BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, AUGUST 13,2013 @ 1:30 P.M.
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR
BAY CITY, MI 48708

PAGE I. CALL TO ORDER
IL ROLL CALL
1L, MINUTES

A, JULY 9, 2013 - REGULAR MEETING, TO BE PROVIDED AT
A LATER DATE

B. JULY 31, 2013 - SPECIAL MEETING, TO BE PROVIDED AT
A LATER DATE

V. PUBLIC INPUT

V. PETITIONS & COMMUNICATIONS
P-4 oo A, PORTFOLIC VALUE - 1/1/13 - 8/7/13
B. GABRIEL ROEDER SMITH & COMPANY
5-9 il 5 EXPERIENCE STUDY UPDATE
C. MONEY MANAGERS ON WATCH - (EFFECTIVE DATE)
10-13 .. 1, BARINGS - (6/6/13)

PORTFOLIO ENDING 6/30/13

D. MONEY MANAGER REPORTS

BAIRD - ENDING 6/30/13

1.
2, COLUMBIA - ENDING 6/30/13
3. CORNERSTONE - ENDING 6/30/13
4, EAGLE ASSET MGMT - ENDING 6/30/13
14-39 ...l 5. GENEVA CAPITAL - ENDING 6/30/13
6. HOTCHKIS & WILEY - ENDING 6/30/13
7. INTEGRITY ASSET - ENDING 6/30/13
3. LOOMIS SAYLES - ENDING 6/30/13
9. MFS INVESTMENT - ENDING 6/30/13
10. MACKAY SHIELDS - ENDING 6/30/13
11 SCHRODER - ENDING 6/30/13
E. RECAPTURE SERVICES
40-41 .ol L. CONVERGEX - ENDING 6/30/13
F. NORTHERN TRUST

42-46 .. ... .l 1. SUMMARY EARNINGS ENDING 6/30/13



BAY COUNTY RETIREMENT BOARD OF TRUSTEES AGENDA
TUESDAY, AUGUST 13, 2013 @ 1:30 P.M.
COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR

H.

VI

VI,

VIIL

IX.

BAY CITY, MI 48708

REFUNDS/RETIREMENTS ENDING 7/31/13

NON DUTY DISABILITY RETIREMENT

i, ANN CARPENTER - BAY MEDICAL CARE FACILITY
YEAR TO DATE BUDGET REPORT

2014 BUDGET - COPY TO BE MAILED OUT TO TRUSTEES
FALL MAPERS CONFERENCE

1, TRUSTEES PLANNING TO ATTEND - PLEASE BRING
COMPLETED FORMS WITH YOU.

ANNOUNCEMENTS

A. NEX'T REGULAR MEETING - TUESDAY, SEPTEMBER 10,
2013 AT 1:30 P.M., COMMISSIONERS CHAMBERS, 515
CENTER AVENUE 4™ FLOOR, BAY CITY, MI 48708

UNFINISHED BUSINESS

NEW BUSINESS

MISCELLANEOUS BUSINESS

ADJOURNMENT
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Gabriel Roeder Smith & Company One Towne Square 248.799.9000 phone
Consultants & Actuarices Suite 800 248.799.9020 fax
Southficld, MI 48076-3723 www.gabriclroeder.com

August 7, 2013

Ms. Danean Wright

Bay County Employees’ Retirement System
Bay County Building

515 Center Avenue, Suite 706

Bay City, Michigan 48708-5128

Re: Bay County Employees’ Retirement System — Review of System Experience
January 1, 2003 through December 31, 2011 — Supplemental Analysis

Dear Danean:

Enclosed are results of the supplemental analysis requested as a follow-up to the presentation of
the Bay County Employees’ Retirement System Experience Study to the Board July 9, 2013. As
such, our "Review of System Experience" report dated July 3, 2013 should be considered an
integral part of this correspondence. The supplemental analysis requested includes the following:

e Develop the cost impact of new Assumption Set E (7.25% Interest/3.5% Base Wage
Inflation);

e Show a table depicting Normal Cost percent for Assumption Sets A-E;

o Show 2012 valuation assets under the current smoothing methodology and commentary
about corridor application; and

e Discuss open versus closed amortization.

Your comments and questions are welcome.

Respectfully submitted,

%D@@ZMW R M. Moesom

James D. Anderson, FSA, EA, MAAA Shana M. Neeson, ASA, MAAA

JDA/SMN:ah
Enclosures

o
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EFFECTS OF RECOMMENDED CHANGES IN ACTUARIAL ASSUMPTIONS
ON FUNDED PERCENT, PENSION CONTRIBUTIONS,
AND EMPLOYER NORMAL COSTS
RESULTS AS OF DECEMBER 31, 2011

Funded Percent
A B C D E
New Decrements
New Decremients | New Decrements with 7.25%
with 7.25% with 3.5% Wage | Interest and 3.5%
Baseline New Decrements Inferest " Inflation Wage Inflation
General 106.7 % 107.7 % 104.7 % 108.7 % 105.7 %
DWS 80.3 % 78.5 % 76.5 % 79.0 % 76.9 %
Library 99.0 % 101.6 % 99.0 % 102.3 % 99.7 %
BABH 90.9 % 932 % 90.2 % 94.8 % 91.7 %
MCF 99.6 % 101.5 % 98.7 % 102.4 % 99.5 %
Sheriff 120.1 % 121.0 % 117.6 % 122.0 % 118.6 %
Road Conumission 81.9% 82.3 % 80.2 % 82.8 % 80.7 %
Total 99.8 % 100.9 % 98.1 % 101.9 % 99.0 %
Employer Contribution Rate
A B C D E
New Decrements
New Decrements | New Decrements with 7,25%
with 7.25% with 3.5% Wage | Interest and 3.5%
Baseline  {NewDecrements Inferest Inflation Wage Inflation
Generaf 4.08 % 3.13 % 5.76 % 1.65 % 431 %
DWS 13.77 % 14.77 % 16.11 % 14.43 % 15.77 %
Library 9.89 % 8.15 % 9.86 % 7.08 % 9.03 %
BABH 1017 % 9.22 % 10.30 % 3.41 % 9.48 %
MCF 9.57 % 6.85 % 8.71 % 5.60 % 7.79 %
Sheriff {4.08)% 431 (0.81)%% (6.52)% (3.02)%
Road Cominission 20.78 % 20.22 % 22.22 % 19.51 % 21.52 %
Total 8.16 % 7.03 % 8.74 % 6.01 % 7.80 %
Employer Normal Cost Percent
A B C D E
New Decrements
New Decrements | New Decrements with 7,.25%
with 7.25% with 3.5% Wage | Interest and 3.5%
Baseline New Decrements Interest Inflation Wage Inflation
General 7.85 % 7.54 % 8.i18 % 6.92 % 7.54 %
DWS 7.39 % 7.61 % 824 % 7.03 % 761 %
Library 948 % 8.84 % 948 % 827% 8.85%
BABH 891 % 8.33 % 8.96 % 7.74 % 8.33 %
MCF 9.36 % 7.66 % 833 % 7.01 % 7.65 %
Sheriff 10.45 % 10.73 % 11.71 % 9.76 % 10.68 %
Road Comnission 11.48 % 11.15 % 12.06 % 10.23 % 11.07 %
Total 8.88 % 8.28 % 897 % 7.63 % 8.28%

Bay County Employees’ Retirement System
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AMORTIZATION POLICY

At the July Board meeting, we discussed how the current open amortization policy results in a
growing Unfunded Accrued Liability (UAL), and has GASB accounting implications. The graph
below compares closed and open approaches for a sample plan. We recommend closing the
amortization period for the Bay County Employees” Retirement System.

e Closed, level-dollar approach:
o Dollar payments remain level until the end of the amortization period

e Closed, level-percent-of-pay approach:
o Dollar payments start below level-dollar payments, but exceed the level-dollar payments
after approximately 10 years
o Ultimately become substantially more than the payments under the level-dollar approach

e  Open percent-of-pay approach:
o Payments remain below the closed level-dollar payments
o But continue to increase even after the end of the 25-year period and may continue for
several decades

UAL Amortization Pattern (in Dollars)
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u Portfolic  ®Benchmark

International equity markets gave up some of their recent gains in the
quarter, with the MSCI EAFE index falling 1.0% in US dollar terms. The
portfolio outperformed its benchmark, falling by only 0.3%.

The Consumer Discrefionary sector was the best performing sector over
the quarter, rising by 5.5%. The best perferming region was Japan, rising
by 4.4%.

The outperformance of the portfolio aver the quarter came from both
asset allocation and stock sefection.

By region, our undenveight position in the Pacific Ex Japan region added
0.8%, as this region underperformed the international equity market.

Japan
Europe EX UK,
EAFE
United Kingdam

Emerging Markets

Pacific Ex Japan -10.9

Source: MSCI, Barings

International equity markets gave up some of their recent gains in the
quarter, with the MSC! EAFE index falling by 1.0% in US dollar terms.

The best performing region was Japan, rising by 4.4%, while the Europe
Ex UK region also managed to deliver a positive retum of 0.3%. These
two regicns were the only two regions to outperfarm the MSCI EAFE
index.

The Pacific Ex Japan region fell 10.9% during the quarter, while Emerging
Markets also struggled, falling by 8.1%.

14,142,145

14,007 476

Inception: 30 Qclober 2003
Sourca: Basings / MSCY, Gross of fess

Since Inception
Pariods aver 1 year are annualized

Benchmark: MSCI FAFE Total, Net Retumn + 1% p.a.

This was offset somewhat by our allocation to Emerging Markets which
detracted from performance by 0.6%.

Qur stock selection within the Japanese market added 1.1% during the
quarter. This was offset somewhat by our stock selaction within the
Pacific Ex Japan region which detracted from relative performance by
0.4%.

By sector, our stock selection within the Financials sector added 1.2%
to relative performance, while our stock selection within the Consumer
Staples and Consumer Discretionary sectors both added 0.4%
respectively, This was partially offset by our stock selection within the
Materials sector which detracted from relative performance by 1.5%.

MSCI EAFE Sector (Net)

Consurner Discretionary
Telecom. Services
Utilities

Information Technology
Heaith Care

Financials

Industrials

Energy

Consumer Staples
Materials

Seurce: MSCI, Barings

The Consumer Discretionary sector was the best performing sector
during the quarer, rsing 5.5% in US dollar terms. The
Telecommunications Services sector also delivered solid performance
over the quarter, rising 4.9%.

The Materials seclor came under pressure during the quarter, falling
8.7%. Similardy, the Consumer Staples and Energy sectors also
struggled, falling 4.7% and 3.2% respectively.




Investment Outlook

International equilies gave back some of their year {o date gains in lhe
second quarter with the MSCI EAFE index falling by 1.0%. The fall in
equily markets was mild over the quarter but more pronounced since late
May with the MSCI EAFE index falling just under 8% since May 21st.

As ever, markets have been influenced by economic data, corporate
earnings prospecls, equity valuations and central bank monetary policy,
with this latter factor playing a dominant role this quarter. The fall in
equities since May 21st coincides with US Federal Reserve Chairman
Ben Bernanke's speech to the Joint Economic Commilttes of the US
Congress on May 22nd. It was then that Bernanke introduced the idea of
tapering the $85bn per menth that the Federal Reserve has been
purchasing in Treasuries and marlgage backed securily assels. The
result has been a rise in the US 10-year Treasury bond yigld from 2% to
2.7% and a strengthening of the US dollar versus other currencies.

This gives an idea of the extent to which the market has been dependent
on Federal Reserve asset purchases. But tapering is not the same as
rising rates. We believe that the US economic recovery is ongoing, driven
by an improving housing market and car sector, but the overall outiook
remains weak and will require ongoing monetary policy suppost. The most
recent US household employment survey saw a gain of 160,000 jobs, but
this consisted of a farge gain in temporary employment and a decline in
full-ime employment. Our Strategic Policy Group maintains its view of an
ongoing sub-trend economic recovery in the US, but in a world where
economic growth remains scarce, the US is an end market that we
continue to try to gain exposure 1o from international companies.

Similarly to the US, China is changing monetary policy. The centrat
Chinese authorilies continue o ¢rack down on the secondary banking
market. That is, they are irying to curtail non-bank lending in the
economy. This appears to be an attempt to rebalance the Chinese
economy toward domestic consumption. We feel that their concern is
that this lending is fueling the wrong kind of investment — speculation on
housing or other assets - rather than produclive investment in genuine
areas of economic growth. This is a difficult policy to implement as it
requires using administrative means to control the actions of millions of
economic agents.

Chinese policy also has implications for the rest of Asia and especially for
Australia and underiines why our top-down views for Asia and Australia
remain negative. Any curtailment in mainland lending is likely to have a
ripple effect on the domestic economies of Hong Kong and Singapore
where mainland Chinese investment remains significant. For Australia, if
China successfully rebalances Its econcmy away from housing
specufation then demand for fran ere and copper are likely to decrease.
These are key export commodities for the Australian economy. This is
also why, in the absence of significant corparate restructuring, we remain
caulious of cyclical materials producers., Moreover, in addition to
weakening exporis, Australia has an expensive housing market and rising
fong term interest rates. Both faclors threaten to weaken the domeslic
sectors at the same time as exports weaken.

Far the ASEAN region, falling foreign exchange rates brought on by the
strengthening US dollar are raising the prospect of inflation and leading to
rising government bond yields. The Indonesian government, for instance,
is countering this by improving its fiscal position by raising taxes and
curiailing fuel subsidies. This in turn is leading to weaker domestic
growth. For accounts where we can have Emerging Market exposure we
remain undenweight to these areas.

The Bank of Japan continued its asset purchase program In the quarter.
This policy is helping to maintain a weak yen with the yen falling to 99 yen
per dolfar in the quarter from 94 yen per dollar. The weak currency is
improving the compelitiveness of Japanese expart companies with the
potential for gains in market share. The policy is having an impact;
Japanese companies are seeing strong positive eamings revisions — one
of the few regions of the word where analysts are upgrading their
earnings expectations. From the top-down we continue to favor the Japan
region. The market has been strong and we remain overweight here.

The next events for Japan are the upper house eleclions in July and then
more delailed economic policy announcements in September. Qur
Japanese investiment focus remains on export related companies, but
should growih begin to broaden into a stronger domeslic economy we
would took to add more domestic focused companies to the portfolio.

Japan is implementing an unprecedentedly aggressive monetary policy
and there is no assurance that it will work, The first phase, of achieving
yen weakness, has worked, and we continue fo monitor the progress
toward the next phases of the recovery. In our view, the main risk to the
Japan recovery remains a sharp rise in government bond yields. The
Japanese government is highly indebted, and high interest rates would
undermine the recovery by hurting the Japanese fiscal position as well as
making borrewing costs for companies too expensive. So far Japanese
government bond yields have remained relatively stable but this is
something we are keeping a close watch on.

In Europe, austerity is showing some signs of working. Europe has a
rising current account balance. Peripheral European countries are seeing
improvements in thelr compelitiveness through increasing laboer flexibility
in Spain, for instance, and there are signs of nominal wage declines.

It is not all good news though. Much of the improvement in the current
account balance has been due to falling imporis, and there is a question
of whether there is enough patience by the electorale o allow a
multi-year restructuring with high unempioyment to centinue. Europe may
be beginning to suffer from austerity fatigue. Unemployment rates
continue to rise in the periphery to levels that do not bode well for social
stability. In both Spain and Greece unemployment stands at 27% and
youth unemployment is §6.5% and 59% respectively. Political tensions
are rising and are most acute in Porlugal where the finance minister and
the foreign minister have both recently resigned from the government. A
common message we hear is that we are unlikely o see any letup in
austerity until the German election in September, and once Chancellor
Merkel secures a victory she will then have the political power to soften
her stance on how Europe deals with peripheral Eurcpe. In the meantime,
for export driven Germany, the falling yen remains a threat to some of her
export sectors.

The Eurozone, overall, remains in recession. The latest European Central
Bank (ECB) lending survey showed bank lending declining by 1.1% year
on year., Despite this, the ECB balance sheet is shrinking, signaling a
fighter monetary policy. However, ECB President Mario Draghi has
revealed new monetary policy guidance of continued low rates for an
extended period of ime. We remain convinced that loose monetary policy
will continue in Europe and remains a reason not to be 0o pessimistic
about European equities. We remain undenveight to this region but still
significantly exposed to firms with recovering end markets. Additionally,
we are now overweight to European financials but we remain
zerg-vieighted to peripheral European commercial banks.

In the UK, the Bank of England’s (BoE) new Governor Camey signaled
new monetary policy guidance of low rates for an extended period of time
— very similar o what the ECB announced. The domestic economy has
remainad remarkably resilient, but we remain cauticus of domestic
exposure with the UK having a high household indebtedness, expensive
nousing market and continued fiscal headwinds. Instead, we prefer the
companies in the UK market with global exposure thatl we think will
berefit frem a continuing weak British pound.

|




Investment Outlook

One area that we continue to have conviction in but that has not been
working is precious metals miners. Qur view remains that it is negative
real siwort term interest rates that are supportive for gold prices, and real
short term rates remain negative in just about every economy in the
world. Moreover, Europe and the UK have just committed to an extended
period of low rates, and in Japan the signals are that monetary policy will
remain extraordinarily loose until the 2% inflation target is achieved. The
US Federal Reserve's talk of a tapering of asset purchases is the only
tangible sign of menetary tightening in the west, and even for the US, the
market (as based on Eurodollar futures) does not expect significant rate
rises untit eardy 2015, Our own view is to take Chairman Bermanke at his
word, and that is that changes to monetary policy will remain data
dependent. We see an ongoing economic recovery happening in the US
but nothing that suggests that menstary policy can yet be normalized.
Nevertheless, we have not added to our holdings here as market
sentiment is currently so clearly against these companies.

With overall global growth remaining tackluster, our investment focus
remains on finding companies with strong end markets. The US auto
seclor remains robust with the most recent data showing a new post-
recession high of 15.89m cars being sold on a seasanally adjusted
annual rate (SAAR). We have significant exposure to this recovering
marke! through the Japanese auto sector. We continue to find gocd
individual growth ideas in Health Care where end markets are driven
more by rising Emerging Market wealth and global demographic trends.
We confinue to like the growth stocks we are finding in the
communication technology area and other selected technology areas. We
have a meaningful holding in financial stocks that benefit from growing
demand for financial services in Emerging Markets and Asia. We also
have holdings in agricultural related companies where again, demand is
driven imore by demographic facters than by the economic cycle.




Charles B. Groeschell
Managing Director

Senior Portfolio Manager

Baird Advisors

July 26,2013
Mr. Danean Wright
Bay County Employees' Retirement System
515 Center Avenue, Suite 701
Bay City, MI148708-5128

Dear Danean:

Enclosed please find a summary review as of June 30, 2013 for the Bay County Employees' Retirement System
Portfolio managed by Baird Advisors.

Market Review

Bernanke’s comments that the Federal Reserve could start winding down its bond-buying program (quantitative
easing) sooner than expected caused yields to rise significantly in the 2™ quarter. This led to negative returns across
the bond market for the quarter. Yield spreads on non-Treasury sectors also widened as a result of forced selling by
certain leveraged market participants. Please find attached a copy of our June Bond Market Comments which
provide a more detailed review of the market.

Performance Update

In the 2" quarter, the Bay County Employees' Retirement System Portfolio’s underperformance relative to the
benchmark came primarily from an overweight to intermediate maturitics where the recent rise in yields was more
pronounced. This was offset, in part, by the Portfolio’s underweight to agency residentail mortgage pass-thru
securities.

The Portfolio maintains an attractive yield and, with the sector allocations and yield curve positioning, we remain
confident in the Portfolio’s overall structure. In summary, we are optimistic that the Portfolio is well-positioned to
add value relative to its benchmark going forward.

Please 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,

(ot . frwnipubl

Charles B. Groeschell

ce: Mary Nye - Becker, Burke Associates, Inc.
Jeffiey Black - Becker, Burke Associates, Inc.

Robert W. Baird & Co.

777 E Wisconsin Ave

Milwaukee WI 53202

Direct 414 298-1063

Toll Free 888 792-9813

Fax 414 298-1078 7 b/"
Email cgroeschell@nwbaird.com

rwbaird.com



Bay County Employees' Retirement System
Fixed Income Portfolio

June 30, 2013
Fixed Income Customized Benchmark
Portfolio
Average Quality AA AAA
Avcerage Coupon 311 % 3.08 %
Current Yield 2.93 % 2.96 %
Yield to Maturity 2.19 % 2.09 %
Duration 5.10 years 5.10 years
Average Maturity 5.92 years 6.60 years
Quality Profile
US Treasury 28.8 % 44.4 %
Agency 66.9 % 55.6 %
Aaa 4.3 % 0.0 %
Aa 0.0 % 0.0 %
A 0.0 % 0.0 %
Baa 0.0 % 0.0 %
100.0 % 100.0 %
Sector Profile
US Treasury 28.8 % 44.4 %
Agency 5.7 % 5.6 %
Other Govt 0.0 % 0.0 %
Asset-Backed 0.0 % 0.0 %
Mortgages/CMOs 473 % 50.0 %
CMBS 13.9 % 0.0 %
Industrial 0.0 % 0.0 %
Utility 0.0 % 0.0 %
Financial Institutions 0.0 % 0.0 %
Cash 4.3 % 0.0 %
100.0 % 100.0 %
Number of Issues 76 1,823
Market Value $22,010,622

Customized Benchmark is comprised of 50% Barclays Government & 50% Barclays MBS
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Bay County Employees' Retirement System
Fixed Income Portfolio

Gross Investment Performance
03/31/06 through 06/30/13

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 3.05% 2.32%
2013 1st Quarter -0.18% -0.10%
2nd Quarter -2.36% -1.92%
Year-to-Date -2.53% =2.02%

Total Return o o

03/31/06-06/30/13 45.91% 44.42%
Annualized Return 5.35% 5.20%

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 Government & 50% Barclays MBS Index
is an unmanaged portfolio of specific securitics, 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 securifies
valuations provided by client's custodian for purposes of performance reports.

Client should review all account statements provided by its custodian and compare those accoun( 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 I, is available upon request.
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Bay County Employees' Retirement System
Fixed Income Portfolio

Net Investment Performance
03/31/06 through 06/30/13

Fixed Income Customized

Year Portfolio Benchmark
2006 Y car-to-Date 4,80% 4.85%
2007 6.89% 7.78%
2008 8.81% 10.36%
2009 3.41% 1.79%
2010 5.31% 5.46%
2011 7.59% 7.62%
2012 2.74% 2.32%
2013 1st Quarter -0.26% -0,10%
2nd Quarter -2.43% -1.92%
Year-to-Date -2.68% -2.02%

Total Return o o

03/31/06-06/30/13 42.79% 44.42%
Annualized Return 5.03% 5.20%

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

Client should review all account statements provided by Hs custodian and compare those account slalements 1o any account
statement provided by Baird Adivsors. Baird Advisors relies on sccurity 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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Baird Advisors
Fixed Income Market Comments
June 2013

Treasury Yields Rise Significantly in Reaction to Fed

Treasury yields ended the quarter significantly higher as investors reacted to Bernanke’s comments that the Federal Reserve
could start winding down its bond-buying program (quantitative easing) sooner than expected: later this year and ending
altogether by mid-2014. The Fed’s timeline, however, is contingent upon economic growth and job creation improving in line
with policy-makers’ forecasts. The Fed currently expands its balance sheet of Treasuries and agency MBS by $85 billion each
month. The market will continue to watch economic indicators closely to gauge the timing and magnitude of the Fed’s action. A
robust housing market recovery supports the case to taper QE with S&P/Case-Shiller Composite 20 home prices up 12.1% year-
over-year through April, the biggest annual gain since March 2006. However, 7.6% unemployment (vs. a 6.5% Fed target) and
inflation (CPT +1.4% YOY) well below the Fed’s 2.0% objective leave room to maintain extremely accommodative monetary

policy well into the future.

Treasury Yields

4.0% Maturity Mar, 31,2013 May 31,2013 Jun30,2013 Q2 Change
] 1 0.12% 0.13% 0.15% 0.02
% —= 2 0.24% 0.30% 0.36% 0.12
20% | | — Mar, 31, 2013 3 0.35% 0.49% 0.65% 0.30
Mﬂy 31 g 20 13 5 076:/0 1.02:/0 l 40‘%) 0.63

On N . 1 0,
1.0% 7 — Jun 30, 2013 7 1.21% 1.53% 1.94% 0.73
i = e 10 1.85% 2.13% 2.4%% 0.64
0% e L e e - G

| 3 5 10 0 30 3.10% 3.28% 3.50% 0.40

Maturity

Yield Spreads Widen Under Heightened Volatility

As market volatility intensified in June, many leveraged investors
were forced to sell, pushing yield spreads wider across all sectors.
High yield corporates endured the most severe spread widening
(+35 bps, see chart at right), but in spite of the adjustment, spreads
are still 19 bps tighter YTD. CMBS spreads widened significantly
over the quarter (+23 bps) as new issuance came at wider levels.
While investment grade corporates experienced less drastic
widening, the sector offers more yield spread now (152 bps) than
at the start of the year (141 bps). In light of the recent widening,
we believe corporates still offer attractive relative value given the
solid fundamentals of the sector.

Bonds Deliver Negative Returns for the Quarter
Rising yields caused all major bond indices to post negative

Option-Adjusted Spreads (in bps)

U.S. Aggregate Index
U.S. Agency (non-mortgage)
Mortgage and ABS Sectors
U.S. Agency Pass-throughs
Asset-Backed Securities
CMBS
Corporate Sectors
U.S. Investment Grade
Industrial
Utility
Financial Institutions
U.S. High Yield

Source: Barchns

Q2
12/31/12 3/31/13  5/31/13  6/30/13 Change

53 56 56 61 5
13 13 12 15 2
50 58 63 61 3
43 49 49 58 9
124 133 126 156 23
141 139 132 152 13
133 137 131 149 12
144 139 136 150 11
155 142 134 158 16
511 457 440 492 35

returns again in June and for the quarter. TIPS were the weakest performer by far for the quarter (-7.05%) and YTD (-7.39%) as
inflation expectations declined further and the sector moved closer to fair value after an extended period of overvaluation.
Municipals (-2.97%) performed poorly as mutual fund outflows hit record levels in June and municipal yields rose significantly.
High yield also saw weak performance for the quarter (-1.44%) but was the only sector to stay in positive territory for the first

half of the year (+1.42%).

Total Returns of Selected Barclays Indices and Subsectors

Barclays Index/Sector

U.S. Aggregate Index

U.S. Gov’t/Credit Index

U.S. Interm. Gov't/Credit Index

U.S. I-3 Y1. Gov't/Credit Index

U.S. Treasury

U.S. Agency

MBS (Mortgage Backed Securities)

CMBS (Commercial Mortgage Backed Securities)
ABS (Asset-Backed Securities)

U.S. Corporate - Investment Grade

Corporate High Yield

Municipal Bond Index

TIPS (Treasury Inflation Protected Securities)

Robert W, Baird & Co. Member SIPC

June 2013 2™ Quarter YTD 2013
-1.55% -2,32% -2.44%
-1.80% -2.51% -2.67%
-1.20% -1.70% -1.57%
-0.14% -0.12% 0.07%
-1.10% -1.92% 2.11%
-1.31% -1.91% -1.94%
-0.96% -1.96% -2.01%
-1.45% -1.44% -1.31%
-0.57% -0.80% -0.76%
-2.76% -3.31% -3.41%
-2.62% -1.44% 1.42%
-2.83% -2.97% -2.69%
-3.58% -7.05% -7.39%
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ColumbiaManagement @

Alan Puklin

Sr. Relationship Manager
Institutional Client Service

100 Park Avenue

New York, NY 10017

Tel: 212.850.1612

Fax: 212.682.6460
alan.puklin@columbiamanagement.com

July 24, 2013

Ms. Danean Wright

Bay County Employees’ Retirement System

515 Center Street Suite 706

Bay City, MI 48708-5128

Re: Bay County Retirement 2" Quarter 2013

Dear Danean:

We are pleased to enclose our t'epdl't for the quarter ended June 30, 2013. Attached, is the
Quarterly Investment Review as well as the separate financial reporting report which includes the

holdings, transactions, brokerage commissions and cash flow.

The performance for your portfolio as of June 30, 2013 was as follows:

Market Value as | Quarter ended 6 Months ended | Since Inception*®
of 06/30/2013 06/30/2013 06/30/2013

Total Portfolio | $32,958,578 4.36% 18.05% 6.14%

Russell 1000 3.46% 16.47% 6.37%

Value Index '

+1% annually

S&P 500 Index 2.91% 13.82% 3.38%

* Inception Date: January 26, 2001

The broad U.S. stock market as measured by the S&P 500 moved higher during the quarter with
most sectors posting positive returns. In April and most of May the equity markets posted
significant gains which came to a halt after the Fed Chairman testified before Congress that they
would begin to tapper down the $85.0 billion per month bond buying program if the economy
continued to improve. Although this was not unexpected there was a major reaction to this news
which pared back the gains that the market had seen throughout most of the 1* half of 2013. The
good news in all of this is that housing starts, new home building permits, and industrial
production all continue to rebound nicely. In addition the employment picture continues to
improve.

On an absolute basis the portfolio outperformed the Russell 1000 Value Index and the broad
market as measured by the S&P 500 Index for the quarter. The outperformance for the quarter
was attributable to individual stock selection. The best performing sectors on a contribution to
return basis were financials, health care and consumer discretionary. The largest distracters were
information technology and energy.

Security products offered through Columbia Management Investment Distributors, Inc., n,
member FINRA. Advisory services provided by Columbia Management Investment Advisers, LLC. @A

Office of Supervisory Jurisdiction:
225 Franklin Street
Boston, MA 02110



Financials, which are the largest allocation in the portfolio and the index contributed nicely to the
outperformance for the quarter. The outperformance was broad based across the entire sector with
Prudential Financial and Wells Fargo leading the sector. In particular wells Fargo benefited from
the improving housing market as they are a major lender to home buyers,

Energy stocks were the worst performers in the quarter as demand from weak emerging and
Asian markets negatively impacted these companies. An oversupply of gasoline had a negative
impact on the refiners in the portfolio which included Valero energy and Marathon Petroleum
both of which had negative returns for the quarter. We expect the weak demand from the
emerging and Asian markets to continue in the short run but we are positive on the long term
prospects for the sector remains positive.

Outlook

Slow and steady gains continued in the 2™ quarter with housing and employment data boosting
the economy. We believe that there are enough catalysts to continue to push stocks higher in
2013 which may lead to higher GDP in the 2" half of the year. We do not believe that inflation is
an immediate problem and as unemployment picture improves we would expect consumer
spending and housing to continue on a positive trajectory.

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. Puklin
Enclosure



M CORNERSTONE

PERFORMANCE HISTORY
Bay County Employees’ Retirement System

Percent Return

Per Period
Time Period 6/30/2013 Portfolio FTSE/NAREIT
Gross Net Equity REIT Index
1 Month -2.65% -2.70% -1.92%
YTD 4.85% 4.54% 6.49%
1 Year 8.01% 7.36% 9.42%
3 Year 18.20% 17.51% 18.18%
Inception (October 21, 2008) 17.73% 17.03% 16.13%
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Geneva Capital Management Ltd.

PERFORMANCE HISTORY
NET OF FEES
Bay County Employees’ Retirement System
XXXX9057 (bcers)
From 01-17-13 fo 06-30-13
Percent Return
oo Per Period
Time Period Total Equities  Russell
Account Midceap
Growth
Tndex
01-17-13 to  01-31-13 1.01 1.02 1.65
01-31-13 to  02-28-13 1.41 1.43 1.01
02-28-13 to 03-31-13 3.05 3.10 3.99
03-31-13 to  04-30-13 -2.02 -1.92 1.47
04-30-13 fo 05-31-13 2.57 2.62 2.63
05-31-13 to 06-30-13 -0.34 -0.34 -1.22
Inceptien to Date
01-17-13 to 06-30-13 573 597 9.82

Please compare the information in Geneva's client reports with the information provided by the independent custodian of your account(s).
The market value on Geneva's report may differ from the vafue on the statement provided by your custodian due to cut ofU date, unsupervised assets (if applicable), pricing,
or deposits/withdrawals. For tax purposes, refer to custodian records and consult with your tax adviser for advice. Geneva's reports should not be relied upon for tax

purposes. Cost basis data is provided for informational purposes only and may differ from custodian records. Please reference your custodial statement for the curent yield
on money market fund(s). If you are not receiving periodic statements directly from your custedian, please contact Geneva immediately at 414-224-6002. Thank you.
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Bay County Employees' Retirement System Portfolio Summary
Growth Equity Q2 | June 30, 2013

RUSSELL 1000 GROWTH
PORTFOLIO INDEX
PERFORMANCE (%) GROSS OF FEES  NET OF FEES
Quarter 2.0 1.8 2.1
Year-to-Date 12.1 1.7 1.8 QUARTERLY PORTFOLIO ACTIVITY
Inception (since September 4, 2012) 16.4 15.8 12.5
Periods greater than one year are annualized. Beginning Value $29,217,067
Source far benchmark performance: SPAR, FactSet Research Systems Inc.
CHARACTERISTICS Flows
IBES Long-Term EPS Growth 15.7% 14.1% Contributions $0
Price/Earnings (12 months forward Withdrawals $0
ex-negative earnings) 18.3x 16.2x
Market Cap 61.2 bn 92.5bn Ending Value $29,787,873
% in Top 10 Holdings 24.6% 23.8%
Number of Holdings 107 575 Flows represent all contributions and withdrawals
Cash & Other 1.8% — to/from the custodian account which may include
All data is weighted average unless othenwise noted. management and custodian fees.
Cash and other assets are less liabilities.
SECTORS (% OF PORTFOLIO)
Technology 18.7 238
Health Care 15.7 13.0
Leisure 12.1 89
Retailing 10.2 10.2
Financial Services 9.8 6.1
Industrial Goods & Services 8.7 89
Consumer Staples 5.5 10.0
Energy 53 35
Spedial Products & Services 4.0 35
Utilities & Communications 28 35
Transportation 2.1 2.8
Basic Materials 2.0 44
Autos & Housing 1.2 1.4
TOP TEN HOLDINGS INDUSTRY % OF PORTFOLIO
Google Inc Internet 4.5
Visa Inc Other Banks and Diversified Finandials 2.7
Danaher Corp Electrical Equipment 2.6
Precision Castparts Corp Aerospace & Defense 24
SBA Communications Corp Wireless Communications 24
Thermo Fisher Scientific Inc Medical Equipment 21
News Corp Broadcasting 2.0
QUALCOMM Inc Network & Telecom 2.0
EMC Corp Computer Systems 1.9 FOR MORE INFORMATION CONTACT
Mastercard Inc Other Banks and Diversified Financials 1.9 Kim Hyland
1-800-637-2262 ext. 55575
KHyland@MFS.com
or
Global Client Service
1-877-960-6077 tall free from U.S. & Canada
1-617-954-4001
institutionalclientservice@mfs.com
|
[
3s | MFS
Source for IBES Long-Term EPS Growth: Thomson Reuters. ‘ =
The portfolio is a(tively_ managed,jnq_ﬂniho!ciings may be different. All cha@ctgﬁgtig are based upon MFS clafsﬁﬁcaticins. ] 7 :
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Investment Report — Quarter Two 2013

Bay County Employees’ Retirement System

Overview

Fund Valuation

Value at 31 March 2013
US$ 10,330,432

Net Cash Flow
Us$ -

Value at 30 June 2013
US$ 10,365,938

Performance
Periods to 30 June 2013

Performance versus
benchmark (%)

3 months 1 year

(%)

3 years
% p.a.
4118
+13.5
+12.0
-1.7

-0.2

Total returns US$

Fund

Index*

S&P EPAC SmaliCap
‘Value added rel ndex*
‘Difference vs EPACSm

25 —=
20 ——
15
10
5 w03

P ———

+11.8 +12.0

> 20
3 months (%)

M Fund I S&P EPAC SmallCap

1 year
(95)

5 years
% p.a.

Summary

Page 1

It has been a volatile quarter for markets following comments from Federal Reserve (Fed)
chairman Ben Bernanke in May indicating that the Fed could start to taper its quantitative
easing programme. The comments marked a tuming point for equity markets, which
trended upwards until that point but were generally weaker in late May and June. Added to
this, slowing growth in China, together with a temporary liquidity crunch in the
interbank market, weighed on sentiment. Emerging Markets were particularly weak.

The Fund outperformed the benchmark by over 2% in the second quarter thanks to
positive stock selection across all regions, particularly in Pacific ex Japan and continental
Europe. Regional allocation provided some offset as a result of our overweight to Pacific
ex Japan, which was the weakest region in the quarter, and exposure to Emerging
Markets.

Over the twelve month period, the Fund has undemerformed the index by a modest
extent. This is despite positive stock selection in all regions apart from Japan over the
period. Regional allocation detracted from performance as the positives from our
underweight stance in Japan and exposure to Emerging Markets, were more than offset
by our overweight stance in Pacific ex Japan, and underweights of continental Europe and
the United Kingdom. Holding any cash in markets that were up over 20% also detracted.

Investors have had a faste of the world post QE over the last two months. A number of
overcrowded trades have been unwound with dramalic impact on markets such as fixed
income and emerging market debt, equities and currencies. We have yet to see how far
feedback loops from rising long-term rates will impact growth, but deflationary forces
appear strong, and outside the United States economic activity remains very muted.
Emerging markets look somewhat challenged short-term given a combination of tighter
liquidity and weak commodity prices. However, we maintain our over weightings in Asia
and emerging markets based on the superior long-term fundamentals, and attractive
valuations. We remain underweight Japan, and to a lesser extent in United Kingdom and
continental Europe. A low growth environment should favour our focus on companies with
secular growth drivers, shareholder focused management and strong financial
characteristics.

39 # Schroders
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8/7/2013
REFUNDS: FOR THE MONTH ENDED JULY 31, 2013

EMPLOYEE/BENEFICIAR' CONTRIBUTIONS PROCESSED DEPARTMENT TERMINATION

REFUNDED ON TERMINATED DATE
Hemerline, Melissa o 16,285..53 07/01/13 - BM~CF "“(;5/081!1-3:“-
Vega, Melissa 4,031.74 07/16/13 BABH 05/20/13
TOTAL REFUNDS: 20,317.33
RETIREE CON1:I;\;I_1:°:-UTIONS DEPARTMEnI;J-";'m EFFECTIVE
TRANSFERRED DATE
Luptowski, Janice 34,114.74 Probate Court ) os0t3
Lewandowski, Frank 14,876.68 USWA F/T 06/0113
Janiskee, Michael 79,331.20 Sheriff Dept 06/09/13
Redmond, Robert 106,616.60 BOC 06/15/13
Bostick, Patricia 14,461.43 Homeland Sec 06/15/13
Meisel, Lorne 45,064.93 R/C 08/03/13
Kelly, Mary 38,928.40 BMCF 06/22/113
Frederick, Randy 61,770.07 R/IC 06/29/13
Wohlschlag, Sarah 62,624.75 Library 06/29/13
Davidson, Barbara 105,073.25 CFO 06/29/13
Hathaway, Leon 52,147.98 CFO 06/29/13
Stevenson, Pamela 22,802.54 BMCF 06/29/13
Clancey, Sharon 33,313.82 BMCF 06/29/13
Beck Baizer, Donna 23,371.41 BMCF 07/06/13
Lopez, Catherine 92,621.40 BMCF 07/14/13
Smalley, Judson 41,294.03 BABH - Deferred 07/31113
Gray, Michael 115,996.95 Executive Assistant 07/09/13
DECEASED EM“I;I:OYEE! EE;\}EFICIARY -F\-’EFUthI BATEIDEPARTMEI\—J:I' ------------------
RETIREE PENSION
Eynch, Sue IQIA _;ension - N 071071123 ------
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Barbara MacGregor, RN, BSN

=\ NC S EPBAY COUNTY Public Health Director
Thomas L. Hickner Health D epartment Kirk H. Herrick, DO

Bay County Executive Creating A Haealthy Envirorment Eor The Community Medical Director

1200 Washington Avenue
Bay City, Michigan 48708

{989) B95-2062

FAX (989) 895-4014

TDD (989) 805-4049
www.baycounty-mi.gov/Health

Danean Wright

Retirement Administrator

Bay County Employees’ Retirement System

515 Center Avenue, Suite 706

Bay City, Michigan 48708

August 7, 2013 Re: Ann Carpenter

Dear Ms. Wright:

| have reviewed the medical records, test reports and the job description of Ann Carpenter.
The records reviewed were submitted by her primary care physician and several specialists
from varied fields of practice. The reports and their recommendations support my medical
opinion that she can no longer be engaged in any type of gainful employment. In my
professional opinion she is totally and permanently disabled. :

Sincergly,

S o N D2

Kirk H. Herrick, D.O.
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