BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, DECEMBER 11, 2012 @ 1:30 P.M.
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR

BAY CITY, MI 48708
PAGE L CALL TO ORDER
I, ROLL CALL
1L MINUTES
T=5 . A, NOVEMBER 13, 2012 REGULAR MEETING
6-8. B. OCTOBER 29, 2012 MONEY MANAGER INTERVIEWS
Iv. PUBLIC INPUT
V. PETITIONS & COMMUNICATIONS
A. UNION SERVICES AGENCY
R L SALLY CORBIN AND GARY CORBIN
W0-13.. .. B. PORTFOLIO VALUE - 1/1/12 - 12/5/12
C. MONEY MANAGERS ON WATCH - (EFFECTIVE DATE)
1. DENVER INVESTMENTS {MID CAP GROWTH) - (12/15//09)
PORTFOLIO ENDING 10/31/12
4-16 ...
2. WHY INVESTMENT (LARGE CAP CORE ) (9/14/10)
PRELIMINARY INVESTMENT RETURNS ENDING 11/30/121}
D. MONEY MANAGER REPORTS
1. BARINGS (LARGE CAP INT'L EQUITY) - ENDING 10/31/12
2. CORNERSTONE (REAL ESTATE) - ENDING 10/31/12
3. EAGLE ASSET- (SMALL CAP GROWTH) - ENDING 10/31/12
17-31. 4. HOTCHKIS & WILEY (SM CAP GROWTH) - ENDING 10/31/12
3. LOOMIS SAYLES (CORPORATE BOND) - ENDING 10/31/12
6. MFS {LARGE CAP GROWTH) - ENDING 10/31/12
7. MACKAY SHIELDS (CONVERTIBLE BOND) ENDING 10/31/12
E. MACKAY SHIELDS - INVESTMENT GUIDELINES
32-33. . 1. REPORT FROM BECKER BURKE - CONSEQUENCES OF A LESS
RESTRICTIVE INVESTMENT POLICY
F. RECAPTURE SERVICES
4-36 1. CONVERGEX GROUP - ENDING 10/31/12
G. NORTHERN TRUST
741 1. SUMMARY EARNINGS ENDING 10/31/12
42 H, REFUNDS/RETIREMENTS ENDING 11/30/12
43 L NOTICE OF PUBLIC MEETINGS FOR 2013
L CORRESPONDENCE FROM COUNTY CLERK

A 1. ELECTION OF STEVE GRAY TO RETIREMENT BOARD
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K. DISABILITY RETIREMENTS

1. BRENDA HOLMES, HEALTH DEPARTMENT, WAIVER OF 30 DAY
REQUIREMENT PER ORDINANCE
EFFECTIVE DATE TO BE DECEMBER 3, 2012

2. LISA HARTMAN, BAY MEDICAL CARE FACILITY, WAIVER OF 30
DAY REQUIREMENT PER ORDINANCE
EFFECTIVE DATE TO BE NOVEMBER 30, 2012

ANNOUNCEMENTS
A. NEXT REGULAR MEETING - TUESDAY, JANUARY 8, 2013 AT 1130 P.M. -
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR, BAY CITY, MI 48708
UNFINISHED BUSINESS
Al LOOMIS SAYLES
L CLARIFICATION OF INVESTMENT GUIDELINES
B. MONEY MANAGERS

L ESTABLISH SPEAKER SCHEDULE FOR 2013

NEW BUSINESS
MISCELLANEQUS BUSINESS

ADJOURNMENT
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The meeting, held in the Bay County Commission Chambers, 4™ Floor, Bay County
Building, 515 Center Avenue, Bay City, Michigan, was called to order by
Chairman, Steve Gray at 1:35 P.M. Roll call was taken. All trustees are
present, except Mr. Brzezinski and Mr. Pett.

1. Moved, supported and carried to excuse Trustees Brzezinski and Pett.

2. Moved, supported and carried to approve the minutes, as printed, from
October ¢, 2012 actuary presentation.

3. Moved, supported and carried to approve the minutes, as printed, from
Octeober 9, 2012 regular meeting.

Chairman Gray called for public input. Seeing no one from the public is
present, he moved to petitions and communications.

Mr. Richard Potter, Consultant with Becker, Burke Associates from Chicago,
Iilinois gives the performance report for the quarter ending September 30,
2012. A copy of his report was provided tc all Trustees.

His report shows Total Plan assets of $245 million for the period ending
September 30, 2012. Our new manager, MFS, is up and funded with $26 million
dollars. The Total Plan return for the quarter is 5.1%. He discussed the
individual returns for the money managers. The Return for the one year ending
September 30, 2012 was 21.4%. The Total Fund Performance indicated o¢n page 16
shows we had 5.1% return for the quarter and ranked in the top quarter. The
one year basis we were at 21.4%, ranking in the top 4%. The median fund earned
15.8% in this period. The above median results are due to above average
eXposure to equities and a good equity market. Adding all the equities up
collectively, we had pretty good results.

He discussed performance results for U.S. Equity funds by manager style. He
discussed the ranking of equity managers. WHV is coming out of two very poor
vears in relation to large growth, Marvin and Palmer, our Large Cap manager has
been replaced by MFS. MFS is up and funded, but we don’t have any data for
them yet. Between 2003 and 2012 their only high ranking was in 2010 when they
ranked 9. 1In this same period they have been in the bottom quarter for four
years. There is nothing wrong with Denver Investments from an organizational
standpoint or staffing standpoint, but the results are not there. Mr. Potter
recommends discussion on what this Board wants to do with Denver Investments.

The performance for Integrity on a year by year basis shows they started out
with one year in the bottom quarter, the next vear was a little below average,
the next year was also below average, in 2011 they were below average, and this
year they are above average. He recommends keeping a watch on Integrity as
these are not strong results. Hotchkis & Wiley has a good five-year record
at 5.6% and ranking in the top tenth percentile. They have done very well in
relation to their peer group and have produced good results for us. Page 33
shows the year-by-year results for Hotchkis. 7In 2005 they ranked in the top
third, the next year, they were at the very bottom, in 2007 they were 15% below
the median and we started to see the effects of the financial crisis. In 2008
they were about 5% below the median, and then from 2009 to present, they have
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produced very spectacular resuits. The lesson here is when you get specialized
managers there will always be volatility in results. Secondly, when a manager
has one or two bad years .there is tThe temptation to terminate them and find
someone else. That may or may not work. This Board has been patient with
managers and this manager was able to produce a relative result that is in the
top 10% of their peer group. The decision to stay with them is an assessment
cf this Beard’s strategy .in locoking at various factors.

Eagle is a newer manager with us for about two years. They have had a little
below average results for two vears, but we can’t really draw any conclusions
based on two years of data.

Mr. Potter discussed the performance of the other managers in Internaticonal
Equity, Real Estate, Fixed Income and Convertible Funds. Barings had a strong
quarter relative to peer group and strong absolute result. Schroders was a
little bit below average. Cornerstone REIT was below average for the quarter.
Loomis Sayles had a strong quarter. MacKay Shislds had a strong quarter.
Baird, which is government bonds. The market we are currently in favors
corporate credits and lower quality credits. Becker, Burke has had some
discussions regarding MacKay Shields and are in the process of trying to :
understand what changing of guidelines might mean. Mr. Potter answered =
questions from the Trustees and concluded his presentation.

4. Moved, supported and carried to receive the third quarter performance
report for 2012 presented by Becker, Burke Associates.

5. Moved, supported and carried to receive the Portfolio Value from 1/1/12
through 11/7/12. The value today is $238 million.

The next item on the agenda is money managers on watch status. WHV has been
on watch since September of 2010 and has shown improvement. Chairman asks if
we should consider removing them from watch status. Mr. Potter recommends
leaving them on watch for at least another guarter. Denver Investment has
beenr on watch since December of 2009. Chairman Gray states he discussed this
with Mr. Brzezinski, and Mr. Brzezinski indicated he is in favor of ferminating
Denver Investments and would like Geneva Capital Management as their
replacement. Mr. Starkweather makes a motion that this Board replace Denver
with Geneva, it 1s seccnded, and is opened to discussion. Trustee asks Mr.
Potter for his input regarding this issue. Mr. Potter feels this 1s a judgment
call. He does not have a problem with Denver as an organization, but at some
point, it either happens or it doesn’t, and it is not happening with Denver.
Perhaps another manager has a different way of looking at this market.

6. Moved, supported and carried to terminate Denver Investments and hire
Geneva Capital Management as their replacement.

7. Moved, supported and carried to receive portfolio reports from the
managers on watch, Denver Investments, and WHV both ending 9/3C/12.

8. Moved, supported and carried to receive correspondence from Denver
Investments regarding managerial changes.
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9. Moved, supported and carried to receive portfolic reports from Baird,
Barings, Cclumbia, Cornerstone, Eagle Asset, Hotchkis & Wiley, Integrity,
Loomis Sayles, MFS, and Schroders all ending 9/30/12.

1¢. Moved, supported and carried to receive correspondence from MacKay Shields
regarding change in personnel,

Discussion: Mr. Potter advised that his company has had several discussion
with MacKay Shields and states that MacKay is shrinking for a couple of
reasons. One, the market is not as broad as it used to be so they are making
adjustments. Mr. Potter does not see any immediate concerns regarding MacKay
Shields.

11. Moved, supported and carried to table Item G, correspondence from Loomis
Sayles, to next month’s meeting.

Discussion: The correspondence from Loomis Sayles is regarding clarification
of Investment guidelines. Mr. Potter will have a report for the Board to
present at the December meeting.

12. Moved, supported and carried to receive report ending 9/30/12 from
ConvergEx Recapture Services.

13. Moved, supported and carried to receive Northern Trust’s Summary Farnings
ending 9/30/12.

14. Moved, supported and carried to approve Refunds/Retirements for the month
ending 10/31/12.

15. Moved, supported and carried to approve purchase of other governmental
service for Sue Gadille from Environmental Health Department.

Discussion: Trustee inguires if the form submitted could list the other
government agency the employee is purchasing from. This process starts with
the Board of Commissioner’s Personnel Committee, then is referred to the
Retirement Office, then it goes befcre the full Board of Commissioners.

16. Moved, supported and carried to approve purchase of other governmental
service for Michael Shehan from Department Water and Sewer.

17. Moved, supported and carried to approve the non-duty disability retirement
for Rebecca Miller from Bay Arenac Behavioral Health.

18. Moved, supported and carried to approve 4% interest on accumulated
contributions as recommended by Gabriel Rceder Smith and Company.

ANNOUNCEMENTS :

A. Next regularly scheduled meeting will be Tuesday, December 11, 2012 at
1:30 P.M. in COMMISSIONER’S CHAMBERS, 51% CENTER AVENUE - 4™ FLOCR, BAY
CITYy, MI 48708.
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UNFINISHED BUSINESS:

A. Mr. Potter has an updated schedule of the BCERS performance for the period
of time they have been our consultant. Copies were provided to the Board.
Mr. Potter states they started with Bay County on December 31, 1994. At
that time the value of the Fund was 588 million dcllars. We have taken
out $107 million for benefits, we made $264 millicn on investments.
Income received was $89 million and $175 million of market wvalue gains.
This was in a time period that had two of the worst equity markets since
the Depression. This is proof that steady management even in difficult
times produces money. This pensicon fund is doing what it should - paying
benefits and accumulating assets.

Locking at the return rates during this period of time, we have made 9.1%
per year annualized return. This is one of the reasons that this Fund is
as well funded as it is. We are outperforming the actuarial assumption.
We have outperformed our Policy Index, and we have outperformed the S&P
500 Index. International and Fixed Income have both been very strong.

B. Geneva Capital Management - Chairman inguired if Becker, Burke could start -
immediately to get them funded so that we can get Corporation Counsel
started on the contract. Mr. Potter advised that he asked our

Corporation Counsel to take a look at the Sudan Legislation. Additionally
they have asked the money manager to read the Sudan Legislation and advise
if it is going to present any problems. Mr. Potter feels they should be
able to get this completed fairly soon.

NEW BUSINESS: None

MISCELLANEQOUS BUSINESS: None

ADJOURNMENT :

19. Moved, supported and carried to adiourn the meeting at 2:22 p.m.

Respectfully submitted,

Aal, Hebort

Crystal Hebert
Finance Officer/Secretary

Transcribed by: Naomi Wallace 17L



MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE
NOVEMBER 13, 2012

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

MEETING CALLED TO ORDER BY: CHAIR STEVE GRAY AT 1:30 P.M.

OTHER PRESENT: RICK POTTER, JEFF BLACK, DANEAN WRIGHT, CRYSTAL HEBERT

TRUSTEE 1 2 3 4 5 6 7 8 9
BRZEZINSKI E E E E E E E E E
CARPENTER Y ¥ Y Y Y Y Y s s Y
COONAN Y Y M Y M Y Y Y Y Y
DEATON S Y S Y Y ¥ S Y S S
GRAY Y Y Y Y Y Y Y Y Y Y
PELTIER Y Y ¥ Y S S Y Y Y Y
PETT E E E E E E E E E E
RYDER Y M Y M Y Y M ¥ M M
STARKWEATHER M 5 Y S Y M Y M Y Y
TRUSTEE 11 12 13 14 15 16 17 18 19 20
BRZEZINSKI E E E E E E E E E
CARPENTER ¥ Y S Y Y Y S Y Y

COONAN Y M Y 5 M M Y S Y

DEATON s S Y Y s D Y Y M

GRAY Y Y Y Y Y Y Y Y Y

PELTIER Y Y Y ¥ Y Y Y Y Y

PETT E E E E E E E E E

RYDER Y Y Y Y Y Y Y M Y
STARKWEATHER M Y M M Y Y M Y S

CODE: M - MOVED; 8 - SUPPORTED; Y-YEA; N-NAY; A-ABSENT; E-EXCUSED
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The meeting, held in the Bay County Commissicn Chambers, 4™ Floor, Bay County
Building, 515 Center Avenue, Bay City, Michigan, was called to order by
Chairman, Steve Gray, at 1:32 p.m. Roll call was taken. All trustees are
present, except Mr. Coonan and Mr. Ryder.

1. Moved, supported and carried to excuse Trustees Coonan and Ryder,

This is a special meeting for the purpose of conducting three interviews of Mid
Cap Growth managers to find a possible replacement for a current Mid Cap
manager. Mr. Gray called for public input. Seeing nc one from the public
present, he moved on to petitions and communications.

Mr. Scott Priebe is present from Geneva Capital Management Ltd. located in
Milwaukee, Wisconsin. A handout was provided to all Trustees.

They were founded in 1987 and are 100% employee owned. Assets currently under
management $3.7 billion. They focus on only twe things, Mid Cap, and a Small
Cap Growth strategy. They have a very diversified client base with a large
public pension plan practice. They have low furnover of clients because they
are very up front in terms of what a client can expect from a performance
perspective. On average, they hold securities for four to five years. He
explained how they screen potential companies, evaluate the business model and
build an investment thesis, then evaluate attractiveness using valuation and
technical review. They have provided superior returns with less volatility.
He feels this is one of their competitive advantages by not only out
performing, but by making fewer mistakes and having the low furnover strategy.
Mr. Priebe concluded his presentation and answered guestions from the Board.

The next presenter is Jim Hagerty from Jennison Associates LLC based in New
York City, New York. He provided a handout to all Trustees. Jennison is a
wholly owned subsidiary of Prudential since 1985. Jennison was started in 1969
as primarily stock management organization, so they have been in business for
over 40 years. They have about $160 biliion in assets under management in a
variety of strategies. Specific to Mid Cap Growth they have about $7 billion.
He gave an coverview of the Small and Mid Cap team.

They focus on understanding business models and investing in ccmpanies they
feel have long term solid growth potential. Their strategy is research
intensive. They lock for steady growth companies that are well established and
have good growth profiles. He described their process of narrowing down
potential companies to their final selection. John Mullman is the Portfolio
Manager and he is the sole decision maker. The Analysts are very involved,
monitor the companies, and provide feedback to Mr. Mullman. They have about
80-90 diversified holdings. Mr, Hagerty answered several questions during the
presentation, he concluded and departed.

The next presenter is Jim Caine from Vanguard Equity Investment Group. They
are based in Malvern, Pennsylvania. This presentation is via tele-conference.
A handout has been provided to all Trustees.

Mr, Caine gave an overview of the company. They are a $2 trillion dollar
asset manager. They look for a balanced portfolic with about 55% of their
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assets being passively managed Index Funds and 45% being active. 1In regards to
their long term cash flow in the Mutual Fund business, over the last ten years,
Vanguard has been either number one or number two in cash flow. This provides

a consistency and allows them to be a very stable company.

He explained their philoscophy of indexing, their strategies of active versus
passive, the benchmarks they use, and their performance. They use a multi-
manager approach. Vanguard employees do not actually manage this fund. They
sub-advise 1t out to experts in the Mid Cap Growth space. Indexing is managed
by Vanguard employees, they feel that is their strength and efficiency in the
market place. They select managers, combine them, and provide oversight by
having a portfolio review department. He talked about their Growth Fund which
is their actively managed offering. Their fees for active managsrs are very
low and probably compete with separate accounts in the market place. Vanguard
uses two Fund Advisors, Chartwell Investment Partners and William Blair &
Company. These two advisors select the stocks and make the final decisicn and
Vanguard oversees to be sure they are in compliance with their investment
style. Mr. Caine answered gquestions from the Board and concluded his
presentation.

Discussion among Board Trustees to rate the three managers. Most of the
Trustees favored Geneva, however, no decision will be made until the Board
decides what they want to do with Denver Investments. The third guarter report
will be available for the November board meeting and the Board will review
Denver’s performance at that time. Chairman Gray requested that Mr. Potter
provide a 5-year comparison between Denver and Geneva for the November meeting.

ANNOUNCEMENTS : :

A. Next regularly scheduled meeting will be, Tuesday, November 13, 2012 at
1:30 P.M. in COMMISSIONER’S CHAMBERS, 515 CENTER AVENUE - 4™ FLOOR, BAY
CITY, MI 48708.

UNFINISHED BUSINESS: None

NEW BUSINESS: None

MISCELLANEOUS BUSINESS: None

ADJOURNMENT :

2. Moved, supperted and carried to adjourn the meeting. Meeting adjourned at
4:08 p.m.

Respectfully submitted,

Finance Officer/Secretary

Transcribed by: Naomi Wallace




MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE
OCTOBER 29, 2012 MONEY MGR INTERVIEWS

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

MEETING CALLED TO ORDER BY: CHAIR STEVE GRAY AT 1:32 P.M.

OTHER PRESENT: RICK POTTER, JEFF BLACK, DANEAN WRIGHT, CRYSTAL HEBERT

TRUSTEE i 2 3 4 5 & 7 8 9 10
BRZEZINSKI Y Y

CARPENTER Y Y

COONAN E E
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GRAY Y Y

PELTIER Y Y

PETT Y M

RYDER E E .

STARKWEATHER M Y V

COBE: M - MOVED; S - SUPPORTED; Y-YEA; N-NAY; A-ABSENT; E-EXCUSED
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December 4, 2012

Ms, Danean Wright

Retirement Accountant

Bay County Employee's Retirement Systemn
515 Center Avenue

Suite 706

Bay City, MI 48708-5128

RE: Bay County Employees' Retirement System

Dear Board of Trustees:

Please find the preliminary investment returns for the periods ending November 30, 2012 in the table below:

Time Weighted Total Return
Gross of Fees
Since
November Year-to- Three Year Five Year Inception*
2012 Date One Year Annualized Annualized Annualized

Bay County Employees'
Retiremnent Systemn -0.02% 13.97% 13.59% 9.24% 2.42% 4.91%
S&F 500 0.58% 14.96% 16.13% 11.25% 1.34% 4.85%
*Since Inception Date 03/18/04

As always, we stand ready to answer any questions or comments you may have regarding the portfolio performance.
Thank you for your continued confidence in WHYV Investment Management and the Large Cap Cote Investment
Team.

Best regards,

L

Jeffrey C. Coburn, CFA

Ce: Richard Potter

/o

SV Inveszneny Management W Batrery Stroges Suite 4800 San Franoses, CASILELI0S 0 Tels (800 20482630 wheoom
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Most of our economic assessments remained unchanged this month, with
spreading weakness in Europe, slowing activity in China and stuttering US
growih. Nevertheless, we did significantly start o raise our expectations for the
profile of US growth on a 12 month view. This is a controversiaf decision given
the looming “Ascal ofif” and the uncertain political ouflook, but we felt it was
impaortant to raise our sighis a litle and look to a more nommal horizon, even in
a period of unusual economic and political uncertainty.

This invofves assuming that the fiscal cliff is resolved relatively easily and
quickly in 2013, with litte permanent damage to consumer or business
sentiment. Like the consensus, we have to assume that there will e minimal
fiscal tightening in 2013. We would stress that markets are certainly not priced
for anything worse, which would almost certainly tip the US (and global}
economy into a recession.

However, the underlying conditions in the US are good, in fact better —
considerably better, than any other major developed economy. Exports are
competitive, the banking sector is recovering and already expanding its
balance sheet, the consumer is generally more confident and the housing
market is poised for a recovery.

in the case of housing, it seems all indicators are actually poised for a rebound.
Prices have baen fsing gently for severat months and inventories of forediosed
properties are significantly down, even in states like Florida and California
where the previous bubbles’ excesses were at their worst. Affordability levels
are very good with interest rates at record lows for those who can obtain
mortgages and rental mtes are more expensive than buying.

Saome of the remaining negatives have been the higher mortgage arigination
siandards — so while mortgages are cheap io service, far fewer people qualify
for new credit Most mortgage activity at the moment is therefore in refinancing.
There are also a significant number of morigage holders who are st in
negative equity wha can neither refinance, nor move to a new hause. This
probably expiains why the Federat Reserve is targeting its latest quantitative
easing program at the residential mortgage-backed securities market.

If successful, this could have a significant impact on growth over the next few
years, possibly by as much as 0.5% per annum due {o the significant mulfiplier
affect of a stronger housing market on a range of sectors. Absent a significant
hit from the fiscal cliff next year, this factor could see the US economy leading
the global recovery with a growth rate closer to 3%.

This almost sounds like a bullish argument. But before we get too carried
away, it looks like markets have already priced in that the US is the last best
haope for the giobal economy. As the fiscal cliff approaches, we could see more
political brinkmanship; markets may be in for a tormid time in the New Year,
evan if the eventual oufcome is to kick the deficit problem further down the
road.

Qutside of the US, the outlock is still very bleak. In Europe, growth continues to
ebh away with the French economy now showing significant signs of strain. An
outright recession looks likely next year, which taken together with the
structurally high unemployment rate is probably going to cause severe
headaches for a govemment committed fo improving its competitive position
and afso reducing the budget deficit. We suspect Haly is afso floundering and
likely to be following a similar path to Spain over the next 12 months. The
European Central Bank's {(ECB) bond buying pregram has at least removed the
immediate threat of a bond buyers strike tippirg a government into a crisis, but
the undenying economic trends of austerity combined with a lack of

competity are remar This is confimed by the latest news that
Greace has again missed il its deficit reduction targets, with cusrent debt
levels exceeding even the worst case scenarie put together by the International
Monetary Fund just a few manths ago,

The US - the last best hope for the
global economy?

IN THIS COLUMN, HEAD OF ASSET ALLOCATION PERCIVAL STANION EXPLAINS OUR CURRENT
INVESTMENT STRATEGY AND SOME OF THE THINKING BEHIND IT.

Some type of debt defautt therefore seems to be the inevitable course that is
facing Greece and other southemn European states and this could resultin a Euro
exit among other options. Looking ahead, we do not expect any change in policy
before the German elections next September.

This reinforces our view that across Europe — and indeed across the globe ~ the
outlook is being increasingly dominated by the political environment. So markets
may not be the next catalyst for the crisis, but the reaction of electorates might
well be. In this regard, the better growth figures from the UK did not disguise the
fact that the economy has been flat for the fast year and that the coalition
government looks increasingly shaky and deveid of a coherent agenda.

There are at least some tentative signs that growth in China is beginning to
stabilize, aithough we suspect that the actual growth rate may be somewhat
below the official figures. The Party Congress on the 8™ November will see the
new leadership revealed, although we do not expect any policy announcements
until the end of the year, or early 2013.

Looking to the corporate sector, the results profile for the third quarter has been
decidedly downbeat and many companies have given cautious assessments of
the prospects for next year. Significantly, many fims have mentioned much
slower growth in Asia as a major cause for disappointment, perhaps indicating
just how criticat Asian demand has been for many companies in recent years.
There have also been far more wamings about how the US budgetary position
and the threat of retrenchment has been impacting domestic activity in the US.
Financial stress is also taking a tolt in company failures with France’s Peugeot
seeking government hetp and Japan’s Sharp openly guestioning its own future,
while the UK has seen further problems in the reta# sector, with Comsat the latest
casualty.

With regard to our own policy, we made some small adjustments this month
which slightly raised our risk profite. The most important changes are &
downgrade fo US equities and an upgrade to emerging markets and UK eguities.
The main reason for this is the acknowledgement that the US has been
significanfly outperforming the rest of the world for most of the past two years. lis
betler growth praspects are now firmly embedded in most analysts’ expectations.
We may get a buying opportunity again on any valatility over the fiscal
nagotiations, but we see limited upside potential at current valuations.

Simiarly, there is a lot of disiilusionment with the emerging world, especially
large markets such as China, Vaiuations are attractive and could lead toa
reversal in performance if the newsflow turns positive. We have balanced this
with upgrading the UK, a relatively defensive market which has good exposure to
gtabal growth, emerging markets and the mining sector which has recently
performed poorly.

At the sector level, we have become more positive on Firancials. Again it is
cheap and expectations are low, but in the US the banks are expanding their
balance sheets and the outlook for profitability is improving. Conversely, we have
downgraded Telecoms and Consumer Staples, with the latter looking particutarly
vulnerable to any earnings disappointments. We also downgraded cash, but we
have retained our positive stance on corporate bonds, where we maintain a clear
preference for high yield over investment grade.

Percival Stanion
Chairman, Strategic Policy Group
Baring Asset Management, London
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Fixed-income outlook / November 2012

Robert M. Hall
nstitutional Fixed-income
Portfolio Manager

SLOW GROWTH, TAME INFLATION
KEEP PRESSURE ON YIELDS

by Robert M. Hall

Duration/Rates — In the months ahead, we expect US Treasury vields will remain steady or fall slighstly,
given the persistence of stow growth and low inflation, continuing pelitical and policy uncertainties and an
exiremely accommadative US Federal Reserve Board. Over the fonger term, we remain negative on Treasury
valuations on the expectation that monetary policy will eventually normalize and Treasury rates wili rise.

Treasury Infiation-Protected Securities (TIPS) — TIPS have recently outperformed nominal Treasuries
as inflation breakevens have widened. The near-term cutlook for TIPS versus nominal Treasuries depends
on whether QE3 can drive sufficient macro improvernent to justify expectations of higher inflation. Over
the longer term, we expect both real yields and inflation expectations fo rise. In this scenario, the value
propositon of TIPS may simply be that they lose less money than nominal Treasuries.

Mortgage-backed securities — We rermain neutral on agency mortgage-backed securities (MBS). With
the Fed buying mortgages, technicals may cause spreads to grind tighter. In general, MBS already lock
ovenvalued based on fundamentals, though some pedkets of oppertunity remain. Valuation considerations
aside, MBS continue to offer better liquidity and higher quality than many other spread sectors and
consequenty may be less volatile in the event of risk-off developments.

Investment-grade coiporates — With the persistence of strong technicals driven by the forces of
financial repression, most credit rmarkets, incuding high-grade corporates, appear fully valued or dose to
fully vaiued relative to their fundamentals. We think technicals could cause spreads to grind even tighter,
nrovided Fed policy stays accommodative and sentiment remains fixed on expectations of “muddie-
through” macro outcomes. In this environment, where bond markets very broadly cannot be considered
"cheap,” we think the best course is to seek sectors that affer the most attractive relative value. In our view,
high-grade corporates continue to offer good value, particulary lower-quality-tier. We have also continued
10 find good opportunities in the crossover space, where we have focused an companies that e befieve
exhibit investment-grade characteristics.

High-yield corporates — We have maintained a relatively caurtious stance on the high-vield corporate
bond sector on the view that valuations are unatiractive. Average dollar prices have fallen since mid-
September but still remain dose enough to call prices to keep convexity negative, limiting further upside.
Yield-to-worst has risen modestly from mid-Seatember’s al-ime lows but stil represents meager
compensation for the array of credit, volatility and liquidity risks that we think the market presently faces.
Third-quarter eamnings releases suggest that micro fundamentals for the asset class are softening, but supply/
demand technicals have remained very supportive,

Emerging market debt (EMD) -— While strang performance has made valuation less attractive, we think
EMD continues to offer good value versus other fixed-income seciors in an environment where we expect
raites to stay relatively low and tall risks to gradually subside. On balance, we believe the global risk backdrop
has improved, and we have accordingly added a maodsst amount of risk to portfolios in the past few
months. We have heen sensitive to the fragility of risk sentiment, however, and have therefore emphasized
liquidity and the appropriate sizing of our riskier exposures.

Municipal bonds — We are neutral to positive on the prospects for the municipal hond market. Tail risks
exist, both in the near term (potential changes in tax-exempt status) and long term {unfunded pension
liabilities), but the technicals have remained very supportive. We continue 1o see good value in the munidpal
bond market versus taxable sectors, and we continue to favor essential service revenue bonds over general

obligation bonds,




Equity outlook / November 2012

Sanjay Natarajan
Institutional Equity Portfolic
Manager

EMBRACING UNCERTAINTY
IS THE NEW NORMAL

by Sanjay Natarajan

Although our intellect always longs for clarity and certainty, our nature often finds
uncertainty fascinating.
— Carl von Clausewitz

Global equity markets, as measured by the MSCI All Country World Index, are up 12.67% year-
to-date as of 31 October 2012, supporied by extremely loose monetary policy and a potential
bottoming-out of eamings downgrades. While investors can be constructive on equities , they need
to be cautious in the hear term, as underlying econornic fundamentals remain weak and market
momentum is slowing.

Three main concerms are pressuring markets as we work our way through the fourth quarter.

The US fiscal cliff — While the US Federal Reserve Board's QE3 is helping to offset market worries
about the fiscal diff, this is only a stop-gap measure. We do not believe markets have yet priced in
the ful potential impact of the fiscal ciff. The spending cuts and tax increases that could be activated
if poticymakers da not agree to raise the debt ceiling could shave off between 1% and 4% of US
economic growth. The uncertainty apout the likelihood of a compromise could have a negative short-
term impact on corporate earnings and spending decisions. With expectations for 10% year-on-year
earnings per share growth for Q4, the bar is reasonably high, and thus far earnings reports have been
lacikiuster.

Europe sovereign risks — The European Central Bank’s focus on the removal of tail risks should

be positive for European eguities, which remain inexpensive relative to history, Consensus eamings
expectations for Europe have fallen from 8%, where they began the year, to 2%. Thus a combination
of reascnable valuations, lower expectations and fow hurdles compared to the prior year should
provide suppart for the equity market. The one dear offsetting factor continues to be the high
prabability of European governments disappointing the market with incansistent policy actions.

China hard landing — Most investors are bearish on Ching, expecting that it will be difficult for the
country tc engineer a soft landing, which would include economic growih that is greater than 7%.

The key question is whether China’s once-in-a-decade poiitical transition, which begins in November,
will lead to reforms that end up lowering the returns for large state-owned companies such as banks
and telecoms. However, we have recently seen a marginal improvernent in growth indicators, which
could be an indication that the economy is bottoming out. With the market trading at an estimated
10 x price-to-sarnings, it seems to be pricing in an economic slowdown but not the impact of
potential refarms that may negatively impact longer-term retums. Thus far, while we have seen some
minor rotation to emerging markets, we have not seen any meaningful flows back into China. We
need to see the relatively strong GDP growth rates in China and the rest of the emerging markets
translate into strong earnings growth for those markets to make a sustzinable move higher.

Overall, our recent views have been consiructive on equities because of easy money and a bottoming-
out of earnings downgrades. ¥ global growth decelerates again and the issues we have outlined are
not handled well, we could see a setback. Be prepared for continued policy uncertainty and the US
presidential election to impact markets in the near term,

g( page 3of 5




Macroeconomic overview / November 2012

Robert Spector, CFA
Portfolio Manager

THE ONGOING BALANCE BETWEEN
GROWTH AND AUSTERITY

by Robert Spector, CFA

The main challenge facing the global economy since the financial crisis has been how to continue to
grow in the midst of a powerful deleveraging cycle. The first obstacle was (and remains) private sector
kalance sheet repair in countries such as the United States, the United Kingdom and Spain, and the
current challenge is how to grow amid fiscal austerity, a theme throughout the developed world.

But trying to achieve this balance between austerity and growth has not been easy. The main tool
policymakers have been using to buffer the headwinds is a super-easy monetary policy stance. Policy
rates near 0% combined with unconventional policy-loosening measures such as quantitative easing
have been reflationary in that they, first, helped avoid a full-fledged deflationary outcome in early
2009 and, second, reflated asset-risky prices such as stocks and corporate bonds while at the same
time nurturing an extremely low level for government bond yields.

However, these extracrdinary easing measures have failed to inspire a self-sustained and above-trend
economic expansion: The US economy remains mired in a 2% growth environment; Europe is in
recession; and the large emerging econamies have slowed as well. In addition, new research from the
International Monetary Fund has found that the “muktipliers” that policymakers and forecasters have
been using to estimate the growth effects of fiscal austerity have been too low. In other werds, fiscal
austerity had a greater negative effect on growth than economists expected, facing an even greater
burden on monetary policy to offset the headwind, and helping to explain, for example, why deep
budget cuts in countries like Spain and Greece have led to weaker growth and even larger deficits.

In essence, over the past three years what we have seen is a mushy global recovery, with periodic
“boamiets” eventually fizzling as new policy measures run their course.

We may currenitly be approaching one of these inflection points to the upside, There are signs of
stabilization in global activity and outright improvement in some areas. US growth is picking up.

The housing sector continues to trend higher, and consumer spending has surprised to the upside.
Business spending has been a disappointment, with companies showing dear evidence of pulling
back amid fiscal cliff uncertainties. There is thus the potential for pent-up corporate demand should
the fiscal cliff get resolved soon without a severe hit to growth. China’s economy has improved as
well, and though cne must always be skeptical of Chinese data, the trend in exparts in Taiwan,
Singapore and South Korea validate the bounce in China. Europe, meanwhile, remains in recession,
but there are some signs that activity is not getting worse given the dedine in distressed country bond
yields and stabilization in some leading indicatars.

Unfortunately, we do not think the global economy is ready to emerge from these mini boom/bust
cycles just yet. Monetary policy will remain supportive for growth, bt the benefits from more QE
measures are likely to be marginal. What kind of impact the fiscal cliff will have will not be known
until well after the US election. The European Central Bank may have bought time in Eurepe, but
banking union and Spain’s inavitable need for a bailout continue to get pushed back. China’s
leadership transition potentially means economic uncertainty. Se, much of the global economy’s
future resides in the hands of governments, and this is never a good sign.
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SLOW GLOBAL GROWTH AND AUSTERITY
KEEP MARKETS UNDER PRESSURE

Executive summary

® As we move toward 2013, much of the global economy’s future resides in the hands of governments, as
policymakers in the United States, Curepe and China try to find the best way to balance growth and austerity.

e Attaining this balance remains the chief challenge for the global economy. There are signs of stabilization
in glabal activity and outright improvernent in some areas. However, the extraordinary easing measures
implemented by central banks around the world have failed to inspire seff-sustained and above-trend
economic expansion,

"

* In essence, over the past three years what we have seen is 2 mushy global recovery, with periodic *boomlets
eventually fizzling as new policy measures run their course. While there may he some positive signs, we do
not think the gicbal economy is ready to emerge from these mini boomvbust cydes just yet.

e Global equity markets, as measured by the MSCEANl Country World Index, are up 12.67% year-to-date as
of 31 Qctober 2012. While investers can be constructive on equities, three concerns (discussed below) are
pressuring markets.

& We do not believe markets have yet priced in the full potential impact of the fiscal diff. The uncertainty
about a compremisa could have a negative short-term impact on corporate eamings and spending dedsions,

« The European Central Bark's focus on the removal of taii risks should be positive for European equities.
Consensus eamings expectaticns for Europe have fallen to 2% from 8%, where they began the year.
While there are some pasitive signs, the political risks and sovereign debt issues are far from fully rasolvad,
poterttially capping European equity performance.

» Most investors are bearish on Ching, expacting that the country will have difficulty engineering a soft landing.
The key cuestion is whether China's political ransition will lead to reforms that end up lowering the retums
for large state-owned companies.

¢ In the months ahead, we expect US Treasury yields will remain steady or fall slightly, given the persistence of
slow grawth and low inflation, continuing political and policy uncertainties and an extremely accommodative
US Federal Reserve Board. Quer the longer-term, we remain negative on Treasury valuations on the expectation
that monetary policy will eventually normalize and Freasury rates will rise.

= With the persistence of strong technicals driven by the forces of finandial repression, most credit markets,
inducing high-grade corporates, appear fully valued or close o fully valued relative to their fundamentals.
While strong performance has made valuations less attractive, we think emerging market debt continues to
offer good value versus other fixed-income sectors in an environment where we sxpect rates to stay relatively
low and tail risks to gradually subside. On balance, we believe the global risk backdrop has improved, and we
have accordingly added a madest amaount of risk to portfolios in the past few manths.
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Next presenters are Beth Griper and Bd Silverstein from MacKay Shields, our
Convertible Bond Manager, based out of New York City, New York.

Ms. Griper gave an update on the company which has been in business since 1938.
They had $58 billion under management, but have grown guite a bit this year,
part of it market appreciation, a good bulk being new clients that joined their
firm. &s of 8/31/2012 they have $72.4 billion dollars under management. Last
December they hired a new CEO. Each of the teams at MacKay set the process and
philosophy of how they run their strategies, so in terms of impact on the
Convertibles Division, everything is status guo. There have been no staff
changes to the Convertibles Team since her last visit te Bay County.

Consultant, Rick Potter, stated there are big differences between the
performance of the MacKay portfolio and Convertible Indices. Some differences
were attributed to quality requirements of this portfolio versus what is in
some of the indexes that they can be judged against. 80 regarding strategies
and markets, he asked if they could expand on that aspect in their presentation
today.

Mr., Silverstein described what comprises a convertible bond. Convertibles are
a hybrid instrument, part bond, part stock. Your down side is protected by the
bond feature where it pays you semi-annual interest, and matures at the amount
that you paid for it. The up side is participation in equities because if the
stock prices moves higher you have that ability to convert it to something
worth significantly more than what vyou paid for it. What you are sacrificing
with a convertible bond is the interest rate will be lower for that conversion
feature. So, over the life of the bond vou are sacrificing a yield in exchange
for having this upside participation in stock.

Qur pertfolio is a very high qguality portfolioc. The guidelines that were set
forth when they started managing this account was it had to have an overall
investment grade rating. The bonds in this account have an overall investment
rating of A- which is about two notches above where investment grade is. When
the market is down this portfolio tends to hold up very well because the
quality is very good. It tends to underperform when the market is geing up.

It is basically a very conservative way of investing convertible bonds and
conservative in getting egquity exposure. This may explain some of the
performance issues that we will be discussing.

Mr Potter asks what would be the consequences of a change in guidelines, and
what kind of change could be made that would not overly increase the amount of
risk in the portfolio?

Mr. Silverstein responds that most of the convertible bond universe, about 2/3,
i%s non investment grade, so by segregating out this 8(% requirement for
investment grade and that the overall portfolio has to be a BBB+ or better, vou
are eliminating a lot of things that can be considered. He thinks we could
move up the portfolio to maybe 25-30% being be non investment grade and still
have an overall rating of say BBB- which would be the investment grade cut off.
It would expand the ability to invest the pertfelio witheut significant
compromise in the quality.
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Trustee asks how we compare to other portfolics they manage. Mr. Silverstein
responds that Bay County is the most conservative portfolio they manage. That
does not make it wrong, as 2008 showed, ours was probably the best performing
portfolio they had. The guestion is will we see that type of environment
again, or was that a once in a multi-decade situation that is unlikely to
repeat. Most of the clients they have that are considered investment grade
clients allow for 25% of their portfolic to be in non investment grade
convertible bonds and do not have an overall margin of investment grade rating
for the portfolio. They simply reguire that 75% of the portfolio be invested
in investment grade bonds and 25% be non investment grade.

Mr. Silverstein went on to describe their investment process and portfolio
construction. He discussed their investment team members, their backgrounds
and experience. He reviewed the historical rates of return from 2003 through
2011 and explained reasons for over and under performance. Since inception
they have beaten the index by a fairly wide margin for a relatively long period
of time. Regarding outloock, they continue to like stocks and convertible
bonds. Stocks appear inexpensive, and they are the primary driver of the
performance of convertible bonds. If you look at the securities they own that
have done very well it is because the underlying stock did well. If you look
at the ones that have been hurt it is because the stock got hit, and in others,
the stocks have not gone up or down. The focus, going forward, always has to
be on what the equity markets are going to do. They see stocks as relatively
attractive, companies that are well managed, the cost structure is lean, not a
lot of excess capacity in manufacturing, and profits will be wvery good. He
discussed concerns about the U.S. eccnomy, the European economy and the impact
on the markets. Mr. Siiverstein and Ms. Griper answered questions and
concluded their presentation.

3. Moved, supported and carried to have Becker Burke conduct research on the
rates of the return for MacKay Shields over time and also to evaluate the
consequences of a less restrictive investment policy. Becker Burke to
present at the December 11, 2012 meeting.

4. Moved, supported and carried to receive from MacKay Shields, the
performance report énding 8/31/2012.

5, Moved, supported and carried to adjourn the morning session.

The meeting adjourns at 10:55 a.m. for lunch break. Meeting resumes and is
back on the record at 1:03 p.m.

The next presenters are Kevin Ryan, and Scott Westphal, Cornerstone Real Estate
based out of Stamford, Connecticut.

Mr. Ryan states that Bay County selected real estate securities in COctocber
2008. About two weeks ago was the four year anniversary of Lehman Brothers
going under, which was considered the beginning of the financial crisis. At
the time there was much conhcern about what was going to happen. Bay County
made the decision that this was a good allocation, jumped in, and the
performance and the return we have achieved indicates it was a good decision.
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12/3/2012

REFUNDS: FOR THE MONTH ENDED NOVEMBER 30, 2012

EMPLOYEE/BENEFICIAR' CONTRIBUTIONS PROCESSED DEPARTMENT TERMINATION
REFUNDED ON TERMINATED DATE
Betson, Ashley 7,492 44 11/6/12 BMCF 08/15/12
TOTAL REFUNDS: 7.492.44
RETIREE CONTRIBUTIONS DEPARTMENT EFFECTIVE
TRANSFERRED DATE
Hool, Janet 61,469.34 BABH 10/25/12
Witzke, Morris 13,932.97 BABH 10/13/12
Beane, Julie 25,820.98 District Court 10/24/12
Kneller, Jane 57,064.62 Central Dispatch 11/03/12
DECEASED EMPLOYEE/ BENEFICIARY REFUND/ DATE/DEPARTMENT
RETIREE PENSION
Chiavaras, Carol N/A Pentsion 111312 FOC
NO REFUNDS ACCUMULATED UNION DATE
EMPLOYEE NAME CONTRIBUTIONS GROUP TERMINATED
Cersosimo, Shannon 208.17 BABH 111210
Mindykowski, Dion 47.63 Library 12/31/06
Hoke, Jaynelle 68.70 BMCF 10/31/12
O'Dell, Heather 73.00 BMCF 10/31/12
Williams, Lyndsey 60.00 BMCF 10/31/12

457 50
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NOTICE QOF PUBLIC MEETINGS

THE BOARD OF TRUSTEES OF THE BAY COUNTY EMPLOYEES' RETIREMENT
SYSTEM, 515 CENTER AVENUE, 7TH FLOCR, BAY CITY, MICHIGAN 487(8,
PHONE NUMBER (98%9) 895-4030, HAS SCHEDULED REGULAR MEETINGS FOR
2013. ALL MEETINGS WILL BE EELD AT 1:30 P.M. IN THE BOARD OF
COMMISSIONERS CHAMBERS, LOCATED IN THE BAY COUNTY BUILDING, 515
CENTER AVENUE, 4TH FLOOR, BAY CITY, MI 48708.

JANUARY 8, 2013
FEBRUARY 12, 2013
MARCH 12, 2013
APRIL 9, 2013

MAY 14, 2013

JUNE 11, 2013
JULY 9, 2013
AUGUST 13, 2013
SEPTEMBER 10, 2013
OCTOBER 8, 2013
NOVEMBER 12, 2013
DECEMBER 10, 2013

Date Crystal Hebert
Finance Officer/Secretary
Bay County Employees’ Retirement System, Beard
of Trustees

The County of Bay will provide reasonable and necessary auxiliary
aids and services, such as signers for the hearing impaired and audio
tapes of printed materials being considered the meeting, to
individuals with disabilities at the meeting/hearing upon ten days
notice to the County of Bay. Individuals with disabilities requiring
zuxiliary aids or services should contact the County of Bay by
calling or writing: Michael Gray, Executive Assistant, Office of the
Bay County Executive, 515 Center Avenue, Bay City, MI 48708, (28%3)
§95-4130 or (989) 895-4049%9. TDD

GiZRet/RetMisc\Notice of Public Meetings

HD




Cynthia A. Luczak
Bay County Clerk

315 Center Ave., Suite 101
Bay City, MI 48708-5941
Phone (989) §95-4280
Fax (989) 895-4284

TDD (989) §95-4049

Courthouse Erected 4.D. 1932

December 3, 2012

Bay County Retirement System
Board of Trustees

¢/o Danean Wright

515 Center Avenue

Bay City, MI 48708

Dear Danean:

The filing deadiine for employees wishing o serve as a repré-seni‘ative for the Bay County
Employees’ Retirement System Group #1, Road Commission and Department of Water and
Sewer, has lapsed with only one (1) candidate filing for the open position.

Candidate, Steven Gray; quaisf'ed by obtaining the reguired number of 5|gnatures on his
petition,

As you know, Section XIX of the Rules of the Bay Cou'nty Employees’ Retirernent System
allows the Board of Trustees to deem a candidate elected to the position when only cne (1)
candfdate files, therefore, it will be necessary to consider such.

The vote of at east five {5) concurring members of the Board shall waive the actual election
to the office for Mr. Gray. Please advise me of your Board action taken in this regard,
including a copy of your adopted resolution which would elect Mr. Gray to the office of
Trustee to the Bay County Employees’ Retirement System Group #1. :

Sincerely,

| %Qﬁw

Cynthia A. Luczak
Bay County Clerk




Barbara MacGregor, RN, BSN

e 2N 52UBAY COUNTY Public Hoatih Director
Thomas L. Hickner Health Depal’tment Kirk H. Herrick, DO

Bay County Executive Creating A Healthy Environmsnt For The Community Medical Direcior

1200 Washington Avenue
Bay City, Michigan 43708

(989) 895-2062

FAX (989} 895-4014

TDD (989) 8O5-4049
www.baycounty-mi.gov/Health

Danean Wright

Retirement Administrator

Bay County Employees’ Retirement System

515 Center Avenue

Bay City, Michigan 48708

November 29, 2012 Re: Brenda Holmes

Dear Ms. Wright: i

I have reviewed the medical records of Brenda Holmes from her primary care physician
and her consulting specialists. I agree with their findings that she is totally and
permanently disabled and unabie to do any type of work. I do not see any indication in
her medical records that this will change in the future.

/ &7 /W D@

Kirk H Herrick, D.O.




Barbara MacGregor, RN, BSN

@BAY COUNTY Public Health Director

Thomas L. Hickner Health Depal'tment Kirk H. Hermrick, DO

~ Bay County Executive Crestirng A Healthy Environment For The Community Medical Director
1200 Washington Avenue

Bay City, Michigan 48708

(989) B95-2082

FAX (989) 895-4014

Danean Wright TDD (289) 895-4049
Retirement Administrator www.baycounty-mi.gov/Health

Bay Employees’ Retirement System

515 Center Avenue

Bay City, Michigan 48708

December 5, 2012 R: Lisa Hartman

Dear Ms. Wright:
I have reviewed the medical records including laboratory and x-ray reports for Lisa Hartman. 1

agree with the report from her family physician and in my professional opinion, she is totally and
permanently disabled from any type of gainful employment.

/ L) e Anteto ?FZ

Kirk H Herrick, D.O.




m LOOMIS | SAYLES Todd A. Needham, CFA
Vice President,

Client Portfolio Manager

tneedham@loomissayles.com
617.960.2092 tel

October 8, 2012

Ms. Danean Wright

Retirement Administrator

Bay County Finance Department
515 Center Avenue, Suite 706
Bay City, MI 48708

Dear Danean,

I am writing this letter to you to address items that relate to the Bay County Employees
Retirement System ("BCERS") investment portfolio ("the Portfolio") managed by
Loomis Sayles. As we discussed during our telephone conversation this morming, we _
would like to receive clarification on the Limited Partnership ("L.P.") restriction in the
Portfolio's investment guidelines. In addition we would like discuss with you and the
Trustees the long-term performance target for the Portfolio.

PER CONSULTANT, THEY WERE INSTRUCTED TO FOLLOW INVESTMENT *

Limited Partnerships CUIDELINES

The investment guidelines for the BCERS Portfolio restrict investment in Limited
Partnerships. The Portfolio holds eleven positions in bonds issued by Limited
Partnerships (sce attached file for details). We believe that debt issued by a Limited
Partnership is different from direct investment in an L.P. and is permissible with the
within the guidelines. We would like to receive clarification on this issue to know
whether we may continue holding the positions in the portfolio.

As background, we recently completed an upgrade to our compliance system. The
Limited Partnership rule is now part of our daily automated compliance process. The
positions in question were flagged by our compliance system which prompted us to reach
out to you for clarification on this issue.

Performance Expectation VF TO BE DISCUSSED BY BOARD OF TRUSTEES *
Over the course of the relationship between Bay County Employees Retirement System
and Loomis Sayles, the long-term performance objective for the Portfolio has ranged
from exceeding the benchmark's performance return by 1.50% to the current target of
1.00%. Given the current market environment and the flexibility provided by the
investment guidelines, we believe a long-term expectation of 0.75% above the index is
reasonable. We would like the Trustees to consider reducing the excess performance
expectation to 0.75%.

One Financial Center
Boston, MA 02111
617.482.2450

www.loomissayies.com ‘L% ‘/Z




lg LOOMIS | SAYLES

If the Trustees would prefer to keep the +1.00% performance expectation, we ask that
they consider reducing the Portfolio’s minimum average quality requirement from A3/A-
to Baa3/BBB-. The Portfolio would still be rated investment grade, but the change in -
quality would also allow for additional risk to be taken. Specifically, we could take more
advantage of the guideline's 10% allowable allocation to high yield. With the existing
quality requirement we've been encumbered from taking advantage of the full 10%
allocation to high yield. We believe the change in minimum quality would increase the
likelihood that we can meet and exceed the excess performance expectation.

If the Trustees are in agreement with Loomis Sayles' interpretation that the debt of
Limited Partnerships are permissible investments in the BCERS Portfolio, please
complete the Guideline Clarification Letter enclosed within.

If you have any questions about the exposure to Limited Partnership Debt or the two
different proposals to address the future performance expectation for the Portfolio, please
do not hesitate to let me know.

Regards,

Todd A. Needham, CFA
Vice President

Cc: Richard L. Potter, Becker, Burke Associates




RETIREMENT BOARD MEETINGS FOR _ 2013

SCHEDULE OF SPEAKERS - MEETINGS START AT 1:30 P.M.

DRAFT

DATE MONEY MANAGER SPEAKER CONFIRMED
JANUARY 8 Eagle Asset YES
FEBRUARY 12 Becker, Burke - 4™ Qtr Rpt 2012 for Rick Potter

BCERS (and VEBA)
MARCH 12 Integrity

| APRIL 9 nospeaker | e e

APRIL - 9:00 Barings  10:00 Hotchkis & Wiley  11:00 Columbia
special meeting
MAY 14 Becker, Burke - 2013 1* Qtr Report for Rick Potter

BCERS (and VEBA)
JUNE 11 Cornerstone Real Estate
JULY 9 nospeakers 1 emeeeee e
AUGUST 13 Becker, Burke - 2™ Qtr Report for Rick Potter

BCERS (and VEBA)

Atalanta Sosnoff - VEBA at 2:30 pm
SEPTEMBER10 Schroders
OCTOBER 8 nospeaker | e e
OCTOBER 9:00 Baird  10:00 Loomis Sayles 11:00 MacKay Shields
special meeting
NOVEMBER 12 Becker Burke - 3 Qtr Report Rick Potter

MFS

DECEMBER 1)

VEBA: C.8.McKee and Lord Abbett at 2:30 p.m.

47




