNCEMENTS :

A, Next regularly scheduled meeting will be Tuesday, April 14, 2015 at 1:30
P.M. in Commissioner’s Chambers, 515 Center Avenue - 4" Floor, Bay City,
MI 48708.

Trustee Coonan asked for Mr. Michaud to give an update regarding the issue the
Retirement System was having regarding the purchase of governmental time. Ms.
Walraven stated she could speak to the issue and update Mr. Michaud. She
stated the issue they have been discussing is the Department of Water and
Sewer’s amendment where they are proposing a limit for current employees on
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the purchase of government service time and elimination of the purchase of
government service time for new employees. The issue is that the Department
of Water and Sewer feels their fund has been disproportionately impacted by
the purchase of government service time from employees who have purchased a
large number of years. Ms. Walraven’s opinion is that MCL 46.12a(9) (d)limits
their ability to determine the amount that can be charged for that time by
statute. It only allows the calculation that is currently provided, which is
wages x employee contribution + employee contribution x the interest factor +
the employer contribution. The difficulty is that in the years where the
employer contribution is zero (0), those are exceptionally cheap years for
someone to purchase time. Ms. Marsters did a survey of what other counties do
and how they charge the purchase of government service time. They found that
a large majority limit the number of years, some do not offer it at all and
some follow a different wvaluation method. Ms. Walraven stated the valuation
method is the sticking point at this time. Ms. Walraven stated she had talked
to Mr. Michaud before the meeting about this valuation, which she feels is
limiting this Board’s ability to determine a fair cost of the time. Because
if it happens to be a 0% year, as we have said, is cheap and then that person
is getting a really good deal based on a different year where we have
contributed more. Mr. Michaud is of the opinion that it might not be
mandatory and that was something that would work on. 1If there is a way to get
around this strict wvaluation, then they would pursue that. An example would
be MERS’ actuarial valuation. That might be a way that they could get around
this issue and bring back to the Board a different valuation that could be
used for the purchase of government service time. Ms. Walraven stated this is
something they have been actively working on. Mr. Michaud stated at the
discretion of the board he would be happy to continue to work with Ms.
Walraven reviewing the provision and see how it integrates with the provisions
and collective bargaining agreements. He stated other boards have dealt with
purchasing service time and depending on how it is designed clearly drives the
cost whether it is actuarial or just a straight percentage of pay. Those are
significant differences. Ms. Walraven stated it was an issue that it is a
general provision of our ordinance.

Mr. Coonan stated he believed it was the Board’s responsibility that they
become aware that some practices negatively affect the fund and should address
and whether it is the funding that is currently used and eliminate it and go
to an actuarial type of funding. He stated with the Department of Water &
Sewer, they want to eliminate it for anybody new coming in. Mr. Coonan
believes everybody should be able to buy if they want to, but he thinks they
should pay the actuarial cost for it so that no one else is subsidizing the
purchasing of governmental time.

Mr. Michaud stated he would just need to look at the ordinance, the statute
and collective bargaining agreements for that group. Mr. Coonan stated this
was for the whole system. Mr. Michaud stated for other units as well and come
up with a new direction and he and Ms. Walraven can advise the Board. Trustee
asked about the collective bargaining. Ms. Walraven stated she needed to talk
to Mr. Michaud about it.
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UNFINISHED BUSINESS:

Mr. Pohl asked about the Consent and Acceptance Agreement regarding change in
internal control at The Bogdahn Group. He stated the resolution was okay
subject to Corporation Counsel review. Ms. Walraven stated she gave it to Ms.
Marsters and it is to be signed by the Board today.

Trustee Starkweather asked about payments going into the Retirement System
from the nine units and whether they paid monthly or if they paid it all in
December. He asked if there was a cash flow program.

Ms. Hebert stated she understands they pay monthly into the Pension System.

Trustee Starkweather stated looking at page 75 of the agenda regarding the
budget he stated it shows $13 million anticipated to be paid into the system
and that it does not show on the budget yet. Ms. Hebert referred to page 72
of the agenda and stated it has not been recorded yet for the first quarter.
Those are recorded quarterly and it will appear on the April statement. She
stated they had talked about eventually recording it monthly; however, it is a
lot of information to record on a monthly basis. She stated right now it is a
staffing issue where they do not have enough time to report those monthly, but
they are there. They are recorded on the ledger on a quarterly basis.

Trustee clarified that they do get money on a monthly basis and it is recorded
quarterly onto the county general ledger. Ms. Hebert stated you can see it on
the summary reports they have monthly that the contributions came in on the
earnings report on page 15.

NEW BUSINESS:

Mr. Michaud was present. He had three different handouts that were given to
the Board at the beginning of the meeting.

Chairman Gray stated Mr. Michaud was to speak about disability retirement as
that has been an issue in recent months.

Mr. Michaud stated the provisions in the Plan document regarding disability
retirement do not go to the level of detail to really give the administrator a
road map on what needs to be done. Because disabilities are very sensitive on
a couple of different levels, they are also very much subject to review and
potential litigation. He stated by having a policy regarding disability
retirement, you have a road map and process and you take the individual and
put them through the process and you effectively review their case, so to
speak, and at that point you can make a determination that will be well
considered and supportable in the facts. He stated the policy should
standardize the process and forms to get information in a comprehensive and
timely fashion. He spoke about confidential information and HIPPA laws
regarding medical information. Formalizing the process to make better
decisions and help insulate the Pension Board and Trustees from someone
claiming a breech of confidential information. He talked about the forms
specific to release of information, privacy and gathering all the information
that is pertinent and relevant to give to the medical director.

S
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He stated medical director is somebody that is outside the entity that you are
going to rely on as a Pension Board to make medical determinations. He spoke
in regards to retaining a medical director and that you do not want a medical
director that is a doctor that does work for the County, or a doctor that does
work for your worker’s comp cases. You want somebody that is completely
separate, an entity that is independent of the unions, the county, the
worker’s comp process so that you are able to substantiate that this
individual is qualified to make an objective decision. Sometimes the medical
director will need to be something that the Board is going to have to retain
an entity that has specialists on staff or in their network so that you can
delegate a specific alleged injury to the speciality doctor to make sure the
reports are comprehensive.

He also spoke about the medical director providing a comprehensive report as
well as a form that ultimately makes the decision of whether or not they meet
the three requirements and can you check the box that they are permanently
disabled, fully incapacitated/permanently disabled and should be retired. You
want to make sure you still have your program and your forms so that you are
able to document the fact that the doctor made that decision.

Mr. Michaud talked about different types of disabilities and injuries that are
not permanent. He also talked about disability re-examination requirements
The disability process anticipates that every year for the first five years
and once every three years thereafter until they otherwise hit their normal
retirement age, that the reexamination provisions would be implemented. FEven
though somebody goes on disability retirement, it should be anticipated and
understood that they will be re-examined to make sure they continue to be
disabled.

The other final notes are the coordination of disability retirees and
potential worker’s comp benefits. There is a sense that those two benefits
while they parallel each other, they are different processes, but they need to
be coordinated in terms of offset in costs. If they are receiving money from
worker’s comp and disability pension benefit, there may need to be some offset
so that someone is not receiving two checks for the same injury. That does
require an integration of systems with worker’s comp. Namely, if someone
settles a worker’s comp and gets a lump sum payment, there needs to be an
understanding how that works with the disability retirements.

Finally, there is a certification of earnings form which is a form sent to an
individual on disability that they report having any outside employment.
Sending out the annual certifications is another way to insulate a pension
board from making sure that those individuals on disability retirement are
truly disabled and those that are not do not get the benefit.

Trustee Coonan asked if this policy is going to be something that is not going
to reduce somebody who is legitimately disabled and if they were going to be
able to go through this in a reasonable period of time. He did not want to
limit anybody who is truly disabled.

Mr. Michaud stated this is intended to make this a more efficient, quicker
process. Generally disability retirements take anywhere from at the earliest

b
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30-90 days. We want to put a process in place that is consistent with your
ordinance provisions. Sometimes an ordinance provision will be maybe a
paragraph long, but it does not go through the level of detail of who they
need to talk to, where the medical director is. Those are the pieces that we
try to lay out in greater detail in the policy with the thought that this is
going to better serve your disabled members to give them the disability
retirement that they are entitled to in a quicker more efficient way.

Chairman Gray suggested a four-person subcommittee to work on this issue and
report back in August or September. He suggested a subcommittee of himself,
two County Commissioners and two other members as well as Ms. Walraven's
input.

Trustee Herek asked if it wouldn’t be better to have the Board study this for
a month bring back Mr. Michaud to answer questions rather than a subcommittee
of four people. He felt there might be some other questions that if they are
answered in a broader form it could almost save time. Chairman Gray stated he
was open to that.

Trustee Brzezinski stated he agreed with Mr. Herek. He doesn’t think they are
that large of a group for a subcommittee.

Trustee Coonan asked if they were comparing it not to a policy that the Board
has but something that is in the ordinance.

Ms. Walraven stated there is a provision in the ordinance. A policy would be
nuch more elaborate than the few sentences that are in the ordinance. It
would be an expansion of the concept.

Chairman Gray stated part of the reason for this policy is there was a
situation where a disability retirement was approved a couple of months ago.
The office and the three road commissioners never really had official
notification that this person had put in for a disability retirement. He
stated that one question is whether or not legally the Board could notify the
person’s employer/group that they are applying for disability retirement.
There is the question of using our medical examiner like we always have or do
we gel an outside doctor. There are a lot of questions. He stated he was not
advocating that it had not been done it correctly to this point, but thought
it deserved to be looked over and make sure it was being done right.

Ms, Walraven stated that the medical director is on the RFP schedule to be
reviewed so if we do have suggestions, that is something we can address
through the RFP process as well,

MOTION 22: Moved, supported and carried to receive the Disability
Retirement Policy Information and have the Board study the
information and bring back guestions for Mr. Michaud in a
month.

The next item is Public Act 563. Mr. Michaud stated a Freedom of Information

Act Policy was adopted. The law has since changed and there have been some
significant changes to the Freedom of Information Act. Mr. Michaud put a
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brief note together with the attached law that now will be effective July 1,
2015. He highlighted some of the changes regarding limiting the cost that can
be passed on to an individual requesting the information, providing the
information quicker and that more things will need to be done electronically.
He stated they are requiring you to do more work, faster, and at more expense
to you. There are time frames in terms of when you need to respond. If you
fail to respond within a 5-10 day period, there are waivers of costs, but more
significantly there are penalties, thousands of dollars in penalties. There
are penalties that are probably in the neighborhood of felony levels and $7500
is the penalty for failure to comply. That is something quite extreme. There
is some review of your FOIA policy that ‘is going to need to take place to
implement and to request some of the changes. There are also going to be some
mechanisms that you put on your web-based system or web page for responding to
requests and putting more information online. You are going to need to
develop specific forms and expense procedures so when somebody is asking for
information, they have a dedicated form to ask for the information and then
there is an understanding of what the charges will be. Then you, as a Pension
Board, and your administration are going to need to understand the limits in
terms of what costs can be shared and what costs cannot be shared to the
individuals requesting the information. He gave an example of copying costs
and if Kinko’s charges $0.10 a copy you cannot charge $0.25 a copy.

Trustee Starkweather asked if this impacts the local clerks around the country
that like to charge him $2.00 for a copy of a deed. Mr. Michaud sated it does.

Trustee Coonan stated making a copy is just one aspect of cost. They still
have to charge their time for whatever inquiries. Mr. Michaud stated there
were costs that you could pass along but it has to be the lowest paid person
capable and then there are some additional charges that you can pass along
like outside review. You can potentially pass those costs along. There are
some outside copying charges and outside review charges to compile the
information. Trustee stated the individual filing FOIA is going to have to
deal with still a lot of costs associated with whoever is retrieving the
information and that cost will be passed on to the individual.

The next item for discussion was eligible rollover distributions. Mr. Michaud
stated that the Internal Revenue Code had a very technical change in the
rollover rules. The lump sum distributions that you receive as a retiree or
maybe some separate employment that has contributions withdrawn - there are
some options in terms of what you can do with that money. The notice that
you need to hand out is called a 402 notice. That is the Internal Revenue
Code section dealing with the distribution rules. With the 402 notice, there
has been a technical change that allows people to transfer not for after tax
contributions and taxable contributions so you can divide those and put those
into separate accounts whereas before you needed to maintain the pro rata
share. TIf you wanted to split them up into two separate accounts, you could
not divvy up the non-tax and tazxable portion. It has to stay in that same
proportion. Now you can segregate those different assets in terms of the
taxability and put them in two different accounts. We have to update your form
and at some point I would suggest that the Becard adopt the updated form. He
stated the Retirement System is not in a position to give any tax advice or
financial advice, but you are required to give them a notice and this notice

§
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would meet that requirement.

There were no questions.

MOTION 23: Moved, supported and carried to have Ms. Walraven of
Corporation Counsel, work with Mr. Michaud, if necessary, to
prepare a new distribution notice form that would be
compliant with the Internal Revenue Code Section 402 and the
IRS Notice 2014-54 for the Board to adopt next month.

MISCELLANEOUS BUSINESS

Mr. Pohl stated Peter Brown said to say hi. He had surgery on his knee that
went well.

Chairman Gray thanked Trustee Coonan for Chairing the meeting last month.
ADJOURNMENT :

MOTION 24: Moved, supported and carried to adjourn the meeting at 2:27
p.m.

Respectfully submitted,

g edea

Crystal Hebert
Finance Officer/Secretary

Transcribed by: Tracy Cederquist




BAY COUNTY EMPLOYEES’
RETIREMENT SYSTEM

Investment Policy

PURPOSE OF INVESTMENT POLICY

The Bay County Employees Retirement System Board of Trustees (“Board”) maintains that an
important determinant of future investment returns is the expression and periodic review of the
Bay County Employees’ Retirement System (“Plan”) investment objectives. To that end, the
Board has adopted this Investment Policy and directs that it apply to all assets under their
control.

In fulfilling their fiduciary responsibility, the Board recognizes that the Plan is an essential
vehicle for providing income benefits to retired participants or their beneficiaries. The Board
also recognizes that the obligations of the Plan are long-term and that investment policy should
be made with a view toward performance and return over a number of years. The general
investment objective is to obtain a reasonable total rate of return - defined as interest and
dividend income plus realized and unrealized capital gains or losses - commensurate with the
Prudent Investor Rule and any other applicable ordinances and statutes.

Reasonable consistency of return and protection of assets against the inroads of inflation are
paramount. However, interest rate fluctuations and volatility of securities markets make it
necessary to judge results within the context of several years rather than over short periods of
five years or less.

The Board will employ investment professionals to oversee and invest the assets of the Plan.
Within the parameters allowed in this document and their agreements with the Board, the
investment management professionals shall have investment discretion over their mandates,
including security selection, sector weightings and investment style.

The Board, in performing their investment duties, shall comply with the fiduciary standards set
forth in Employee Retirement Income Security Act of 1974 (ERISA) at 29 U.S.C. s. 1104(a) (1)
(A) — (C). In case of conflict with other provisions of law authorizing investments, the
investment and fiduciary standards set forth in this section shall prevail.

Adopted By The Bay County Employees'
Retirement System Board of Trustees:
March 10, 2015
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TARGET ALLOCATIONS

In order to provide for a diversified portfolio, the Board has engaged investment professional(s)
to manage and administer the fund. The Investment Managers are responsible for the assets and
allocation of their mandate only and may be provided an addendum to this policy with their
specific performance objectives and investment criteria. The Board has established the
following asset allocation targets for the total fund:

Asset Class* Target Range Benchmark Index

Domestic Equity 48% 38%-58% | S&P 500, Russell Mid
Cap, Russell 2000

International Equity 20% 10% - 20% | MSCI EAFE Index Net

Broad Market Fixed Income 21% 10% - 40% | Barclays Aggregate

Real Estate** 7% 0% -10% | NCREIF ODCE / FTSE
NAREIT

Alternatives** 4% 0% -20% | BOAML IG Convertibles

Cash** 0% 0% - 5% 90-Day T-Bills

* Please see Appendix A for a detail break-down of the Asset Classes and underlying strategies.
** Benchmark will default to “broad market fixed income” if these portfolios are not funded. Targets and
ranges above are based on market value of total Plan assets.

The Investment Consultant will monitor the aggregate asset allocation of the portfolio as detailed
in Appendix A, and notify the Board of Trustees to rebalance to the target asset allocations
based on market conditions. If at the end of any calendar quarter, the allocation of an asset class
falls outside of its allowable range, barring extenuating circumstances such as pending cash
flows or allocation levels viewed as temporary, the asset allocation will be rebalanced into the
allowable range. To the extent possible, contributions and withdrawals from the portfolio will be
executed in a manner to maintain allocations within policy ranges while minimizing transaction
costs. The Board does not intend to exercise short-term changes to the target allocation.

INVESTMENT PERFORMANCE OBJECTIVES

The following performance measures will be used as objective criteria for evaluating the
effectiveness of the Investment Managers:

A. Total Portfolio Performance

The performance of the total portfolio will be measured for rolling three (3) and five (5)
year periods. The performance of the total portfolio will be compared to the return of
the policy indexes comprised of 31% S&P 500, 12% Russell Midcap, 5% Russell 2000,
20% MSCI EAFE Net, 21% Barclays Aggregate, 5% NCREIF ODCE, 2% FTSE
Equity REIT, and 4% BOAML IG Convertibles and 0% 90-Day T-Bill. .

1. On a relative basis, it is expected that the total portfolio performance will rank above
the median of the appropriate peer universe over three (3) and five (5) year time
periods.
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2. On an absolute basis, the objective is that the return of the total portfolio will equal or
exceed the actuarial earnings assumption 7.5%, and provide inflation protection by
meeting Consumer Price Index plus 3%. This absolute return objective will be
evaluated in the context of the prevailing market conditions.

Equity Performance

The combined equity portion of the portfolio, defined as domestic and international common
stocks is expected to perform at a rate at least equal to 45.6% (31%/68%) of the S&P 500
Index, 17.6% of the Russell Mid Cap Index, 7.4% of the Russell 2000 Index, and 29.4% of
the MSCI- EAFE Index as well as above the median of combined equity fund performance
over three (3) and five (5) year time periods. Similarly, the combined domestic equity and
combined international equity portions of the portfolio shall each perform at least equal to
their respective index target as well as above the median of combined domestic or
international equity fund performance over three (3) and five (5) year time periods.
Individual components of the equity portfolio will be compared to the specific benchmarks
defined in each Investment Manager addendum. All portfolios are expected to rank above
the median of the appropriate peer universe over three (3) and five (5) year time periods.

Fixed Income Performance

The overall objective of the fixed income portion of the portfolio is to add stability and
liquidity to the total portfolio. The combined fixed income portion of the portfolio is
expected to perform at a rate at least equal to the Barclays Capital U.S. Aggregate Bond
Index as well as above the median of combined fixed income fund performance over three
(3) and five (5) year time periods. All portfolios are expected to rank above the median of
the appropriate peer universe over three (3) and five (5) year time periods.

Real Estate Performance

The overall objective of the real estate portion of the portfolio is to add diversification and
another stable income stream to the total fund. The real estate portion of the portfolio,
defined as core, open ended private real estate, is expected to perform similarly to the
NCREIF ODCE Index as well as above the median of the real estate fund performance over
the (3) and five (5) year time periods.

Real Estate Investment Trust (“REIT”) Performance

The overall objective of the REIT portion of the portfolio is to add diversification and
another stable income stream to the total fund. The REIT portion of the portfolio, defined as
publicly traded real estate investment trusts, is expected to perform above to FTSE NAREIT
Equity REIT Index as well as above the median of the REIT fund performance over the (3)
and five (5) year time periods.

Alternative and Other Asset Performance

The overall objective of the alternative and/or “other asset” portion of the portfolio, if
utilized, is to reduce the overall volatility of the portfolio and/or enhance returns. This
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portion of the portfolio will be measured against an appropriate benchmark, which will be
outlined in the Investment Manager addendum at the time of investment,

IV. INVESTMENT GUIDELINES
A. Overall

All investment guidelines and restrictions of the State of Michigan are incorporated by
reference, including, but not limited to:

a. Michigan Public Act 314 of 1965, as amended; and
b. Bay County Employees’ Retirement System Ordinance.

B. Pooled Funds

Investments made by the Plan may include pooled funds. For purposes of this policy pooled
funds may include, but are not limited to, mutual funds, commingled funds, exchange-traded
funds, limited partnerships and limited liability corporations. Pooled funds may be governed
by separate documents which may include investments not expressly permitted in this IPS.
In the event of investment by the Retirement System into a pooled fund, the Retirement
System will adopt the prospectus or governing policy of that fund.

C. Alternative Investments

The Retirement System may invest in investments that would otherwise not be qualified
under these Investment policies, to the extent permitted under MCL Section 38.1140d
(informally referred to as the “basket clause™).

D. Collective Investment Restrictions and Correcting Excess Investments

All investment managers and investment consultants are restricted individually, and
collectively, by this IPS. The investment managers shall coordinate monthly with the
investment consultant, who shall (among other things) assure collective compliance with
this IPS. In the event any investment based on changes in the market value of the
Retirement System assets, causes the Retirement System to exceed any limitation prescribed
in this IPS, the assets may be reallocated by the Board of Trustees in a prudent manner to
comply with PA 314 of 1965 and this Investment Policy.

E. Guidelines for Equity Investments

1. Not more than 70% of the Retirement System’s assets in global stock as defined as in
§12(b)(4)(b) of PA 314 of 1965,

2. The Retirement System shall not invest more than 5% of their total assets in any one
corporation.

F. Guidelines for Fixed Income Investments and Cash Equivalent

/5
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V.

Specific guidelines will be outlined for separate account managers in their addendums.
For mutual funds and collective trusts guidelines will be outlined in their prospectus or
offering document.

COMMUNICATIONS

A.

D.

On a monthly basis, the Custodian shall supply an accounting statement that will include a
summary of all receipts and disbursements and the cost and the market value of all assets.

On a quarterly basis, the Investment Managers shall provide a written report affirming
compliance with the security restrictions of Section IV (as well as any provisions outlined in
the Investment Manager’s addendum). In addition, the Investment Managers shall deliver a
report each quarter detailing the Plan's performance, forecast of the market and economy,
portfolio analysis and current assets of the Plan. Written reports shall be delivered to the
Board within 30 days of the end of the quarter. A copy of the written report shall be
submitted to the person designhated by the County, and shall be available for public
inspection. The Investment Managers will provide immediate written and telephone notice
to the Board of any significant market related or non-market related event, specifically
including, but not limited to, any deviation from the standards set forth in Section IV or their
Investment Manager addendum.

If an Investment Manager owns investments that complied with section 1V at the time of
purchase, which subsequently exceed the applicable limit or do not satisfy the applicable
investment standard, such excess or noncompliant investments may be continued until it is
economically feasible to dispose of such investment in accordance with the prudent person
standard of care, but no additional investment may be made unless authorized by law or
ordinance. In addition, an action plan outlining the investment ‘hold or sell’ strategy shall
be provided to the Board immediately.

The Investment Consultant shall evaluate and report on a quarterly basis the rate of return
and relative performance of the Plan on a gross and net of fee basis.

The Board will meet periodically to review the Investment Consultant’s performance report.
The Board will meet with the Investment Managers and appropriate outside consultants to
discuss performance results, economic outlook, investment strategy and tactics and other
pertinent matters affecting the Plan on a periodic basis as prescribed by the Due Diligence
Policy.

At least annually, the Board shall provide the Investment Managers with projected
disbursement needs of the Plan so that the investment portfolio can be structured in such a
manner as to provide sufficient liquidity to pay obligations as they come due. To this end
the Investment Managers should, to the extent possible, attempt to match investment
maturities or investment programs with known cash needs and anticipated cash-flow
requirements.
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VI.

VIL

COMPLIANCE

A. 1t is the direction of the Board that the Plan assets are held by a third party Custodian, and
that all securities purchased by, and all collateral obtained by the Plan shall be properly
designated as Plan assets. No withdrawal of assets, in whole or in part, shall be made from
safekeeping except by authorized signers of the Board.

B. At the direction of the Board, operations of the Plan shall be reviewed by independent
certified public accountants as part of any financial audit periodically required. Compliance
with the Board’s internal controls shall be verified. These controls have been designed to
prevent losses of assets that might arise from fraud, error, or misrepresentation by third
parties or imprudent actions by the Board or employees of the Plan sponsor, to the extent
possible.

C. The proxy votes must be exercised for the exclusive benefit of the participants of the Plan.
Each Investment Manager shall provide the Board with a copy of their proxy voting policy
for approval and shall vote all proxies associated with their portfolios. On a regular basis, at
least annually, each manager shall report a record of their proxy vote. Additionally, any
other proxy votes required for plan assets, such as commingled funds, collective trusts or
mutual funds or other routine matters, shall be voted upon by the Finance Officer and/or the
Board of Trustees. In the event there are non-routine matters or items that raise questions,
those items shall be referred to the Investment Consultant for review and who shall
recommend a vote to the Finance Officer.

CRITERIA FOR INVESTMENT MANAGER REVIEW

The Board wishes to adopt standards by which judgments of the ongoing performance of an
Investment Manager may be made. If, at any time, any three (3) of the following is breached, the
Investment Manager may be warned of the Board's serious concern for the Plan's continued
safety and performance. If any five (5) of these are violated the Investment Consultant may
recommend an Investment Manager evaluation for that mandate.

*  Four (4) consecutive quarters of relative under-performance versus the benchmark.

*  Three (3) year trailing return below the median within the appropriate peer group and
under performance versus the benchmark.

* Five (5) year trailing return below the median and under performance versus the
benchmark.

*  Three (3) year downside return greater than the index (greater than 100), as measured
by down market capture ratio.

=  Five (5) year downside return greater than the index (greater than 100), as measured
by down market capture ratio.

*  Style consistency or purity drift from the mandate.
= Management turnover in portfolio team or senior management.

* Investment process change, including varying the index or benchmark.
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= Failure to adhere to the Investment Policy, Investment Manager Addendum or othor
corpliance issues,

*  Investigation of the firm by the Securities and Exchange Commission (SEC) or other
regulatory agency.

t  Significant asset flows into or out of the company or shrategy.
¥ Merger or sale of firm, '
" Fee increases outside of the competitive range. '*

¢ Serviclng lssues — key personnel stop servicing the account without proper
notification,

% Failure to attain a 60% vote of confidence by the Board.

Nothing in this scction shall Kimit or diminish the Board's right to terminate the Investment
Mangger at any time for any reason. "

VIII, APPLICABLE COUNTY ORDINANCES

If at any time this document is found to be in conflict with the County Ordinancoes ox applicable
Michigan Statutes, the Ordinances and Statutes shall prevail,

IX. REVIEW AND AMENDMENTS

It is tho Board's intention to review this document at least annvally subsequent to the actuarial
report ‘and to amead this statement to reflect any changes in philosophy, objectives, or
guidelines. TIn this regard, the Investment Manager's interest in consistency in these mattors is
recognized and will be taken into account when changes are being considered. If, at any time,
the Investment Manager feels that the specific objectives defined herein cannot bo met, or the
guidel']‘ constrict performance, the Board should be notified in writing, By initialing and
contlauing acceptance of this Investment Policy, the Investment Managers conour with the
provigions of this dooument, By signing this document, the Chairman attests that this policy hag
been recommended by the Investment Consultant, yeviewed by the Plan’s legal counsel for
compliance with applicable law, and approved by the Board.

BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM
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MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE
MARCH 10, 2015

IN THE BOARD OF COMMISSIONER'S CHAMBERS, LOCATED AT 515 CENTER AVENUE, 4™ FLOOR,
BAY CITY, MI 48708

MEETING CALLED TO ORDER BY: CHAIRPERSON STEVE GRAY AT __1:30 P.M.

Trustee Herek entered meeting ag 1:45

MOTIONS
TRUSTEE 19 20 21 22 23 24
BRZEZINSKI M M S Y Y Y
COONAN Y Y Y Y Y Y
GRAY Y Y Y Y Y Y
GROMASKI E E E E E E
HEREK E E E M ) M
MORSE S S Y Y Y S
PETT Y Y M S Y Y
STARKWEATHER Y Y Y Y M Y
GOETZ Y Y Y Y Y Y

CODE: M - MOVED; S - SUPPORTED; Y-YEA; N-NAY; A-ABSENT; E-EXCUSED
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MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE
MARCH 10, 2015

IN THE BOARD OF COMMISSIONER'S CHAMBERS, LOCATED AT 515 CENTER AVENUE, 4™ FLOOR,
BAY CITY, MI 48708

MEETING CALLED TO ORDER BY: CHAIRPERSON STEVE GRAY_1:30 P.M.

Trustee Herek entered the meeting at 1:45

RESOLUTIONS
TRUSTEE 10 11 12 13
BRZEZINSKI Y M S Y
COONAN Y Y M M
GRAY Y Y Y Y
GROMASKI E E E E
HEREK E E E E
MORSE Y Y Y S
PETT M Y Y Y
STARKWEATHER S S Y Y
GOETZ Y Y Y Y

CODE: M - MOVED; 8 - SUPPORTED; Y-YEA; N-NAY; A-ABSENT; E-EXCUSED




No. 2015-14
BAY COUNTY RETIREMENT BOARD
4/14/2015
RESOLUTION
BY: BAY COUNTY RETIREMENT BOARD

RESOLVED By the Bay County Retirement Board that the following reports are received:

1. PORTFOLIO VALUE - I/1/15 -3/31/15
2. CHANGE IN BOOK AND MARKET VALUE - 2/28/15
3. MONEY MANAGERS ON WATCH - NONE
4, MONEY MANAGER REPORTS
a. BAIRD - ENDING 2/28/15
b. CORNERSTONE - ENDING 2/28/15
C. EAGLE ASSET MGMT - ENDING 2/28/15
d. HOTCHKIS & WILEY - ENDING 2/28/15
¢ LOOMIS SAYLES - ENDING 2/28/2015
f. MFS INVESTMENT - ENDING 2/28 /15
g MFS HERITAGE TRUST - ENDING 2/28/15
h., MACKAY SHIELDS - ENDING 2/28/15
5. RECAPTURE SERVICES
a. ABEL/NOSER - SUMMARY ENDING 2/28/15
b. CAPIS - SUMMARY ENDING 2/28/15
6. NORTHERN TRUST SUMMARY EARNINGS - 2/28/15
7. REFUNDS/RETIREMENTS -ENDING 3/31/15
8. BCERS YTD BUDGET REPORT - ENDING 3/31/15
9. APPROVED EXPENSES - 3/31/15
STEVE GRAY, CHAIR
AND BOARD
MONTHIY REPORTS APRIL
MOVED BY TRUSTEE
SUPPORTED BY TRUSTEE
TRUSTEE Y | N | E | TRUSTEE Y | N | E | TRUSTEE Y [N
Steve Gray Matthew Pett Thomas Herek
Richard Brzezinski Jon Morse Richard Gromaski
Kim Coonan Thomas Starkweather Kristal Goetz
Vote Totals:
Roll Call: Yeas Nays. ] Excused
Voice: Yeas Nays Excused
Disposition: Adopted_ Defeated_ Withdrawn i
Amended Corrected Referred
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RET. HOTCHKIGZ  LOQMIS MACKAY MFS INTER-,

2018 BAIRD BARINGS GCORNERSTONE DENVER  EAGLE(RJFN)  GENEVA  WILEY SAVLES SHIELDS MFS NATIONAL  INTEGRITY SCHRODER COLUMBIA VANGUARD ERIZA cagH IoTAL

VENDOR # Bx54 1539 L aad T4 — b A BTART .ok fLred ax fote ol ] Mg 08T 44007

JAN 2565448481 1854882  14,930,255.11 011 974899022 22736,05232 10,488,42537 3677355450 10,088,857.01 46,475,341.50 15,278,008.7C 21,347,500.05 17,368,857.17 44,850,307.62 14,648,350.60 4,580,099.44  204,008,341.84
FEB 25600,772.32 18,203.74 14,500,330.44 on 10,308.479.56 2421831477 11,215546.48 25580,858,38 24,425,781.07 33,165871.83 24,740,528.82 2244578778 26,406,553.80 31,837.440.56 30,858,217.06 3.437,191.54  19,069.088.10
MARCH  25845811.08 17,2535 1478178138 011 1043501533 2448588035 1129621220 36,609.991.43 16,916,352.84 32,780,558.00 25,505,761.38 22,555,526.97 26.567.122.19 31.178.272.37 30,389.218.56  S585867.00 223277879 314,207.332.51
APRIL 0.00
MAY 0.00
JUNE 0.00
JULY 0.00
AUG 0.00
SEPT 0.00
ceT 0.00
NOV 0.00
DEC 0.00

BAIRD BARINGS CORNERSTONE QENVER EAGLE GENEVA HOTCHKIS & LOOMIS MACKAY MFS MESINTL, WNTEGRITY SCHROOER COLUMBIA  VANGUARD eRISA casH TOTAL
WILEY SAYLES SHIELDS
2015

18T QTR 2400118 281867390  2.842,765.08
2ND QTR .00 0.00
3RDQTR 0.00
4THQTR 0.0
2014 YTD 0.0 0.00 0.00 0.00 0.00 000 0.00 000 24001.18 0.00 0.00 0.00 0.00 0.00 2.00

BAIRD GOVERNMENTAL FIXED INCOME MANAGER ”
BARING LARGE CAP GROWTH INTERNATIONAL EQUITY MANAGER S0
COLUMSBIA LARGE CAP DEEP VALUE MANAGER

CORNERSTONE REAL ESTATE ~ REAL ESTATE INVESTMENT TRUST MANAGER

EAGLE SMALL-CAP GROWTH MANAGER

GENEVA MID-CAP GROWTH MANAGER

HOTCHKIS & WILEY SMALL CAP VALUE MANAGER

INTEGRITY MID-CAP VALUE MANAGER

LOOMIS SAYLES CORPORATE BOND MANAGER

MACKAY SHIELDS CONVERTIBLE BOND MANAGER

MFS LARGE CAP GROWTH EQUITY MANAGER

SCHRODER INTERNATIONAL SMALLMID CAP EQUITY MANAGER

WENTWORTH LARGE CAP CORE MANAGER

G:\RetremennfRETIREMENT MUTIAGENDA ITEMS'\RETIREMENT PORTFOLIO 2015



BAIRD

BARING
COLUMEIA

CORNERSTONE
EAGLE

GENEVA
HOTCHKIS & WILEY
INTEGRITY

LOOMIS SAYLES

MACKAY SHIELDS

MFS
SCHRODER

WENTWORTH

INVESTMENT MANAGER FEE SCHEDULES

.30% - FIRST $25 MILLION
.25% - NEXT $25 MILLION
.20% - NEXT 50 MILLION
.15% - THEREAFTER

.85% -ON ASSETS UNDER MANAGEMENT

.50% - FIRST $40 MILLION
40% - NEXT $60 MILLION

.80% - OF THE FAIR MARKET VALUE OF ASSETS
.85% « ON ASSETS UNDER MANAGEMENT

.75% - ON ASSETS UNDER MANAGEMENT

1.00% -ON ASSETS UNDER MANAGEMENT

85% - FIRST $15 MILLION

.75% - NEXT $25 MILLION

.35% - FIRST $20 MILLION
.25% - NEXT $80 MILLION
.20% - OVER $100 MILLION

.50% - UP TO $100 MILLION
.40% - ABOVE $100 MILLION

.80% - ON FIRST $50 MILLION

.75% - UP TO $10 MILLION
.50% - UP TO $100 MILLION

B0%-FIRST $2 MILLION
B0%-NEXT $8 MILLION
50%-NEXT $10 MILLION
A0%-NEXT $10 MILLION
30%-OVER $30 MILLION

G:\Retiromenf\RETIREMENT MUT\AGENDA TTEMS\RETIREMENT PORTFOLIO 2015
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Cost Market value For more information
Opening balance 247,699,558.48 304,216,003.89
Miscellaneous Cash Receipts 168.51 168.51 See funding & disbursement summary
Participant Contributions 76,257.56 76,257.56 See funding & disbursement summary
Sponsor Contribulions 176,145.72 176,145.72 See funding & disbursement summary
Interportfolio Transfers In 32,441,000.00 32,441,000.00  See funding & disbursement summary
Benefil Payment Redeposits 1,865.38 1,865.38  See funding & disbursement summary
Total receipts 32,695,437.17 32,695,437.17 See funding & disbursement summary
Interportfollo Transfers Out - 32,441,000.00 - 32,441,000,00 See funding & disbursement summary
Benefit Payments / Beneficiary Payments - 1,338,588.36 - 1,338,588.36  See funding & disbursement summary
Total disbursements - 33,779,588.36 - 33,779,588.36  See funding & disbursement summary
Income received 582,991.31 582,991.31 See income & expense summary, cash activity detail
Expenses paid - 168,728.29 - 198,728.29 See income & expense summary
Unrealized gainfloss change 0.00 502,511.94  See assel summary
Realized gainfoss 11,814,968.17 11,814,966.17  See realized gainfloss summary
Accrued income change - 69,583.52 - 69,583.52 See income & expense summary
Closing balance 258,745,052.86 315,764,012.31

Northern Trust

Generated by Northern Trust from periodic data on 30 Mar 15
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Baird Advisors
Fixed Income Market Comments
February 2015

Yields Rise in February, Reversing Much of January Drop

The yield on the 10-year Treasury rose 32 bps to 2.00% and the yield curve steepened in February, reversing much of the prior
month’s decline as U.S. jobs data came in stronger than expected (Jan. nonfarm payrolls +257K vs +228K consensus forecast
with an additional +147K revision to the prior two months). The Fed meeting minutes confirmed that the central bank is prepared
to begin raising the Fed funds rate, but uncertainty remains high with regard to the timing of an initial Fed move and the
magnitude of subsequent policy tightening. As the U.S. economy comes closer to preseribed employment and expected inflation
targets, the Fed has advised that its guidance will become less definilive and policy moves will continue to be “data dependent.”
As such, interest rate volatility could remain high as the market anticipates the Fed’s next move.

Treasury Yields

30— ———— 1 Maturity Dec31,2014 Jan31,2015 Feb28,2015 1Mo Change
e 1 021% 0.14% 0.19% 0.05%
~_ 2 066% 04T% 0&%  01%
' S 3 1.07% 0.77% 1.00% 0.23%
1.0% - 5 1.65% 1.19% 1.50% 0.31%
) —Dec31,2014  —Jan 31,2015 7 1.97% 1.49% 1.82% 0.33%
i Fe;bzls’. 291? ] 10 2.17% 1.68% 2.00% 0.32%
0.0% CUTTTTTTTTTEEEE, 300 275%  225%  260%  035%
Maturity ;
Spreads Tighten Significantly Option-Adjusted Spreads (in bps)
Spreads tightened significantly in February as Greece negotiated a 1Mo YID
temporary bailout extension, oil prices stabilized, and spread 123444 L3S 24N S o
sectors were attractive relative to extremely low (and often 1.8, Aggregate Index 45 5l 43 [EB5 el
negative) yields on global sovereign bonds. Stability in oil prices DS Agneytmonmotags). 16 e 16 % 4
during the month following the precipitous drop from Qctober Diatgsgpitend S Sorkus
through January eased fundamental credit concerns in the energy Kiﬂ?giiﬁ;;:::zgm i; 2; ég ':]5 5?
sector, which contributed to a 78 bps tightening in corporate high CNIDS: i\,m_}\gemv 118 127 4 Lo A
yield spreads. Investment grade corporate spreads also tightened Corporate Sectors
13 bps this month on strong investor demand and continued solid U.S. Tnvestment Grade 131 136 123 -13 -8
credit fundamentals. Asset-backed spreads were unchanged in the Industrial 140 146 130 -16  -10
month and wider for the year as robust new issuance pushed Utility 119 121 112 9 7
spreads wider. Financial Institutions 117 123 12 -11 -5
U.S. High Yield 483 509 431 -78  -52

Rising Yields Lead to Negative Returns, Except High Yield Source: Barclays

Rising yields led to negative returns for all investment grade sectors in February while the tightening of spreads enabled spread
sectors to outperform Treasuries (-1.54%) which had the weakest returns. Investment Grade Corporates (-1.01%) fared
somewhat better as spreads tightened and sectors with shorter average maturities (e.g. ABS -0.38%) posted some of the smallest
declines. Mortgage-Backed Securities (-0.16%) offered relatively stable returns as rising mortgage rates reduced the imminent
risk of prepayments on premium priced securitics. High Yield returns (+2.4 1%) stood out as the only sector with positive returns
this month, maintaining a strong correlation with upward moves in the equity market.

Total Returns of Selected Barclays Indices and Subsectors

Barclays Index/Sector February YTD
U.S. Aggregate Index -0.94% 1.14%
U.S. Gov’t/Credit Index -1.27% 1.33%
U.S. Intermediate Gov’t/Credit Index -0.70% 0.95%
U.S. 1-3 Yr. Gov't/Credit Index -0.16% 0.36%
U.S. Treasury -1.54% 1.00%
U.S. Agency -0.79% 0.74%
MBS (Mortgage-Backed Securities) -0.16% 0.68%
CMBS (Commercial Mortgage-Backed Securities) -0.64% 1.13%
ABS (Asset-Backed Securities) -0.38% 0.48%
U.8. Corporate - Investment Grade -1.01% 1.99%
Corporate High Yield 241% 3.09%
Municipal Bond Index -1.03% 0.72%
TIPS (Treasury Inflation Protected Securities) -1.20% 1.91%

Robert W. Baird & Co. Member SIPC
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CORNERSTONE

PERFORMANCE HISTORY
Bay County Employees' Retirement System

Percent Total Return

Per Period
Time Period 2/28/2015 Portfolio FTSE/NAREIT
Gross Net Equity REIT Index
1 Month -2.88% -2.93% -3.48%
YTD 3.35% 3.26% 2.99%
1 Year 26.34% 25.60% 22.56%
3 Year 16.99% 16.30% 15.45%
5 Year 19.04% 18.33% 17.61%
Inception (October 21, 2008) 18.51% 17.81% 16.23%
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CORNERSTONE

Bay County Employees' Retirement System

February 28, 2015

Closing Percentage
Property Cost Per Price of Market Value Dividend
Symbol Description Type Shares Share 2/28/2015 Portfolio 2/28/2015 Yield
Equity Holdings
AVB AvalonBay Communities Inc Apartment 5,666 $858,439 $151.51 $168.34 6.58% $953,814 2.8%
EQR Equity Residential Apartment 14,150 $933,533 $65.97 $77.03 7.52% $1,089,975 2.6%
ESS Essex Property Trust Inc Apartment 3,700 $675,104 $182.46 $222.43 5.68% $822,991 2.3%
GPT Gramercy Property Trust Inc Diversified 26,140 $181,212 $6.93 $7.05 1.27% $184,287 2.2%
VNO Vornado Realty Trust Diversified 4,564 $313,790 $68.75 $110.04 3.46% $502,223 2.6%
ARCP  American Realty Capital Proper Free Standing 9,360 386,154 $9.20 $9.81 0.63% $91,822 8.5%
DOC Physicians Realty Trust Healthcare 11,270 $154,641 $13.72 $16.45 1.28% $185,392 5.5%
HCN Health Care REIT Inc Healthcare 10,250 $661,079 $64.50 $77.11 5.45% $790,378 4.2%
NHI National Health Investors Inc Healthcare 1,727 $103,748 $60.07 $71.18 0.85% $122,928 4.3%
SBRA Sabra Health Care REIT Inc Healthcare 4,630 $128,573 $27.77 $32.69 1.04% $151,355 4.7%
VTR Ventas Inc Healthcare 8,017 $542,915 $67.72 $74.47 4.12% $597,026 4.3%
AHT Ashford Hospitality Trust Inc Hotels 7,280 $91,316 $12.54 $10.65 0.53% $§77,532 4.5%
CLDT  Chatham Lodging Trust Hotels 5,890 $170,715 $28.98 $29.02 1.18% $170,928 3.4%
CHSP Chesapeake Lodging Trust Hotels 9,130 $197,047 $21.58 $35.56 2.24% $324,663 3.4%
DRH DiamondRock Hospitality Co Hotels 15,540 $189,968 $12.22 $14.48 1.55% $225,019 2.8%
FCH FelCor Lodging Trust Inc Hotels 22,340 $161,554 $7.23 $10.77 1.66% $240,602 0.9%
HST Host Hotels & Resorts Inc Hotels 8,865 $168,697 $19.03 $21.00 1.28% $186,165 3.6%
LHO LaSalle Hotel Properties Hotels 5,990 $172,016 $28.72 $38.92 1.61% $233,131 3.6%
FR First Industrial Realty Trust Industrial 11,311 $194,825 $17.22 $21.28 1.66% $240,698 1.9%
PLD Prologis Inc Industrial 17,260 $753,870 $43.68 $42.71 5.08% $737,175 3.1%
ARE Alexandria Real Estate Equitie Office 2,050 $140,510 $68.54 $95.91 1.36% $196,616 3.0%
BXP Boston Properties Inc Office 4,580 $426,442 $92.91 $137.41 4.35% $630,712 5.2%
BDN Brandywine Realty Trust Office 7,910 $119,044 $15.05 $15.85 0.86% $125,374 3.8%
HIwW Highwoods Properties Inc Office 9,890 $360,881 $36.49 $45.61 3.11% $451,083 3.7%
KRC Kilroy Realty Corp Office 5,892 $323,171 $54.85 $73.97 3.01% $435,831 1.9%
PGRE Paramount Group Inc Office/Not Indexed 8,900 $160,297 $18.01 $18.35 1.13% $163,315 0.0%
GGP General Growth Properties Inc Regional Mall 12,831 $269,708 $21.02 $29.01 2.57% $372,227 2.2%
SPG Simon Property Group Inc Regional Mall 8,708 $868,848 $99.78 $190.36 11.43% $1,657,655 2.8%
CUBE CubeSmart Self-Storage 4,570 $87,678 $19.19 $23.20 0.73% $106,024 2.4%
EXR Extra Space Storage Inc Self-Storage 8,960 $472,312 $52.71 $65.78 4.06% $589,389 2.8%
AKR Acadia Realty Trust Shopping Centers 14,831 $394,149 $26.58 $34.16 3.49% $506,627 3.6%
KRG Kite Realty Group Trust Shopping Centers 5,642 $140,864 $24.97 $28.32 1.10% $159,781 3.7%
REG Regency Centers Corp Shopping Centers 7,420 $394,570 $53.18 $65.63 3.36% $486,975 2.9%
RPT Ramco-Gershenson Properties Tr Shopping Centers 11,660 $187,246 $16.06 $18.72 1.51% $218,275 4.1%
SKT Tanger Factory Outlet Centers Shopping Centers 8,390 $301,992 $35.99 $35.45 2.05% $297,426 2.7%
Total Equities 98.8% S 14,325,409 3.1%
Total Cash & Cash Equivalents 1.2% S 174,956
Total Portfolio Value 100.0% S 14,500,366

=5



m. OH\m 7 T Investment period ending: 02/28/2015
£ V Management Portfolio inception date: 09/02/2010

Bay County Employees' Retirement System - 05231100

Portfolio Style: SmallCap Growth Equity

Portfolio Summary Performance Summary
Annualized
Month To Date Year To Date MTD QT YD 1 3 5 Since
Beginning Market Value 9,749,342.21 10,177,409.68 Year  Years  Years Inception
Contributions 0.00 666.36 Gross 5.73 1.28 1.28 441 15.25 18.55
Egaim_m aHN.Nm xwﬂ.cm Net 5.73 1.06 1.06 345 14.20 17.58
Dividend and Interest Income 9,343.35 13,550.58 RU20GRTR! 720 475 4.75 7.37 17.83 21.00
Change in Market Value 549,783.20 116,866.91
Ending Market Value 10,308,456.48 10,308,456.48
1 Russell 2000 Growth Index

Performance is based on fiscal year end of portfolio

Industry Weightings Top Ten Holdings
Security Description Total Market Value % of Market Value
NATUS MEDICAL INC 331,057.50 3.21%
Financizals
7.74% MARTIN MARIETTA MATERIALS 252,920.41 2.45%
Materials UNIVERSAL ELECTRONICS INC 247,457.29 2.40%
5.54% Health Care LE i . -
27.35% CENTENE CORP 236,006.40 2.29%
Industrials .
ey~ IMPERVA INC 224,414.80 2.18%
QUAKER CHEMICAL CORP 207,577.26 2.01%
mmﬂwam Energy CAVIUM INC 193,758.21 1.88%
2.15%
3.93% GENESCO INC 191,505.44 1.86%
me:%w_w:%_.ﬂm " Tnformstion MGIC INVESTMENT CORP 174,784.72 1.70%
17.15% Technology SPECTRANETICS CORP 173,851.02 1.69%

Cash
2.53%

Currency Valuation: USD Page 2 of 15
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| BAY COUNTY EMPLOYEES' RETIREMENT SYSTEM

| Small Cap Value

Portfolio - Total Return

Russell 2000 Value Index
Russell 2000 Index
S&P 500 Index

MTD
7.16 %

4.64
594
5.75

Total Market Value: $11,215,594

Performance Returns - Gross of Fees |

QTD YTD  Since Incept.
199 % 1.99 %

029 0.29 8.38
253 253 8.92
257 257 852

(3.4% Cash)

Weighted Average Portfolio Characteristics

11.19 % Projected P/E Ratio (FY2)

Commencement of porifolio: 12/1/03. Periods over one year are average annualized retumns.

Price / Cash Flow Ratio

Price / Book Ratio
Dividend Yield
Market Capitalization (mm)

# of Holdings / 1-Yr Turnover

Month Ended February 28, 2015

Rus 2000

Portfolio Rus 2000 V
13.5x 15.2x 16.7x
85x 8.9x 11.0x
14x 1.5x 2.2x
1.0% 20% 1.3%
$2,216 $1,794 $2,070
59 / 39%

27

_ Top and Bottom Five Contributors to Performance . “ Trading Data | S Top Ten Stocks - Total Portfolio |
B AvgWgt TtiRet.  Contr.  Major Buy(Sell) wewsupfinatsel +/- .
WellCare Health Plans Inc. 320 % 2465 % 074 % KBR Inc. 0.7% Masonite Int'l Corp. 41 %
Hanger Inc. 313 19.97 0.60 Rush Enterprises Inc. 0.5%  Horace Mann Educ. Corp. 4.1
Brink's Co. 1.79 2611 042 First Horizon Nat'l Corp. 39
Matson Inc. 311 1411 042 Con-way Inc. 38
Invacare Corp. 1.51 2949 0.40 WellCare Health Plans Inc. 34
Masonite Int'l Corp. 481 % 220 % 006 % (Masonite Int'l Corp.) 09%  Hanger Inc. 3.4
PHH Corp. 244 -2.65 -0.07 (On Semiconductor Corp.) -1.0%  Matson Inc. 29
Horsehead Hldg Corp. 256 -4.46 -0.11 Sonic Automotive Inc. 29
Taro Pharmaceutical Inds. 176 -9.27 -0.17 Great Plains Energy Inc. 29
3.06 920 031 Meritor Inc. 27

Great Plains Energy Inc.

Performance Attribution

” " Top Ten Industries - Total Portfolio |
Portfolio Russell 2000 Value

- >H.~o.nmmob

AvgWgt Equ.Ret AvgWgt Equ.Ret Sector  Stock Total End Wgt
Health Care 1182 % 1585 % 570 % 7.15 % 0.16 098 114  Insurance 118 %
Financials 28.83 599 4093 343 0.15 0.75 090  Banks 103
Information Technology 8.18 13.70 972 6.51 -0.03 057 054  Health Care Prov. & Srvcs 87
Industrials 2512 7.62 1274 7.65 037 0.02 035  Machinery 7.0
Consumer Staples 0.00 0.00 278 218 0.07 0.00 007  Metals & Mining 57
Telecommunication Services 0.00 0.00 074 3.96 0.01 0.00 001  Household Durables 48
Consumer Discretionary 923 651 11.98 6.26 0.04 0.03 0.02  Building Products 41
Energy 4.37 6.64 401 8.44 0.03 -0.08 005 Road & Rail 38
Utilities 4.69 -7.23 698 2.64 017 023 006  Communications Equip. 3.1
Materiais 7.76 3.19 443 6.28 0.06 -0.23 -0.18  Marine 29
0.94 1.76 2.70

Retums are calculated using daily holding information, gross of fecs, within Bloomberg. Retams cakulbted using ths buy-and-
intraday trades, cash flows, accru

§88-596-4926

miscellaneous income,

hold methodologycan differfrom actmalponfolio retums due to

corporate actians, and trade price and dosing price difference of any given sccurity. Russell Investment Group is the source and owner
of the Russell Index data contained herein (and all trademarks related thereto), which may not be redistributed. The information herein is not approved by Russell. H&W and Russell sectors are
based on the Global Industry Classification Standard by MSCI and Standard and Poor's.

Past performance is no guarantee of future performmce

Hotchkis & Wiley



performance review

february 2015
CURRENT MONTH TOTAL RETURNS (%) TRAILING YEAR TOTAL RETURHNS (%)
Account Return -0.47 Account Return 7.15
Benchmark Return -1.01 Benchmark Return 6.54
Excess Return 0.54 Excess Return 0.61
CURRENT MONTH EXCESS RETURM ATTRIBUTION (%) TRAILING YEAR EXCESS RETURN ATTRIBUTION (%)
M Total 1 Paratel ' I Non-Paraltel W Total i Parallel 11 Non-Parallel
-0.08
Yiel Curve -0.04 | Yield Curve
-0.04
-0.01
Allocation Alocation
0.56 1.28
Selection Selection
-1.0 -0.5 0.0 0.5 1.0 -2.0 -1.0 0.0 1.0 2.0
EXCESS RETURN ATTRIBUTION BY SECTOR (%) EXCESS RETURN ATTRIBUTION BY SECTOR (%)
US Treasuries -0.01 US Treasuries 0.01
Gov Related I 0.06 Gov Related I 0.05
US Invest Grade 0.25 US Invest Grade - 0.1
US High Yield 0.27 US High Yield o«
Cash & Equivalents -0.01 Cash & Equivalents 0.00
No Category 0.00 No Category 0.00
-0.5 -0.3 0.0 0.3 0.5 -0.5 -0.3 0.0 0.3 0.5

The Attribution benchmark is Bardays U.S. Cotporate Imvestrirent Grade. Figures on bar charts nay vot add up to total excess retum as they exccc bnpact of trading and pridng
differences. Attribution acconnt refurns are gross of fees Exceess Return by sector excchdes yield cune impact. Data Sonrce: Bardays Capital

m s b Bay County Employees Ret System
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