BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, AUGUST 14, 2012 @ 1:30 P.M.
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR
BAY CITY, MI 48708
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CALL TO ORDER

ROLL CALL

MINUTES

Al

JULY 10, 2012 REGULAR MEETING

PUBLIC INPUT

PETITIONS & COMMUNICATIONS

A

BECKER, BURKE ASSOCIATES - 2"° QUARTER REPORT
1. RICK POTTER

PORTFOLIO VALUE  1/1/12 - 8/07/12
MONEY MANAGERS ON WATCH - (EFFECTIVE DATE)

1. DENVER INVESTMENTS (MID CAP GROWTH) - (12/15//09)
PORTFOLIO ENDING 6/30/12

2. MARVIN & PALMER {LARGE CAP GROWTH) - (6/1/10)
PORTFOLIO ENDING  6/30/12

3. WHV INVESTMENT * (LARGE CAP CORE) (9/14/10)
PORTFOLIO ENDING 6/30/12

*formerly known as : Wentworth Hauser & Violich

MONEY MANAGER REPORTS

1. BAIRD ( GOV'T FIXED INCOME} - ENDING 6/30/12

2, BARINGS ( LARGE CAP INT’L EQUITY) - ENDING 6/30/12
3. COLUMBIA {LARGE CAP DEEP VALUE ) ENDING 6/30/12
4. CORNERSTONE (REAL ESTATE) - ENDING 5/31/12

EAGLE ASSET MGMT (SM CAP GROWTH) ENDING 6/30/12
HOTCHKIS & WILEY (SM CAP GROWTH) - ENDING 6/30/12
INTEGRITY { MID CAP VALUE) - ENDING 6/30/12

LOOMIS SAYLES (CORP BOND) - ENDING 6/30/12

. MACKAY SHIELDS (CONVERTIBLE BOND)_- ENDING 6/30/12
0. SCHRODERS (SM/MID INT'L, EQUITY) - ENDING 6/30/12

1. CONVERGEX RECAPTURE SERVICES - ENDING 6/30/12

— =L

NORTHERN TRUST

1. SUMMARY EARNINGS ENDING 6/30/12
REFUNDS/RETIREMENTS ENDING JULY 31, 2012
CORRESPONDENCE REGARDING RE-BALANCE OF ASSETS

1. LETTERS TO MARVIN & PALMER AND MACKAY SHIELDS
CORRESFONDENCE FROM GABRIEL ROEDER SMITH

1. 5-YEAR EXPERIENCE ANALYSIS
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VL ANNOUNCEMENTS

Al NEXT REGULAR MEETING - TUESDAY, SEPTEMBER 11, 2012 AT 1:30
P.M. - COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOGR, BAY CITY, MI 48708

VI UNFINISHED BUSINESS
VIIE NEW BUSINESS
X MISCELLANEQUS BUSINESS

X 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 1:33 P.M. Roll call was taken. All trustees are
present except Mr. Brzezinski, Ms. Peltier and Mr. Ryder.

1. Moved supported and carried to approve the minutes, as printed, from June
12, 2012 regular meeting.

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

2, Moved supported and carried to receive the Portfolio Value from January 1,
2012 to July 2, 2012. The value today is $234 million.

Trustee Peltier arrives at 1:35 p.m.

3. Moved, supported and carried to receive the portfolio reports from the
money managers on watch status: Denver Investments and Marvin & Palmer
ending 5/31/12,

4. Moved, supported and carried to receive portfclic reports from
Cornerstone, Eagle Asset, Hotchkis & Wiley, Loomis Sayles, and MacKay
Shields all ending 5/31/12.

5. Moved, supported and carried to receive Northern Trust’s Summary Earnings
ending 5/31/12.

G, Moved, supported and carried to receive Refunds/Retirements fcor the month
ending 6/30/12,

ANNOUNCEMENTS :

A, Next regularly scheduled meeting will be Tuesday, September 11, 2012 at
1:30 P.M. in COMMISSICNER’S CHAMBERS, 515 CENTER AVENUE - 4™ FLOOR, BAY
CITY, MI 48708.

UNFINISHED BUSINESS:

A REPORT FROM BECKER, BURKE ASSOCIATES - ANALYSIS OF INVESTMENT MANAGER
SEARCH PROJECTS

Present today is our consultant, Rick Potter. His analysis was provided to all
Trustees via the website, and paper copies available teday. Trustees had
asked Mr. Potter to provide a comparison of performance results between the
previous money manager and the one that replaced them. The report was broken
down into five areas. 1. All searches they completed between 1996 and the
present. 2. Performance of the current managers compared with managers they
replaced. 3. A reference table indicating Bay County’s actual manager results
compared to the composites used. 4. Investment results from December 31, 19%4
through March 31, 2012, the period of time that Recker, Burke has served as
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consultant to BCERS. 5. A table showing data history for the fund beginning
December 31, 1984. A number of the searches were undertaken not to replaces a
manager, but rather to diversify the Fund.

Regarding the guestion of how the replacement managers have performed in
comparison to the managers they replaced. In the consulting industry all
institutional managers (which is what we have) have composite results and they
manage all their institutional portfolios to match that composite. We can’t
see results on the managers we terminated because they no longer manage our
money. But, we can look at their composite and compare that to the composite
of the new manager. In total there are seven replacement managers Cn this
report. Eagle Asset has substantially outperformed Batterymarch as a
replacement. Baring Asset has managed money for us for two years now, and
compared to Invesco, they have performed better. Integrity replaced Ariel five
years ago. At the five year result, Integrity is a little below Ariel, but
locking at the year by year performance, wWe see that Ariel’s performance all
comes from the year 2009 where they were up 64%. Comparing the other years,
Integrity outperformed Ariel in four other years. RBecause of the volatility in
Ariel, Mr. Potter states this was a good change to make, indicating that
Tntegrity has produced some consistent year by vear results for us.

Several of the managers we once had do not manage money anymore. Marvin &
Palmer replaced Forstmann Leff. Forstmann Leff no longer exists. Baird
replaced Alliance Bernstein and the results are similar to one another.
Wentworth Hauser and Violich replaced Independence. Independence is no longer

in business. Mackay Shields replaced Froley Revy. Froley Revy merged with
anocther firm (SSI Investment). The composite between Mackay Shields and SSI 1is
similar.

The changes we have made were of necessity to replace managers that were no
longer in business and to replace managers that were under performing. On
balance, these changes have worked out.

In the eighteen years that Becker, Burke has been our consultant cur fund has
grown substantially from $88 million to just under $250 million today. The
return on investment during this time was $262,253 million. This time periocd
had two of the worst down markets in U.S. stocks since the 1930's. Overall,
fhis 1s a remarkable record of accumulated investments and benefits. The
driver behind all of this has been manager diversification and good selection
of money managers on the part of this Board cof Trustees.

7. Moved, supported and carried to excuse Trustees Brzezinski and Ryder.

8. Moved, supported and carried to receive the report presented today by
Recker, Burke Assoclates.

NEW BUSINESS:

Trustee Starkweather asked if it would be possible to receive a rough estimate
on a monthly basis, of the Net External Growth figures that we pay out to

A
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employees. Ms. Wright w

Board in August.
MISCELLANEQUS BUSINESS:
ADJOURNMENT :

9.

Moved, supported and

Respectfully submitted,

OMgm Welost

Crystal Hebert
Finance Officer/Secretary

Transcribed by: Naomi Wallace

RETIREMENT SYSTEM BOARD OF TRUSTEES

ill look into this request, and report back to the

None

carried to adjourn the meeting at 2:04 p.m.




MEETING OF THE BCERS BOARD OF TRUSTEES COMMITTEE
July 10, 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 _1:33 P.M.

OTHER PRESENT: RICK POTTER, DANEAN WRIGHT, CRYSTAL HEBERT
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MARVIN & PALMER®
ASSOCIATES, INC.

GLOBAL EQUITY MANAGEMENT

July 18, 2012

Danean Wright

Retirement Accountant

Bay County Employees’ Retirement System
Bay County Building

515 Center Avenue, Suite 706

Bay City, Michigan 48708-5128

Dear Danean:

Your portfolio gained 2.0% during June while the Russell 1000 Growth Index rose
2.7%.

After declining for most of the quarter, the market rallied in June. There were no
major changes in the outlook as the FEuropean debt issues remain and economic
data out of the U.S. and China continues to be a concern. There was a particularly
strong rally at the end of the month driven by expectations of an agreement at the
European summit. Unfortunately, the results were seen as lackluster and Europe
corrected sharply in early July.

The telecommunications service and financial sectors led the market this month,
while the utility and consumer discretionary sectors lagged. The portfolio’s
performance was hurt by our heavy weight in the consumer discretionary sector as
well as our underweight in the materials and financials sectors.

Our outlook remains cautious as the world continues to search for some solution to
Europe’s sovereign crisis. In addition to uncertainty in Europe, the political
situation in the U.S. appears to be weighing on markets with the Presidential
election coming in November. There is also the unresolved issue of the “fiscal
cliff” coming at the end of the year due to the end of the Bush tax cuts. As these
issues get resolved, we believe there is room for the markets to move higher but we
remain defensively positioned in the near term.

Your portfolio and performance since inception are attached for your interest.

Portfolio Manager — Principal

JFM/jam

Attachment i 5\

PRINCIPALS
David E Marvin
Stanbey Palmer
Karen T. Buckley
lon A Seiklodus
Terry B. Mason

Tay E Middleron
Todd D. Marvia
David L. Schaen
Chuistopher A, Luft
James W. Ryerson
Jonathan T Friedman
Seephen D. Marvin
Douglas D. Sanna
Jennifer A. Martes
Gilbert Hahn
Thomas B. McAvoy
Lisa FL Capretto
Lotraine H. Berends
Scotr D. Palmer

C. Poreer Schute

3. Richard Siple
Mary L. Modlioni
Brian D, Marvin
Ezckicl R. Maki
Bobhie V. Davies
Jane M. Motley
Adam T, Taylor
Shuoqi {Jovee) Li

ADVISORY BOARD
frving S. Shapiro

Memsnam 19362001

in

The Rt. Hon. Lord Moore, PC.
Prof Pr -Ing. Khaws G. Lederer
D, Pedro Aspe

Alan D, Schovartz

Madelyn Smith

The Hon. Sam Nunn

The Hon. James A, Kefly
James I McNulry

1201 N, Matker Street, Suire 2300, Wikmingron, DE 19801-1165 US.A. » Tl 302.573-3570 ¢ Facsimile 302-373-2545 * www.marvinandpalmer.com
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July 5, 2012

Ms. Danean Wright
Redrement Accountant

Bay County Employee's Retirement System

515 Center Avenue

Suite 706

Bay City, M1 48708-5128
RE:

Dear Board of Trustees:

Bay County Employees' Retirement System

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

Time Weighted Total Return
Gross of Fees
Since
Quarter-to-{ Year-to- Three Year Five Year Inception*®
June 2012 Date Date One Year | Annualized Annualized Annualized

Bay County Employees’
Retirement System 3.83% -7.18% 7.73% 0.70% 13.46% 0.71% 4.45%
S&P 500 4.12% -2.75% 9.49% 5.45% 16.40% 0.22% 4.48%

*Since Inception Date 03/18/04

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

Team.

Best regards,

e

Jeffrey C. Coburn, CFA

Cc: Richard Potter

WEEY Investement Mama

361 Hatreey Strest, Suie 400

M

San Frascisoo, A 91133403

Tel {8007 234- 2430

Wi




July 27, 2012

Ms. Danean Wright

Retirement Accountant

Bay County Employees” Retirement System
515 Center Avenue

Suite 706

Bay City, MI 48708-5128

RE:  Bay County Employees' Retirement System

Dear Danean:

. Fnclosed, please find the June 30, 2012 appraisal for your investment portfolio managed by WHV
Investment Management, and our comumentary on the overall economic outlook.

The total return (Gross of Fees) for the portfolio as compared to the returns for the relevant
benchmark during the second quarter and the full year are as follows:

3Months 6 Months Since
Ended Ended Inception
Porttolio 6/30/12 6/30/12 3/18/04
Bay County Employees’ Retirement System  -7.13% 7.79% 43.52%
Relevant Benchmark
Standard & Poor’s 500 Composite -2.75% 9.49% 43.76%

Following two consecutive quatters of double digit gains for U.S. indices, returns in the second
quarter were negative. This performance is indicative of a return to the risk-off scenario, precipitated
by the continued turmoil in the curo zone, renewed fears about China’s economic growth and new
evidence of a slowdown in the U.S. economy. A summary of total return performance for broad
market indices during the second quarter and first six months of 2012 are included in the table
below:

15

TWHV fovesoment Management 301 Bartery Sereer, Suite 400 San Francisco, CA 94111-3203  Telk: (300) 204-2650  whv.com



Bay County Employees’ Retirement System

July 27, 2012
Page 2
3 Months YTD
Ended Ended

Select Market Indices 06/30/12 06/30/12
Large Cap - Standard & Poor’s 500 Index -2.75% 9.49%
Mid Cap - S&P 400 Index -4.93% 7.90%
Small Cap - Russell 2000 Index -3.47% 8.53%
International - MSCI LAFE Index -7.13% 2.96%
Emerging Markets - MSCI Limerging Markets Index -8.89% 3.93%

The WHYV Large Cap Cote Strategy underperformed in the second quarter. The primary reason for
the performance shortfall duting the quarter was our pro-cyclical, global growth bias during petiods
of risk-off trading.

A standard sector attribution analysis suggests that one third of this quarter’s shortfall was allocation
driven while the other two thirds were stock specific. However, a deeper, more detailed
examination of industry level results shows allocation accounted for 80% of the shortfall while stock
selection accounted for the remaining 20%. The industry allocations that were most detrimental to
performance included overweight positions to Energy Equipment & Services, Diversified Financials,
Machinery, Trading Co.’s & Distribution, Auto Components and Metals & Mining, — most of which
are levered towards global growth. To a lesser extent, performance was also hindered by
underweight positions in Diversified Telecommunication Services, Beverages, Electric Utdlities,
Computers & Peripherals, REIT’s, Pharmaceuticals and Multi Utliies — most of which are
predominantly domestic in nature. This analysis suggests that our long held pro-cyclical, global
growth bias was the primary driver of underperformance.

Additionally, the 2.75% decline in the benchmark S&P 500 during the quarter suggests a “risk off”
trading pattern. Further evidence of this includes the performance of high versus low beta stocks
and high versus low yielding stocks. Specifically, the highest beta stocks were the worst performets
while the lowest beta stocks were the best petformers. The stocks with the highest dividends were
the best performers while the stocks that did not pay dividends were the worst performers. By the
very nature of having a pro-cyclical, global growth position your portfolio is skewed towards higher
beta, lower dividend paying stocks.

As stated above, an industry level attribution analysis suggests that 20% of the quarter’s
underperformance was driven by stock selection. An analysis of the top and bottom contributing
stocks (shown in table below) further suggests a global growth undertone. All five of the bottom
contributors have significant exposure to the global economy. And the three top contributing
stocks during the quarter (Dollar Tree Stores, Direct TV, and CVS Caremark) derive greater than
80% of their revenues domestically. The largest detractor, JPMorgan, was sold due to the
uncertainty created by a major trading loss coupled with the immense pressure their core business is
under given the low intetest rate environment and anemic global growth.

W,
&




Bay County Employees’ Retirement System

July 27, 2012
Page 3
Top Weight |  Total Contribution | Bottom Weight Total Contribution
Contributors® (%) Retam (%) Contributors*® (%) Return (%)
(%) %)
Dollar Tree Inc. 3.2 13.87 0.40 Qccidental 2.2 14,83 56
Petroleum Corp.
CVS Caremark 33 470 0.15 Qualcomm Tnc. 3.0 -17.83 -0.59
Corp.
Direct TV 1.0 5.79 0.14 EMC Corp. 4.0 -14.22 -0.61
Pfizer Iuc. 4.1% 2.56 0.12 National Oitwell 37 877 ikl
Varco Inc.
ﬁ%’ﬁ‘ Holding 22 3.59 0.1 }gDM‘”g“ Chase & 1.8 25,00 -0.83

*The top and bottors contributors are based on a mode! portfolio representative of the equity boldings in your portfolio. Your perifolio’s resulls may vary depending on client
specific restrictions, timing of initial investwent, capiial appreciation andfor other fuctors. You may contact Your porifolio manager for more information regarding the
waethodalogy Jor calonlating the fop and bottom contributers Io petformance by bolding, and 1 receive a fist of every bolding’s contribution Io the crerali acconnt’s performance. The
holdings identified above do not represent all of the secnrities parchased, sold, or recommended. Past petformance does ot guarantee futnre results.

On a year-to-date basis, the pro-cyclical growth bias that positively contributed to performance
during the first quarter {as well as the fourth quarter of 2011) did not outweigh the negative
contribution during the second quarter. As a result, the same theme that defined second quarter
performance also defined the first half performance. An analysis of industry level attribution shows
the pro-cyclical, global growth theme was the primary driver of the underperformance during the
first half of 2012. The negative industry allocation effect was partially offset by positive stock
selection. Spedatfically, overweight exposure to Energy Equipment & Services, Metals & Mining,
Auto Components and Machinery were the largest detractors from performance. The stocks that
helped contribute to the positive stock selection on a year-to-date basis along with a complete list of
the top five and bottom five contributors are included in the table below:

Top Weight | Total Contribution | Bottom Weight Total Contribution
Contributors® ) Returm (%) Contributors¥ (%o} Return (%0}
(%) 0]

Apple Inc. 4.8 44.20 1.88 Google Tnc. 2.3 -10.19 -27

CF Industries Occidental

Holdines Tnc. 1.3 23.55 0.99 Petroleum Corp. 3.2 -12.97 -42
Dolar Tree Inc. 3.0 2047 0.74 Borg Warner Inc. 1.3 -23.21 -0.49

Oil States

EMC Corp. 39 18.99 0.6t International Tnc. 1.2 -18.85 -0.50
Wells Facgo & Co. | 2.9 2299 054 i‘zlmm‘"'h & Payne 15 2082 053

¥The top and bottorm contribulors are based on a riodel porifolio representative of the equity holdings in_your perifolie. Your porifolio’s results muay vary depending on chient
Spectfic resirictions, timing af initinl investmeni, capital appreciation andfoer other faciers. You may cantact your portioko manager far more injormation regarding the
methodolgy for caleutaring the fop and botton: contribuitors to perforneance by bolding, and 1o receive a fist of etery bolding’s contribution to the overall acconnt’s performance. “The
holdings identified above do niot represent ail of the securities purchased, sold, or reconmmended. Past pesfornrance does not guaraniee fiuture resulty.

The equity markets’ over the last couple of years have experienced numerous perods of both
extreme fisk seeking and extreme risk aversion. A large part of this has been driven by the
FEuaropean sovereign debt crisis. US investors’ reduced appetite for uncertainty regarding their

I




Bay County Employees' Retirement Systemn
July 27, 2012
Page 4

investments s at an all dme high (depicted in the graph below). This increased anxiety level is not
solely attributed to Europe and has in fact been increasing since the middle of 2007. We believe
there are secular factors behind US investors’ risk aversion. Of particular note are the lingering
memorties of the 2008-9 financial crisis, the “lost decade” for US equity performance between 2000
and 2010 and the effect of the Baby Boomer cadre reaching its retirement years.

We believe individuals’ increasingly risk-averse attitude toward investing has been the most
significant secular tfend in the investment landscape during the last five years. That risk aversion
has been manifested by individuals reducing direct investment in stocks versus bonds or cash and
choosing safer stocks when they do buy equities. According to a poll done this year by the Gallup
organization, retail investors are more disposed to invest in gold or real estate than stocks. In fact,
the same poll revealed that these investors were as likely to select saving accounts as the best asset
class for investment, as they were to choose equities, despite the fact that yields on saving accounts
and certificates of deposit are at or near all ime lows.

The first graph below shows that US investors’ attitude toward stocks is as negative as it has been
during the last fifty years. As investors’ attitude toward stocks has declined, so has the relative
valuation of equities. As shown in the second graph, the real earnings yield of the S&P 500 has risen
to neatly match the highest levels of the last fifty years. The dividend yield of the S&P 500 is
approximately 60 basis points higher than the yield on the ten year Treasury bond.

The US
Investor Sentiment Index
1960 Through Mid-lLre 2012

Positive
Sentiment

Negative
Sentiment

wd - E
60 83 66 89 72 75 78 81 84 87 80 a3 98 a3 0z [o2:3 og 11

! Recessions i

Sourca: Baker, M. and .Bff Wurglesr, 2007, Investor Sentiment in the Sock Market burnal of Fronomic Ferspectives, 21, pp. 129-151,
Nafionai Bureau of Economic Research, Empirical Research Partners Analysis.
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Bay County Employees' Retitement System

TJuly 27, 2012
Page 5
S&P 5001
% Rea Trailing Eamings Yields
7 - _ B 1860 TrroughMichams 2012

1

Bsa .} [ ] 72 L] & w2 a8 o0 od o8 12
Recessiors

Souroe: Robart Shilller, Standand and Peora, Corponste Reparts, Enpﬂodnoeoauhmkﬂyma
1 Capilalizatior-weighted dele. ~rai ng earri-wa vields leaa the core CF]

Risk aversion has increased within the stock market as well. One indication of this is the increasing
preference for dividend yield versus earnings vield. As the graph below shows, the highest yiclding
stocks trade at an all-time high relative valuation to the lowest yielding stocks.

targe-Capitaization Stocks
Highest Quinile of Dividend Yietd
Relathve Traiing-PE Ratics®
1851 Through Early-July 2012

M\ . 2 \“\[\ 'y ,f\,;f‘% Mﬁm\mige ﬁ/ﬁ ‘ j\/
o_s.wwv ¥

D4 4

a7 91 %5 o] 03 o7 i
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& 55 32 83 or ™ 75 75

Source: Corporate Repaﬁs, Empmml Reszarch Pariners Analysis.
“CapHatization-waighted
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Bay County Employees’ Retirement System
July 27,2012
Page 6

Although we are primarily bottom up investors, we believe that with risk aversion so richly priced
today, embracing some risk is the cotrect investment strategy. Eventually, assets should sell for
what they are worth. If companies do well, they can increase their dividend payouts and/or
repurchase stock. Dividend payouts by large US companies are near all time lows (less than 30%),
while the return on equity for the S&P 500 companies remains at a historically high 17%, well in
excess of what is needed to fund sales and dividend growth.

Our “aversion to risk aversion” is most prominently manifested in our allocation to economic
sectors (Energy, Materials, Information Technology, and Industrials) that benefit most from the
growth of emerging economies. The cutrent relative allocation to these sectors in the WHV Large
Cap Core Strategy is approximately 19%, the highest it has been in the past 10 years. To put this in
perspective, over the past 10 years the WHV Large Cap Core Strategy has had an average
overweight to these sectors of +7% with a low of negative 3%. In the context of a primarily
bottom-up strategy, this is an indication of where we see the most attractive combination of
valuadon and fundamentals.

We remain willing to accept some risk in pursuit of greater return and continue to believe that the
greatest long term economic opportunities are in the developing economies, despite the negative
imnpact those positions have had on our short and medium term performance.

For a more in-depth analysis of the cutrent economic environment, we encourage you to read our

REVIEW AND OUTLOOK- Summer 2012, which is included with this mailing. As always, if you
have any questions or comments, we welcome your inquiry.

/A

Jeffrey C. Coburn, CFA
Vice President, Portfolio Manager

Sincerely,

JCC/egs
Enclosures

Cc: Ms. Martha P. Fitzhugh
Mzt. Richard Potter

Disclosure: Certain statements contained in this commentary are forward-looking, including those that discuss strategies, goals,
outlook or other non-historical matters; or project fevenues, income, returns or other financial measures. These forward-looking
statements are made only as of the date on which they are made, and WHYV undertakes no obligation to update or revisc any forward-
looking statements.

AD




August 6, 2012

Ms. Danean Wright

Retitement Accountant

Bay County Employee's Retirement System
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 July 31, 2012 in the table below:

Time Weighted Total Return
rss of Fees

11.15% 12.01%

14.13%

11.01% 4.61%

*Since Inception Date 03/18/04

In this month’s letter we would like to discuss the following in more detail, which reviews performance and outlines
why we are confident results will improve in the future:

¢ Recent performance
s Differentiated Fitm, Team and Investmenst Process
s Compeclling Porifolio Positioning

Recent Performance

Results on an absolute and relative basis have improved in the month of July reflecting significantly improved market
sentiment, This brings your year-to-date performance to 14 basis points over the benchmark. On a sector basis, the
outperformance of the porifolio during the month of July was driven by positive earnings surpdses and itnproved
company guidance in the Energy and Information Technology sectors. In our second quarter letter, which we are
attaching for your reference, we discussed how increased risk aversion or the “risk off” market environment
negatively impacted your portfolio’s results due to the overweight in industries levered to pro-cyclical, global growth.
Through the end of July, a year-to-date attribution by GICS Industry classification shows 232 basis points of
detraction from allocation effect with the largest negative effect coming from the overweights to the Memals &
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Mining, Auto Components and Machinery industdes. However, an offsetting positive stock selection effect has

resulted in the portfolio slightly zhead for the year-to-date time period.
Differentiated Firmn, Team and Investment Process

WHYV believes a portfolio of high quality, reasonably valued large capitalization securities provides the
optimum vehicle for generating above-benchmark returns over a full market cycle. As the chart below
llustrates, your portfolio has higher overall growth characteristics than the S&P 500 while selling at a lower
valuation.

Porifolio Profile

2120

18.80

11.60

Mean LT 3 Year Implied P/E - Forecast PEG - Forecast
CGrowth % Return 12 months 12 months
B Portfolio
Benchmark

Additionally, we believe the following compettive advantages set the WHYV Large Cap Core Strategy apart
from its peers.

1} Seasoned investment team- Five person investment team with a mix of Senior Portfolio
Managers and Analysts, including the finm’s Chief Investment Officer and Director of Research,
averaging 13 years with the firm and 28 years investinent expetence

2) High conviction, best idea portfolio- Focused portfolio of 34-38 stocks, with a high active
share ratio and a solid history of preserving capital in bear markets!

3} Disciplined investment process- Includes a rgorous sell discipline where if a stock
underperforms by 20% relative to the benchmark the position will either be sold outright or the
investment in the holding will be increased

1 Past performance is not a guarantee of future results.
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s Compsiing Valuaicn #  High Active Share Ratio
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To provide a better understanding of the strategy’s longer-term performance the table below shows the number of
rolling five year periods during which the WHV Large Cap Core Tquity Strategy composite outperformed its
benchmark, the S&P 500, since October of 1994 (GIPS compliant start date). Purthermore, in petiods of past
underperformance, defined as the strategy’s three year return below that of the benchmark we have historically
rebounded in the following three years with an average annuahized alpha of 385 basis points. We continue to use the
same basic investiment approach and methodology that we have over the past seventeen years.

Compelling Portfolio Positioning

Despite a predominantly bottom-up investment process, the largest duvers of performance have been macro related
over the past year. ‘Thus, we believe it is imperative to understand why we have your portfolio positoned toward
global growth and why we continue to believe this is the correct positioning going forward. Uldmately, the
positioning is an output of where we find the most attractive combination of fundamentals, growth opportunities
and valuadons. However, given that there is a common bias toward growth cyclicals, we can convey broad
statements supporting our views. Our belief that there will be positive global growth assumes 1) the euro zone debt
crisis does not lead to a Lehman Brothers type event, Z) China will not have a “hard” landing, and 3) the U.S.
economy will avoid falling off the “fiscal chff.”

As the global economy is showing signs of continued slow growth, we anticipate investors will eventually pay an
increased premium for growth. According to IMF projections, the emerging and developing economies are expected
to grow 5.6/5.9% in 2012/13. This compares to 2.0/2.3% for the U.S. and -0.3/0.7% for the euro area over the

2 For the complete performance history of the WHYV Large Cap Core Equity strategy, please see the enclosed
GIPS-compliant presentation. Past performance is not a guarantee of future results.
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same period. The market has been focused on China’s slowing growth, but to put it in perspective, if China’s
economy grows at the new targeted rate of 7.5% in 2012, the growth alone will equal the size of the entire Chinese
economy in 1994. In our opinion, China has the right combination of fiscal and monetary resources, favorable
demographics and political will to ensure that growth continues.

The infrastructure needed to support emerging market growth in the form of new roads, brdges, railways, and
airports will consume massive amounts of patural resources. Enerpy and natural resources are constrained in the
long term due to finite supplies, high capital ntensity, environmental restrictions, long lead times and political
impediments. We anticipate the continuation of the secular trend in commodity pricing due to growing demand and
constrained supplies. QOur stock selection is biased toward faster growth in emerging economies. In the Energy
sector we have had a proclivity to invest in service companies as they address the depletion issue. Other examples of
stocks levered to global growth include Borg Warner, an automotive component supplier, and United Technologies,
a diversified industrial company with exposute to the constructon and aerospace end markets.

The vast amount of uncertainty in the world, coupled with other secular factors has resulted in a reduced appetite for
risk over the past five years. Investor sentiment is at an all time low, valuations are approaching all time lows and
perceived safety, as measured by dividend yielding stocks, appears richly priced. Given today’s relative valuatons
and fundamentals, we believe the reward for owning growth cyclicals with the opportunity for futute eatnings
growth and multiple expansion, far outweigh the pear-term risks and uncertainty present in today’s market
environment.

Naturally, if you would like to discuss performance, our outlook or the investment process in more detail we would
welcome the opportunity to appear in front of the board. WHYV truly values our relatonship with the Bay County
Employees” Retitement System and would like to thask you for your continued confidence in WHYV Investment
Management.

Best regards,

L

Jetfrey C. Coburn, CFA

Cc: Richard Potter
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Charles B. Groeschell

Managing Director
Senier Portdolio Manager
Baird Advisors

July 24,2012
Mr. Danean Wright
Bay County Employees’ Retirement System
515 Center Avenue, Suite 701
Bay City, MI 48708-5128

Dear Danean:

Enclosed please {ind a summary review as of June 30, 2012 for the Bay County Employees' Retirement
System Portfolio managed by Baird Advisors.

Market Review

Slower economic growth in the U.S. and renewed concerns about the European debt crisis drove Treasury
yields sharply lower in the 2nd quarter and yield spreads on non-Treasury sectors widened. As a result, U.S.
Treasuries enjoyed very strong performance and, while all other spread sectors were weaker, their returns
were still positive and the bond market overall generated strong returns for the quarter. Please find attached a
copy of our June Bond Market Comments which provide a more detailed review of the market.

Performance Update

The Bay County Employees' Retirement System Portfolio exceeded the return of its benchmark in the 2nd
quarter and produced strong resulis for the first half of 2012, The Portfolio’s emphasis on longer Treasuries,
which performed very well, contributed to relative performance even though the Portfolio was underweight
to Treasuries overall {our underweight was to the shorter maturities in your benchmark). Also, an emphasis
on shorter corporate issues and financials in particular mitigated the effects of spread widening. Lastly, the
Portfolio’s underweight to Agency mortgage pass-throughs (which had a weak quarter) also added to
relative results. We remain confident in the Portfolio’s overall structure and are optimistic regarding
relative performance for the remainder of 2012,

Plecase let us know if you have any questions as you review this information. Again, we sincerely appreciate

the opportunity to serve as your fixed income investment manager.

Sincerely,
Charles B. Groeschell

ce: Rick Potter - Becker, Burke Associates, Inc.

Robert W. Baird & Co.

777 East Wisconsin Avenue

Milwaukee YW1 53202-5391

Direct 414 298-1063

‘Toll Free 888 792-9813

Fax 414 298-1078

Email cgroeschell@rwhaird.com g

www.rwhaird.com
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Bay County Employees' Retirement System
Fixed Income Portfolio

Net Investment Performance
03/31/06 through 06/30/12

Fixed Income Customized

Year Portfolio Benchmark
2006 Year-to-Date 4.80% 4.85%
2007 6.89% T78%
2008 8.81% 10.36%
2009 3.41% 1.79%
2010 531% 5.46%
2011 7.59% 7.62%
2012 1st Quarter -0.22% -0.28%
2nd Quarter 1.98% 1.86%
Year-to-Date 1.76% 1.58%

Total Return o o

03/31/06-06/30/12 45.31% 46.34%
Annualized Return 6.16% 6.28%

The performance is presented on a cumulative basis. All returns are calculated on a time weighted, total return basis. The
results shown should not be considered representative of future investment returns. The 50% Barclays Capital Government
& 50% Barclays

Capital MBS Index is an unmanaged portfolio of specific securities. The portfolio does not invest in all the securities
traded in the index. Direct investment in the index is not available. Client should review all account statements provided
by its custodian and compare those account statements to any account statement provided by Baird Advisors. Baird
Advisors relies on securities valuations provided by client's custodian for purposes of performance reports.

Client should review all account statements provided by its custodian and compare those account statements to any account
statement provided by Baird Adivsors. Baird Advisors relies on security valuations provided by client's custodian for

purposes of performance reports.

The Baird Advisors Brochure, which serves as a substitute for Form ADV Part IL, is available upon request.




Bay County Employees' Retirement System
Fixed Income Portfolio

Gross Investment Performance
03/31/06 through 06/30/12

Fixed Income Customized

Year Portfolio Benchmark
2006 Year-to-Date 5.04% 4.85%
2007 7.20% 7.78%
2008 9.13% 10.36%
2009 3.72% 1.79%
2010 5.63% 5.46%
2011 7.91% 7.62%
2012 1st Quarter -0.14% -0.28%
2nd Quarter 2.05% 1.86%
Year-to-Date 1.91% 1.58%

Total Return o o

03/31/06-06/30/12 48.04% 46.34%
Annualized Return 6.48% 6.28%

The performance is presented on a cumulative basis and does not reflect the deduction of investment advisory fees. Return
would be reduced by advisory fee and other fees such as custodial expenses. The maximum fee found in Baird Advisors
form ADV is 30 basis points. All returns are calculated on a time weighted, total return basis. The results shown should
not be considered representative of future investment returns. The 50% Barclays Capital Government & 50% Barclays
Capital MBS Index is an unmanaged portfolio of specific securities. The portfolio does not invest in all the securities
traded in the index. Direct investment in the index is not available. Client should review all account statements provided
by its custodian and compare those account statements to any account statement provided by Baird Advisors. Baird
Advisors relies on securities valuations provided by client's custodian for purposes of performance reports.

Client should review all account statements provided by its custodian and compare those account statements to any account
statement provided by Baird Adivsors. Baird Advisors relies on security valuations provided by client's custodian for
purposes of performance reports.

The Baird Advisors Brochure, which serves as a substitute for Form ADV Part 11, is available upon request.
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Summary

-13.0

3 Months YTD 1 Year

B Portfolio # Benchmark

International equity markets had a poor quarier with the MSCI EAFE
index falling by 7.1 %.

All regions fell in absolute terms in the quarter. Europe ex UK was the
worst performing EAFE region falling by 9.3%. Emerging Markets fell
8.9% in the quarter.

Information Technology and Materials sectors were the worst
performing sectors falling by 14.2% and 13.2% respectively. Health
Care was the only sector that rose in the quarter rising by 0.8%.

Since Inception

Inception: 30 October 2009

Source: Barings / MSCI, gross of feas
Periods over 1 year are annualized
Benchmark: MSCI EAFE (net) + 1% p.a.

Cur performance was 0.1% ahead of the benchmark in the quarter.
We saw strong selection offset weak asset allocation in the period. By
sector our overweight to Technology and our underweight to Consumer
Staples each detracted from performance by 0.4%.

By region our allocation o Emerging Market stocks, which includes a
Canadian listed stock, detracted from performance by a combined
0.6%.

Stock selection by sector and by region was positive. We had good
stock selection in Eurcpe ex UK and in the Materials and industrials
seciors.

MSC! EAFE Region (Net)
United Kingdom

Pacific Ex Japan
EAFE

Japan

Emerging Markets
Europe Ex UK

Source: MSCI, Barings

International equity markets had a poear quarter falling by 7.1%.

By region, Europe ex UK was the worst performing EAFE region falling
by 8.3%. This was followed by Japan which fell by 7.3%.

The Emerging Markets underperformed the MSCH EAFE index in the
quarter falling by 8.9 %.

The United Kingdom was the best performing region but still fell by
4.0% in the quarter.

MSCI EAFE Sector {Net}
Health Care

Telecom. Services
Consumer Staples
Utilities

Financials

Energy

Consumer Discretionary
Industrials

Materials 132 8

Information Technolegy ~ -14.2

Source: MSCI, Barings

The Information Technology sector was the worst performing sector
falling by 14.2% in the quarter. This was followed by the Materials
sector which fell by 13.2%.

The Health Care sector was the best performing sector in the quarter
rising by 0.8 %. This was the only sector to rise in the quarter.




Performance - Q2 2012

Key Contributions - Geographic

0.5
] I s
-0.5 0.5 4.0
Eurcpe Ex UK Japan Emerging North America Pacific Ex
Japan

Key Contributions - Economic Sector

0.8 08 0.5
0.4
Materials Industrials Consumer Utilities Energy
Discretionary

OW: Overweight UW: Underweight

Woe outperformed the benchmark by 0.1% over the quarter.

By region our asset allocation was negative detracting from
performance by 0.4%. Our Emerging Markets holdings, which include a
Canadian listed stock, detracted a combined 0.6 % from performance.

Stock selection was positive in the quarter. Stock selection in Europe
ex UK added 1.4%.

This was partially offset by weak stock selection in Pacific ex Japan
which subfracted 0.9% from performance. Uranium miner Paladin
Energy and gold miner Newcrest Mining were the main factors here.

skotals =

Erp b R e

Region & Sector definitions are based on MSCI classifications, Economit sxposure may differ.

By sector our asset allocation was negative. The main factors were our
overweight io Technology and our underweight to Consumer Staples
with each detracting from performance by 0.4%.

This was offset somewhat by our averweight to the Health Care sector.

Stock selection was positive. Good stock selection in the Materials
sector came from our holdings in agriculiural commodity companies
and precious metals miners. We also had good stock selection in
Industrials.

This was offset by weak stock selection in the Energy sector. A reserve
writedown from E&P company Niko Resources and a weak
performance from Paladin Energy were the main factors.

: Telecommunication: Servic
# Aggregated Holding




Investment Strategy

- Switzeriand

# Aggregated Holding

We did not make very many changes to the portfolio in the quarter.

We sold our holding in UK oif major BP plc. The stock had besen a
good performer since we added o it in the portfolio in the summer of
2010. However, we became increasingly concerned about their Russian
strategy and their fractious relations with their Russian JV partner.

We used the proceeds from this sale to purchase holdings in Cairn
Energy and Royal Dutch Shell. Cairn Energy has a strong balance
sheet and some highly prospective exploration acreage which we
believe can drive growth for the company.

Royal Dutch Shell has been disciplined in their capital spending this
cycle and that has led io attractive free cash flow growth for the
business.

We added a holding in UK pharmaceutical company GlaxeSmithKline
in the quarter. The company is attractively valued with a good pipeline
of new products. We have also been impressed with Glaxo's
increasingly disciplined capital allocation and focus on retumns.

Source: Barings




Investment Outlook

International equities were unable to follow through on the strong
performance seen in the first quarter. The MSCI EAFE index fell by
6.9% in the quarter, and even that result was flattered by a sharp rally
on the last day of the quarter.

MNonetheless we finish the first six months of this year with international
markets ahead by 3.4%. Given all of the economic uncertainty that the
world currently faces this is a good result.

There were a number of drivers of the recent weak equity market
performance. The first, and most prominent one, was the cngoing
European crisis. The depth and breadth of the European crisis grew on
a number of fronts in the quarter.

European economies, particularly in peripheral Europe continued to
weaaken. Unemployment in Spain and Greece Is approaching 25% with
youth unemployment significantly higher. This cannot continue without
social unrest ensuing.

The knock-on effect of the weak economy has been to undermine fiscal
revenues. Government budget deficits across Europe have been
widening. For the weaker economies this has led to ballooning interest
rates. All eyes remain on Spain and ltaly where 10 year interest rates
have risen over the quarter to the current levels of 6.5% and 5.8%
respectively.

With the current weak economic growth outlook these borrowing costs
are unlikely to be sustainable. What was disappointing over the quarter
was that the reduction in Spanish and italian vields brought about by
the Lang Term Refinancing Operation {LTRO) did not maintain.

Part of the reason for this has been the nexus of European sovereigns
and European banks. The weakening peripheral European economies
have made investors aware of the weak solvency positions of
peripheral European banks. Peripheral European countries are
expected lo backslop their banking systems and this has therefore
increased the sovereign default risk and also contributed to rising
peripheral bond yields.

As grim as all this is, on the final day of the quarter the communique
coming out of the European summit did give us a ray of hope that this
nexus might be broken. The Europeans have a general agreement to
allow the European Stability Mechanism (ESM) to be used to directly
fund bank capital shifting the burden off of weak peripheral
governments.

This does not suddenly get Europe out of the woods. There is much
work to be done to get from a general agreement to a formal
agreement, and it will take time, which Europe doesn't have a lot of.
There is also still the issue of the stronger Eurgpean governments
being willing to fund the ESM and effectively take the burden of weak
peripheral banks onto their balance sheets. Yet, it is a first step toward
a longer term solution.

The second driver of the weak second quarter international equity
market was the ongoing weakening of the Chinese economy. This is
happening on two fronts. One is general weakness in infrastructure
spending, particularly focused on the housing market. To us, this looks
like a necessary step in the rebalancing of the Chinese economy away
from fixed asset investment and toward domestic consumption. We
continue fo expect weaker demand from China in infrastructure related
materials and equipment.

The other area of weakness is in manufacturing. Weak globat growth is
hurting demand for Chinese products. This is particularly being felt with
demand from Europe. The resolution to the European crisis would have
knock-on benefits around the world.

We expect the Chinese authorities to continue to ease monetary and
fiscal policy, and to direct it toward domestic consumption. However,
we do not expect a spending program similar to what China
implemented in 2009. As China progresses toward leadership change
iater this year there is an increasingly vocal recognition that the 2009
program fed to over investment and contributed to China's current
economic imbalances.

Finally, recent US economic data has been considerably weaker than
what was seen at the start of the year and this has also weighed on
equity markets. As we highlighted in our first quarter report, we believe
US economic growth earlier this year was flatiered by the unseasonably
warm winter that much of the US enjoyed. Part of what we are seeing in
the second quarter is payback for the economic activity that was
brought forward by the earlier warm weather. However, we believe
ancther part is the genuine weakening of growth possibly brought on by
the European turmoil.

For many regions of the world it is apparent that ecenomic growth is
disappointing and it isn't obvious how this turns around. However,
equity returns are not only about economic growth; monetary policy and
valuations have a big impact as well.

in the current weak economic grawth environment, with highly indebted
western households and governments, we remain convinced that
monetary policy will remain very foose untl we see autonomous
economic recovery or uniil the infiation problem becomes acute.
Meither of these are apparent now.

We also believe that the valuation of many equities are quite atiractive
right now. The exception we would make is for the companies that are
apparenily cheap bui that are operaling at peak margins in weakening
industries. As margins revert to the mean we feel these stocks will be
subject to earnings downgrades.

However, we feel companies operating in growth areas, where margins
are sustainable will pedform well under the current loose monetary
conditions. QOur focus for the portfolio remains o identify stocks
operating in these areas.

Some areas that we have focused on, or are investigating, as having a
good growth outlook despite the weak economic environment include
US and German housing related plays, US auto plays, agricuftural
commodity stocks, precious metals miners, North American ENG plays,
North American petrochemical plays and companies that benefit from
the communication revolution.

Where valuations justify the growth outiook we also continue o like
defensive growth companies such as guite a number of Health Care
companies.
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Alan J. Pukiin

Vice President
Institutional Client Service

100 Park Avenue

New York, NY 10017
Tel: 212.850.1612
Fax: 212.682.6460
atan.puklin@ampf.com

July 20, 2012

Ms. Danean Wright

Bay County Employees’ Retirement System

515 Center Street Suite 706

Bay City, MI 48708-5128

Re:  Bay County Retirement 2"’ Quarter 2012

Dear Danean:

We are pleased to enclose our report for the quarter ended June 30, 2012. As usual, the report
includes a brief economic overview and market outlook, investment performance, and a portfolio

valuation as of June 30, 2012.

The performance for your portfolio as of June 30, 2012 was as follows:

Market Value as | Quarter ended 6 months ended Since Inception®
of 06/30/2012 06/30/2012 06/30/2012

Total Portfolio | $26,211,956.81 | -5.70% 6.87% 4.45%

Russell 1000 -1.95% 9.21% 4.76%

Value Index :

+1% annually

S&P 500 Index -2.75% 9.49% 1.99%

* Inception Date: January 26, 2001

The U.S. stock market pulled back sharply in a volatile second quarter of 2012. After
posting solid gains in the first 3 months of the year the markets pulled back significantly
mostly tied to the problems in the curozone as well as a weaker than expected
employment picture in the United States. Health Care, Telecommunication Services, and
Utilities were the only positive sectors in the Russell 1000 Value Index for the quarter
while Financials, Information Technology and Energy were the worst performing sectors.
Most of the decline in the quarter occurred in May while the market rose sharply in June
but not enough to offset a dismal quarter. Overall the U.S. economy slowed during the
quarter ending the first half of the year with a sub 2% GDP and coupled with a slowing
growth in China and a weak U.S. employment picture little has been done to attract
investors back into stocks.

On an absolute basis the portfolio underperformed the Russell 1000 Value Index and the
broad market as measured by the S&P 500 Index for the quarter. The underperformance

Office of Supervisory Jurisdiction:
100 Park Avenue
New York, NY 10017

Security products offered through Celumbia Management Investment Distributors, Inc.,
member FINRA. Advisory services provided by Columbia Management Investment Advisers, LLC. &tz&
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for the quarter was attributable to both individual stock selection as well as our sector
positioning. The best performing sectors on a contribution to return basis in the quarter
were Consumer Staples and Materials. The largest distracters were Financials and Health
Care.

Financials, which comprised 26% of the portfolio and the Russell 1000 Value Index, had
a brutal quarter primarily as a result of the steady bad news from Europe. On the surface,
banks and insurance companies have over the past several years trued up reserves,
improved their balance sheets and lending practices thus making them levered to any
improvement in the economy. However, this did not stop investors from selling their
bank holdings during the quarter in spite of a healthier balance sheet. Among the worst
performing stocks in the quarter was bank holding company JPMorgan Chase. The stock
was down 22% during the quarter largely as a result of the news that a bad bet by a rogue
trader had caused the bank to take a loss (estimated to possibly reach $9.0 billion}).
Although this loss is not life threatening to JP Morgan by any means but it did shed light
on the lack of risk controls by the bank and perhaps the industry as a whole and will most
likely lead to further regulations to prevent this from happening again. Our other banking
holdings, Citigroup, and Bank of America both struggled during the quarter. The bright
spot in the sector was U.S. Bancorp and Well Fargo which both generally avoided the
problems of the money center banks. The Insurance sector also struggled during the
quarter particularly Unum which was down approximately 22% for the quarter. Our
other holdings, MetLife and Prudential also had a tough quarter. We are confident in
these positions we and do not plan on making any changes to the financial sector stocks
at this time. We believe that financial stocks will continue to generate considerable alpha
going forward and we need a healthy banking sector for the U.S. economy fo continue to
improve.

Consumer Staples was the one sector that was the rare positive performer in the quarter.
Investors generally sought out safety and the names in this sector tend to be more
defensive. Among our holdings in this sector were Altria Group, Costco, and Food
companies General Mills, and Tyson Foods. During the quarter we added a position in
Bunge Ltd, which engages in the agriculture and food businesses worldwide. We have an
overweight position in Consumer Staples relative to the Russell 1000 Value Index and we
plan on maintain our position.

The weakness in health care was largely a result of the Supreme Court’s affirmation of
the President’s health care mandate. The affirmation of the law had a negative impact on
the health insurer’s share price. Among our holdings in this sector is Humana Inc, the
Medicare insurer which was down 16% for the quarter. We believe that Humana is well
positioned to navigate through health care reform and we do not plan on making any
changes to our holdings at this time.

Outlook

.Economic growth throughout the world is generally in a slowing pattern. The problems
in Europe continue to drag down the rest of the developed world. U.S. stocks will
continue to be impacted by the news out of the eurozone and we seem to be in a macro
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driven market were stock prices are moving based on news flow rather than company
fundamentals. Corporate cash levels remain at record highs and as the economy
improves, companics will both increase capital expenditures, and raise dividends. We
continue to be concerned about the high unemployment rate, although we are seeing
some signs recovery. As employment numbers get better this should be a driver of stock
gains over the balance of the year. Qur overall view has not changed and we are believers
in U.S. stocks

If you have any questions on your account or would like to discuss any aspect of portfolio
performance, please do not hesitate to call me.

Sincerely,

Alan J¥Puktin
Enclosure
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~ [NTEGRITY ASSET MANAGEMENT

July 20, 2012

Ms. Danean Wright

Bay County Employees' Retirement System
515 Center Ave, Suite 706

Bay City, MI 48708

Dear Danean:

Enclosed please find the quartetly portfolio review as of June 30, 2012 for the Bay County Employees'
Retirement System account.

If you have any questions ot tequire additional information, please let me know.

Best regards,

(ot~

Andrea E. Leistra
Sentor Investment Manager

AEL/wik
Enclosure
cc: Mr, Richard L. Potter

Investment Management Administration & Operations
18500 Lake Road, Suite 300 480 Pierce Street
Rocky River, Ohio 44116 Birmingham, Michigan 48009
Phone (216) 920-5001 { Phone {248) 647-9200
Fax {216} 520-1418 2’; ZP Fax (248) 451-2093
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Important Information

The views and opinions contained herein are those of the Investment Team, and do not necessarily represent Schroder Investment
Management Nerth America Inc's house view.

Any sectors mentioned are for illustrative purposes only and should not be viewed as & recommendation to buy/sell.

This report is intended to be for information purposes only and it is not intended as promotional materiat in any respect. The material
is not intended as an offer of sclicitation for the purchase of sale of any financial instrument mentioned in this commentary. The
material is not intended to provide, and should not be relied on for accounting, legal or tax advice, or investment recommendations.
Information herein has been obiained from sources we believe to be reliable but Schroder Investment Management North America
Inc. (SIMNA) does not warrant its completeness or accuracy. No responsibility can be accepted for errers of facts obtained from
third parties. Reliance should nct be placed on the views and information in the document when taking individual investment and Jor
strategic decisions.

Schroders has expressed its own views and opinions in this document and these may change.
Past performance is not guarantee of future results.

The opinions stated in this document Include some forecasted views. We believe that we are basing our expeciations and beliefs on reasonable
assumptions within the bounds of what we currently know. However, there is no guarantee that any forecasts or opinions will be realized.

Further information about Schroders can be found at www.schroders.com/us.
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Overview

Fund Valuation

Performance
Periods to 30 June 2012

Performance versus
benchmark (%)

0 June 2012

_U US$ 8,651,951

Fund 87 -16.6 +3.7 4.0 +1.5

Index* 7.7 -13.8 +10.6 3.6 +1.7
S&P EPAC SmallCap 8.1 -15.3 +9.1 -5.1 +0.2
Value added rel Index* -1.0 2.8 0.9 0.4 0.2
Difference 0.6 1.3 +0.6 +1.1 +1.3

Source: Schroders. Gross of fees. * S8P EPAC SmaiiCap Index plus 150 basis points  ** Since Inception June 30, 2006
Al subsequent performance comments and numbers are relative to &7 EPAC SmaliCap Index

15 ENY 8.1

3m i2m 3 years (p.a.) 5 years {p.a.)

Summary

Page 1

It has been a difficult quarter for intemational equities, and the gains of the first half have
been substantially reversed. There has been a co-ordinated downtum in the global
economy, not just in the debt laden developed world, but also among emerging markets
where economic growth expeclations have come under widespread downward
adjustment. Tensions within the euro remain largely unresolved, and although some co-
ordinated monetary action is increasingly expected, doubts over its lasting efficacy are
understandable.

Smallcap has modestly underperformed, primarily thanks to its more cyclical sector
composition (higher in industrials, 1.T. and consumer cyclicals, lower in health care and
telecoms). Of the major regions, only in Japan did smaller companies outperform their
larger peers.

The Fund underperformed the benchmark in the second quarter, primarily due fo stock
selection shortfalls in Asia, most notably in Hong Kong and Australia. Selection also
lagged in Japan and the United Kingdom, but added value in continental Europe.

The performance shortfall over the last twelve months is due to stock selection in Japan,
Pacific ex Japan and the United Kingdom, parly offset by added value in continental
Europe (notably in ltaly and Germany). Regional allocation was a modest negative, with
the benefit of the underweighting in continental Europe offset by the underweighting in
Japan (which outperformed) and the overweighting in Pacific ex Japan (mainly Hong
Kong).

The current slowdown in the global economy is universal, with expectations in many
emerging markets deteriorating at a similar pace to those in the more structurally
chaflenged developed world. The Eurozone will continue to get most of the attention,
though the situation in China will also be closely watched. Equiies continue to fook
reasonable value (of whatever size) and monetary condition will remain loose, and likely to
become more so in the emerging and Asian regions. We remain overweight the latter,
balanced by underweights in Europe and Japan.

59 #% Schroders
i
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Market Summary

Following a positive start to the year, investor sentiment deteriorated during the second
quarter. Risk appetite weakened as the effects of the ECB's LTRO faded and
macroeconomic data disappointed. It was a challenging quarter for eurozone equity
markets amid growing concerns about the risks to political and economic stability in the
region. Spain’s debt burden was called into question as the country struggled to prop up its
flailing banking sector, while a change of leadership in France and possible Greek exit
added to the uncertainty. Later in the quarter, the EU summit in Brussels produced a deal
to allow the eurozone's rescue funds to recapitalise Spanish banks and to buy sovereign
bonds in the market. The agreement prompted a brief rally in equity markets and the euro’s
largest daily gain in eight months.

Asian equity markets struggled to find momentum in the second quarter, ending the period
in negative territory as the turmoil in Europe was compounded by fears that the US
recovery was running out of steam. China, in tum, stepped up efforts fo stimulate its
economy amid flagging GDP growth and expectations that manufacturing activity in June
had expanded at its slowest pace in seven months. Smaller companies were particularly
weak with smallcap energy, heaith care and industrials the main culprits.

UK equities remain in positive territory year to date despite a turbulent second quarter, in
which smallcaps under-performed modestly. The much-feared UK double-dip recession
was confirmed in April, although the contraction in output was moderate. As the quarter
progressed, central bank rhetoric became progressively more dovish, culminating in the
Bank of England’s plans to adopt targeted credit easing for small and medium sized
businesses.

Japan has proved quite resilient, despite some disappointment at the lack of follow through
on BoJ monetary action, which has allowed the yen to rally. There has also been
confirmation of the government’s determination to raise sales taxes from 5% to 10% in two
stages over the next three years.

S&P & MSC returns by major
region US$ 3 months to 30 UK
June 2012

Continental

Europe aS3P EPAC SmaiCap

#MSCI EAFE
Japan

Pacific ex
Japan

Bource: S&P, MSCI

S&P & MSCI returns by major
region US$ 12 months to 30 UK
June 2012

Continental

Europe MS&P EPAC SmallCap

J BMSCI EAFE
apan

Pacific ex
Japan

Source: S&P, MSCI
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Performance

Performance attribution -
Periods to 30 June 2012

i i SRR B Ry (3
Stock selection 1.2 -1.5
Country weightings 0.1 0.1
Currency hedging 0.0 0.0
Residual H.7 +0.3
Total value added -0.6 -1.3 +0.6 +1.1
Source: Schroders

The Fund underperformed the benchmark in the second quarter, primarily due fo stock
selection shortfalls in Asia, most notably in Hong Kong and Australia. Selection also lagged
in Japan and the United Kingdom, but added value in confinental Europe.

in Asia key areas of weakness included holdings exposed directly to domestic demand in
China, including Parkson, Ports Design and Comba Telecom Systems. A number of
resource related names also detracted in Australia, including lluka Resources, Sims
Metat and Mineral Deposits. Other detractors included Hong Kong industrials (Leoch,
EVA Precision) and Myer, the Australian retailing group.

In Japan, the key areas of relative weakness were in the consumer cyclical and industrial
sectors. In the former, auto part stocks continued to languish, including Musashi Seimitsu,
Unipres, and Exedy. Among industrials, those companies with more of a capital spending
tilt suffered as global growth expectations faded, including Nippon Thompson, and Toyo
Tanso.

The key area of weakness in the United Kingdom was in the energy sector, reflecting in
part the retracement in energy prices. Key underperformers included Lamprell {foliowing a
prcfits waming), and Exillon Energy. Among materials, Yule Catto was weak due fo
margin pressures in the nitrile division in Asia.

Stock selection was positive in continentat Europe, notably in health care (Oridion thanks
to an offer for the company from Covidien of the United States, Stratec Biomedical, and
Pronova Biopharma) and information technology (Lectra, LBi Intemational, Wirecard).
Other notable contributors included Azimut on strong resuits, and freenet.

The performance shortfall over the last twelve months is due fo stock selection in Japan,
Pacific ex Japan and the United Kingdom, partly offset by added value in continental
Europe (notably in ltaly and Gemmany). Regional allocation was a madest negative, with
the benefit of the underweighting in continental Eurcpe offset by the underweighting in
Japan {which outperformed) and the overweighting in Pacific ex Japan (mainly Hong
Kong).

Stock and Country Selection
impact— 3 months to 30 June
2012

UK 0.3 -0.1 0.4

Japan .2 0.1 03
Continental Europe +0.4 -0.2 +0.2
Pacific ex Japan -1.1 +1.1 -1.0
Cash - +.2 +0.2

* Contribution to performance relative 1o S&P EPAC SmallCap
Source: Schraders

Page 3
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Bay County Employees’ Retirement
System

Fund Activity

Country Changes = 3 months
to 30 June 2012

Continental We have remained underweight in continental Europe over the period.

Europe Some cash has been released through M & A activity amaong our
holdings, and other stock specific factors. Although the macro
headwinds are well afred, the region offers strong valuation
attractions, and a broad opportunity set from which we believe it is
possible to identify aftractive smallcap stocks. These tend to be in the
core northern European markets, though we have overweightings in
Ireland and Italy among the periphery. Key sector overweightings
include consumer discretionary, information technology and telecom
services.

LK We have (again) been somewhat surprised by the continued
resilience of United Kingdom smalicap equities. They have, perhaps,
derived some benefit from the supposed “safe-haven” status of the
economy and its asset markets, perhaps on the principle that “in the
land of the blind, the one-eyed man is King". The shape of the portfolic
remains oriented towards steady growth companies, early stage
energy, sirong niche exporters and a selective number of inexpensive
domestic stock where the challenging environment appears
adequately reflected in cheap valuations.

Japan The underweighting in Japan is primarily accounted for by the minimal
exposure to financials. This has cost us over the last twslve months,
but we continue to see better value elsewhere, mostly among more
globalfexport oriented sectors and companies. Although there many
seemingly cheap smaller companies, true crystallization of value
through a sea-change in the attitude to shareholders appears as
remote as ever.

Pacific ex Japan Ve remain overweight based on the long term attractions of the
region in terms of growth, financial strength and the increased room to
manoguvre on the policy front given rapidly dsclining inflation. Slowing
growth presents considerable challenges to corporate margins, but
consensus expectations have fallen to more realistic levels (although
individual shortfalls are being harshly treated) and valuations look
increasingty compelling. We look to add in coming months.

Country Weightings versus 2 month
Benchmark Index* at 30 June change in
2012 Fund Index agctive

(%) (96} weight (%)

23.7 18.4 Pacific ex. Japan

19.0 212 UK -2.2

355 38.5 Continental Europe 3.0

&
o

17.9 21.9 Japan

39 0.0 Cash

* S&P EPAGC SmallCap Index
Page 4
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After a relatively bright stari tc the year the world economy is losing momentum again.
Caution on global growth stems from surveys showing a deceleration in manufacturing
activity in Europe and Asia, while in the US consumer spending has slowed and the labour
market has softened. Economic data continues to surprise on the downside and cyclical
commodity prices (energy and metals) remain weak. Alongside a sharp fall in the cyclically
sensitive currencies of the major emerging economies, {the Brazilian real and Indian rupee
both fell 10% against the US dollar over the quarter) the evidence suggests that we have
yet to hit a furning point in global activity.

The latest slowdown is typical of the pattemn seen since the financial crisis where a
fundamentally weak world economy is buffeted by shocks which generate fluctuations in
activity. The revival at the tum of the year was in part a reflection of a rebound in global
supply chains which had been disrupted earlier by the Japanese earthquake. An unwind of
the surge in commaodity prices also helped liit spending as consumers benefited from lower
inflation. The latter is still helping as commaodity prices have fallen further; however the
fading of the supply chain effect is weighing on growth through the inventory cycle and the
Western consumer {with the recent exception of the United States where household saving
has been falling) stil shows a propensity to save.

Another factor weighing on activity is the continuing crisis in the Eurozone where member
governments are struggling to agree a solution. Such uncertainty is likely to be weighing on
business sentiment and the wilingness of companies to increase employment and
investment. Corporates are currently sitting on significant cash piles, but have become too
risk averse to spend. The danger is that developed economies fall into a self-fulfilling cycle
of low confidence, weak spending and weak growth.

Concem aver the developed economies is being augmented by the growing doubt over the
growth outlook for Asian and Emerging markets. Those dependent upon commodity prices
face obvious challenges, but even in the Asian markets where such weakness should, if
anything, be a tail wind for growth, other doubts are emerging. Export dependent sectors
face a challenging time, although inventory levels are generally under tight conirol, while
domestic growth drivers are challenged by poor consumer sentiment and more specific
challenges for the “Big 2" — credit and investment fatigue in China and infrastructure
bottlenecks in India.

in the case of Asia ex Japan, the counter-point o slowing activity is a retumn of policy
flexibility. Inflation round the region is coming down rapidly, exemplified by China where
headiine inflation, having peaked above 6% last summet, is now just above 2%. While we
do not anticipate dramatic fiscal and monetary measures in the short term, the direction as
shown in recent months is definitely set for easing. We therefore feel very comfortable with
the overweighting in Pacific ex Japan, and look to add fo this as specific stock opportunities
arise.

While easing policy is a question of will rather than ability for Asia, the picture remains very
different for Europe where the political disconnect at the heart of the euro project continues
its agonising path. Successive deals have flattered to disappoint, and market have been
friendless since the ending of the LTRO programme which provided temporary relief for
liquidity, but does not address the solvency issues faced by both banks and the peripheral
countries. We remain somewhat gloomy about an imminent solution, but believe that some
sort of debt mutualisation is the only viable route; the uncertainty is what conditions they
can extract from other governments in terms of fiscal and budgetary co-ordination.

=+ Schroders
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Fund Analysis

Top Ten Holdings at 30 June
2012

Fund Characteristics at 30
June 2012

Performance figures are presented on &
"gross basis”™ and do not reflect the
deduction of investment advisory fees.

Page 6

Meanwhile, we believe there is a lot of value in the European equity markets, a view that
has had some recent validation from a notable increase in acquisition activity, which
prompted the disposal of two holding in the quarter, Oridion and Statoil Fuel and Retail.
Other sales included Royal Imtech {on working capital and cash flow concems) and Tom
Tom on strength following a licensing deal with Apple. New holdings included Mediq, a
Dutch provider of home heatthcare service, Dleteren where low valuation fail to reflect the
long term growth prospect of the globat Belron subsidiary, and Schibsted, the Norwegian
an-line media group.

Although there has been some fraying at the edges, the UK government’s resolve to
address fiscal profligacy remains sufficient to re-assure bond investors. The Bank of
England continues to co-ordinate a liberal monetary stance in tandem with fiscal
retrenchment, but the result is an economy in stagnation; we expect zero growth for 2012.
We remain underweight particutarly in the financial and consumer cyclical sectors which
remain challenged by the absence of significant household income growth. New holdings
included TatkTafk Telecom, the highly cash generative broadband provider, and QinetiQ
a science and technology research group.

Japan has been largely on the sidelines in terms of investor attentfon. Perhaps no bad
thing, while economic expectations for have quietly improved, aided by the perception that
the chraonic strength of the yen has been effectively staunched. The one new holding was
in Unipres the auto body parts manufacturer with strong competitive advantage in the
adoption of high tensile steel.

Germany 1.3

freenet
STXOsV Singapore 1.3
Azimut ltaly 1.3
Delta t loyd Netherlands 1.2
Yuexiu Transport infrastructure China 1.2
Helvetia Switzerland 1.1
Fleicher Building New Zealand 141
gategroup Switzerdand 1.1
Rheinmetall Germany 1.0
DCC Ireland 1.0
Total 116

Number of securities 204 3,357

P/E 12mths Fwd () 11.0 13.1
Dividend yield (%) 2.9 2.8
Price/book (x) 1.3 12
3 year earnings growth (%) p.a. 26.8 257
Return on equity (%) 124 12.0
Market capitalization (%) >35 hillion 1.6 6.4

$1-5 billion 37.2 456

<$1 billion 61,2 4380
5 Yrs Standard Deviation (%) 253 25.6
5 Yrs Historic Tracking Error (%) 36

* S&P EPAC SmalCap Index
Source: Schroders, Factset, S&P

% Schroders
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Bay County Employees Retirement System USD Commission recapture wire rebates for

June 2012

RecaptureServicesStatementGroup@convergex.com
Sent: Tuesday, July 17, 2012 12:01 AM

To: Danean Wright

Attachments: LSS_P_23803_11873_2012_06.pdf (707 KB)

CoﬂvergEx@
- Group

Fxecution Solutions

IHello:

Please be advised that the June 2012 commission recapture rebate for Bay County Employees Retirement System USD
was processed on 07/16/2012. Our internal wire reference number is : 41960. If you do not have the funds within 3 days of
the processed date or if you have any questions please feel free to contact your Client Service Representative, Jennifer A.
Fabiszewski at 1.212.497.1533 or jfabiszewski(@convergex.com.

Attached please find the details.

Regards,
Convergex Recapture Services

This message contains confidential information and is intended oniy for the individual named. If
you are not the named addressee you should not publicize, forward, retain or copy this e-mail.
Please advise the sender immediately by e-mail if you have received this e-mail in error and
delete this e-mall from your system. E-mail transmittal cannot be guaranteed to be secure or
error-Ifree as information could be intercepted, corrupted, lost, destroyed, or contain viruses.
The sender therefore does not accept liability for any errors in the content of this message,
including its attachments. In order to avoid this you can access your current and past statements
from our web portal, InterComm®. InterComm is a secure online application that sets a new standard
for effective management of your commission recapture program, allowing you to monitor your
account more efficiently by offering increased functionality to support your business needs. For
more information regarding InterComm, feel free to contact kmcnoble@convergex.com

ConvergEx Group, Flcoor 48, 1633 Broadway, New York, New York 10019

&

https://fowa.baycounty .net/owa/?ae=Item&t=1PM Note&id=RgAAAABPSBZROFdwT4v4{kP2vT%2bwBwB0... 7/17/2012
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8/1/2012
REFUNDS: FOR THE MONTH ENDED JULY 31, 2012

EMPLOYEE/BENEFICIAR' CONTRIBUTIONS PROCESSED  DEPARTMENT TERMINATION
REFUNDED ON TERMINATED DATE
Gaines, Bruce 17,967.27 7/124/12 BABH 05/30/12
Adcock, Roger 438.02 7127112 BABH 01/1712
TOTAL REFUNDS: 18,405.29
RETIREE CONTRIBUTIONS DEPARTMENT EFFECTIVE
TRANSFERRED DATE

Mendoza, Rosa 80,801.35 Sheriff-CHO 06/03/12

Wesolowski, Jeanne 93,187.21 BABH 06/23M12

Bauer, Charlene 61,134.27 District Court 06/30/12

Laurus, Marilyn 23,620.73 Health Dept. 06/30/12

Hill, Robert 83,815.27 Environm Hith. 06/30/12

Miller, Connie 75,854.16 Sheriff 07/15/12
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BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM

“@a BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION
BAY COUNTY BUILDING

515 CENTER AVENUE, SUITE 706
BAY CITY, MICHIGAN 48708-5128

’ BOARD OF TRUSTEES

Steven Gray

Chairperson

Richard Brzezinski

Ann Campenter

' Kim Coonan

THOMAS L. HICKNER William Deaton

Bay County Executive Shari Peltier

Matthew Pett

Tom Ryder

July 25, 2012 Thomas Starkweather

ADMINISTRATIVE STAFF
Tiffany Jemy
Danean Wright

) 989) 895-4030
Mr. Tim McAvoy OO igagg 805-4049
Marvin & Palmer FAX (989) 895-4039
1201 N. Market Street, Suite 2300

Wilmington, DE 19801-2300

Dear Tim:
There is a need for the Bay County Employees’ Retirement System to rebalance its asset
allocation therefore, I am requesting that Marvin & Palmer divest themselves of $500,000 (five
hundred thousand dollars) deposit said cash within the System’s Short-Term Investment Fund
Reserve account at The Northern Trust Company no later than Tuesday, July 31, 2012.
If you have any questions or concerns regarding the above, please contact me at (989) 895-4030.
Sincerely,
BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM

) ,
Crystal Hebert
Finance Officer/Secretary

VIA E-MAIL-ORIGINAL TO BE SENT SURFACE MAIL
cc: Bay County Employees’ Retirement System Board of Trustees
Richard Potter, Becker Burke Associates

Bernard Walsh, The Northern Trust Company
Danean Wright, Retirement Administrator/ Accountant




BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM
< @, BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION
L BAY COUNTY BUILDING

515 CENTER AVENUE, SUITE 708
BAY CITY, MICHIGAN 48708-5128

BOARD OF TRUSTEES
Steven Gray
Chairparson
Richard Brzezinski
Ann Carpenter
Kim Cognan
THOMAS L. HICKNER William Deaton
Bay County Executive Shari Peltier
Matthew Peft
Tom Ryder
Thomas Starkweather
July 25, 2012
ADMINISTRATIVE STAFF
Tiffany Jerry
Danean Wright
(089) 8954030
. TDD (989) 895-4049
Ms. Beth Griper FAX {988} 895-4038
Mackay Shields
9 West 57™ Street
New York, NY 10019
Dear Beth:

There is a need for the Bay County Employees® Retirement System to rebalance its asset
allocation therefore, T am requesting that Mackay Shields divest themselves of $2,000,000 (two-
million dollars) and deposit said cash within the System’s Short-Term Investment Fund Reserve
account at The Northern Trust Company no later than Tuesday, July 31, 2012,

If you have any questions or concerns regarding the above, please contact me at (989) 895-4030.
Sincerely,

BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM

Crugstad Yedent

Crystal Hebert
Finance Officer/Secretary

VIA E-MAIL -ORIGINAL TO BE SENT SURFACE MAIL
cc: Bay County Employees’ Retirement System Board of Trustees
Richard Potter, Becker Burke Associates

Bernard Walsh, The Northern Trust Company
Danean Wright, Retirement Administrator/Accountant
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Gabriel Roeder Smith 8& Company One Towne Square 248.799.9900 phone
Consultants & Actvarivs Suite 800 248.799.9020 fax
Southfield, MI 48076-3723 www.gabriclroeder.com

July 24, 2012

Ms. Danean Wright

Staff Accountant

Bay County

515 Center Avenue, Suite 706
Bay City, Michigan 48708-5128

Subject: 5-Year Experience Analysis for the Bay County
Employees’ Retirement System

Dear Board Members:

As requested, we prepared an engagement letter describing the scope and fees for conducting an
experience study for the above named plan for the 5-year period 2007 through 2011.

As you know, the plan costs developed in the annual actuarial valuations are based upon various
assumptions about future occurrences. The results of the valuation are reliable only if the
underlying assumptions are reasonable. These assumptions are recommended by the actuary for
consideration by the Board. No single set of assumptions will be suitable indefinitely. Periodically
the actuary should be authorized to review the assumptions for reasonableness by comparing them
to actual experience. This type of analysis is called an experience study. The last experience study
was performed in 2002. Since it has been almost 10 years since the last study, we recommend an
experience analysis be conducted following the 2011 actuarial valuation.

Scope

Gabriel, Roeder, Smith & Company will provide an analysis of plan experience with respect to the
assumptions and methods on the following page.

%



Ms. Danean Wright
July 24, 2012
Page 2

Assumptions/Methods

Economic Assumptions:

Non-Economic Assumptions:

Other:

Investment Return
Rate of Pay Inflation

Mortality (pre and post retirement)

Retirement

Salary increases due to merit and longevity
Disability '

Termination (other than retirement, disability)
Lump Sum Payments (for sick leave/vacation)
utilization

Administrative expenses

Asset smoothing method

Amortization method/policy

Alternate assumptions for optional forms of
payment

We will summarize the results of our analysis in a report including the following:

* An analysis of non-economic assumptions and proposed changes

e An analysis of alternative economic assumptions

o The impact of proposed changes as of 12/31/2011 including a comparison with

existing valuation results

This report will be presented to the Retirement Board.

Data

The study would be based on retirement system data reported to the actuary for the five year period
ending December 31, 2011. This study will not include the impact of any recommended changes
on the County’s retiree health program.

Consulting Fees

Gabriel, Roeder, Smith & Company’s consulting fees are based on the time spent by our associates
in performing the services for you. Our proposed fees for this project fall in the range of $18,000 -
$22,000. This fee includes illustrating the results based on 2 to 3 alternative set of economic
assumptions. This fee includes one meeting with the Board to discuss the results of the study.
During the course of our engagement, we will advise you promptly if as a result of unforeseen
circumstance our fees will exceed this estimate.

77

Gabriel Roeder Smith & Company




Ms. Danean Wright

July 24, 2012

Page 3

Timing

Upon approval to proceed with this project, we will discuss timing with you.

Gabriel, Roeder, Smith & Company appreciates the opportunity to be of service to you. Please let
us know of your decision regarding this project. In the meantime, if you have any questions do not
hesitate to call me.

Sincerely,

Mark Buis, EA, FSA, MAAA

MB:sc

cc: James Anderson - GRS
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Gabriel Roeder Smith & Company




