BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION

PAGE

AGENDA

TUESDAY, AUGUST 13, 2013
{Immediately Following the Retirement Board of Trustees’ Meeting @ Approximately 2:30 P.M.)

COMMISSIONERS CHAMBERS
515 CENTER AVENUE - 4™ FLOOR

II.

1.

Iv.

VI

VIL

VIIL

1X.

BAY CITY, MI 48708

CALL TO ORDER
ROLL CALL
MINUTES

1. JULY 59,2013 - TO BE PROVIDED AT A LATER DATE

PUBLIC INPUT
A, ATALANTA SOSNOFF
1. JACK MCMULLAN
SENIOR V.P. AND PORTFOLIO MANAGER
B. PORTFOLIO VALUE 1/31/12 - 8/7/13
C. MONEY MANAGER REPORTS
i. ATALANTA SOSNOFF - PORTFOLIO ENDING 6/30/13
2. C.S. MCKEE - PORTFOLIO ENDING 6/30/13

D. YEAR TO DATE BUDGET REPORT

ANNOUNCEMENTS

Al NEXT REGULAR MEETING - TUESDAY, SEPTEMBER 14, 2013
IMMEDIATELY FOLLOWING THE RETIREMENT BOARD OF
TRUSTEES MEETING AT APPROXIMATELY 2:30 P.M, |
COMMISSIONERS CHAMBERS, 515 CENTER AVENUE - 4™
FLOOR, BAY CITY, MI 48708

UNFINISHED BUSINESS

NEW BUSINESS

MISCELLANEOUS BUSINESS

ADJOURNMENT
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2012
JAN

FEB

MARCH

APRIL

MAY

JUNE

JULY

AUG

SEPT
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NOV

DEC

2013

JAN

FEB

MARCH

APRIL

MAY

JUNE

JULY

AUG

SEPT

ocCT

NOV

DEC

VEBA PORTFOLIO VALUE

DODGE & COX

4,744,381.74

4,857,686.81

5,085,201.22

5,991,155.39

4,670,417.74

4,844,848.31

5,023,826.66

5,169,289.62

5,324,680.74

5,292,298.41

5,332,143.99

5,476,853.70

DODGE & COX

5,813,821.72

5,866,055.056

6,119,927.66

6,238,132.18

6,433,965.21

6,438,123.75

6,785,726.23

CASH

23,341.91

141,703.43

1586,067.52

186,068.57

207,434.25

218,278.51

237 546.65

240,122.51

262,359.53

293,624.23

318,414.45

336,925.05

CASH

973,027.66

1,003,898.82

1,080,486.88

1,125,133.85

1,110,182.75

1,154,912.16

1,151,461.65

ATALANTA
SOSNOFF

4,774,920.28

5,003,788.19

5,169,110.21

5,127,801.08

4,752,087.80

4,926,255.06

4,973210.73

5,100,739.12

5,263,322.60

5,171,534.01

5929,910.87

5,268,580.73

ATALANTA
SOSNQFE

5,5621,741.71

5,584,735.85

5,772,645.27

5870,711.43

6,143,603.47

6,009,232.04

6,339,707.03

LORD
ABBETT

5,782,203.49

5,958,731.82

6,012,771.11

5,023,5638.22

5,468,775.64

5,620,085.64

5,658,841.11

5,738,972.06

5,850,663.25

5,847,050.63

5,216,474.90

6,070,413.01

LORD
ABBETT

6,531,548.24

6,636,024.19

6,924,233.71

6,924,233.71

7,165,600.19

7,068,338.47

7,497,050.13

CS MCKEE

13,556,991.23

13,575,896.75

13,500,904.85

13,645,204.77

13,750,484.96

13,816,486.70

13,958,821.07

13,987,861.42

14,149,604.74

14,060,815.46

14,100,074.44

14,078,467.83

CS MCKEE

14,006,372.20

14,078,939.69

14,004,198.97

14,215,079.35

14,008,748.48

13,761,061.60

13,803,896.72

TOTAL

28,881,847.65

29,637,817.00

29,933,144.91

29,973,768.03

28,849,200.39

29,5625,954.22

29,752,246.22

30,245,984.73

30,8561,010.86

30,665,322.74

30,897,018.65

31,231,240.32

TOTAL

32,846,511.53

33,159,653.60

33,991,492.49

34,373,297.52

34,863,009.10

34,451,668.02

35,577,841.76

0.00

0.00

0.00

0.00

0.00
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Capital, LLC - 101 Park Avenue, New York, NY 10178-0008 (212) 867-5000 Fax {212) §22-1820 vwww.alalantasosnoff.com
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July 1, 2013

Mrs. Danean Wright

Retirement Accountant

Bay County Voluntary Employees' Beneficiary Association
Bay County Building

515 Center Ave., Suite 706

Bay City, Ml 48708-5128

Dear Mrs. Wright:

For the June quarter we outperformed both equity and fixed income benchmarks., First half equity
performance tops the market while fixed income results far exceed benchmarks.

The biggest open question for financial markets is when does the Federal Reserve Board end its bond
buying program which has run at an $85 billion monthly rate. Our expectation is later rather than sooner,
but the Treasuries market expects worse. Yields on 10-year paper now rest above 2.5 percent. Thirty-
year notes tick at 3.6 percent. Normally, when inflation is quiescent, 30-year Treasuries sell to yield not
much more than 4 percent.

It’s true we're in an unprecedented environment of minimal interest rates, thanks to the Fed. If you’d look
at interest rate charts going back 60 years, and draw a trendline, you'd come up with near 6 percent for 30-
year paper and 5 percent for 10-year maturities. Money market rates trend around 3.5 percent, excepting
periods of extreme tightening like 1982.

Obviously, there’s plenty of room on the upside, but nobody really knows what the appropriate rate level
should be, even between now and year-end. Barring a weakening GDP trend, which is nobody's call, the
rate structure is a function of high strung traders and investors assessing the unfolding. pattern of
amplitude for the Fed’s glissando out of monthly bond buybacks. We think this orientation carries little
weight.



The Fed’s dual mandates - keep unemployment low and inflation moderate, remain in play. Our low
inflation forecast is a function of depressive commodity pricing as well as unprecedented minimal
escalation of employment costs for major corporations.

We see no change in sight. Copper, iron ore, steel, coal as well as agricultural commodities remain
depressed. Too much capacity expansion took place. The same goes for oil. 1If OPEC doesn’t cut back
production shortly, WTI oil heads down into the eighties where futures charts already rest 2 years out.
Anyone dreaming about a commodity supercycle is solely fit to run rabbits and bark at the moon.

Manufacturing employment is so depressed in the U.S. that the best you can say is it has wound down to
an irreducible 10 percent from 25 percent decades ago. Part-time employment is what's happening
because employers need not pick up healthcare insurance or make pension allocations.

Even in a quickening economic setting, say normalized GDP growth of 3.5 percent, unemployment is
likely to hang high. The U.S. shows a history of feeble job creation going back several cycles. Barring a
huge recovery in plant and equipment spending, nobody's call as yet, unemployment holds stubbornly
elevated. Academic economists believe this and so does the Fed.

Our best guess puts a 6.5 unemployment level years out, maybe a 2016 event. If right, the Fed needs to
see this 6.5 percent number on their screens before it touches money market rates. Keep in tind the real
unemployment rate in the country is 14 percent.

Our worst interest rate hypothesis going out 12 months puts 30-year Treasuries at a 4 percent yield and
10-year paper at 3 percent. For fixed income money managers and pension funds, particularly those with
long duration portfolios, this scenario is a death knell. Bond players need to shorten duration.

All this gets us to the valuation structure for the stock market. The S&P 500 Index, ranging between
1,600 and 1,650, is at fair value. In terms of fow inflation and a steady economy, the market historically
dwells at a mid-teens price-earnings ratio, or better. Assume corporate earnings grow at their normal 6
percent rate.

Corporations seriously benefit from low employment costs, easy borrowing rates and a really favorable
tax structure despite grumbling and posturing. Let them look at 50-year charts on corporate tax rates. The
only reason for Obama to give ‘em a break on repatriating offshore earnings is they reinvest this $1.7
trillion in domestic capex and train new entrants into the workforce. We'll see.

What's not in everyone’s consciousness is movement in bond yields can range up to 50 percent in a
foreshortened time span of months. When inflation, early eighties, averaged over 7 percent, 10-year
Treasuries yielded over 10 percent. Then, Volcker tightened, yields spiked to 15 percent, but didn't trade
¢ven at 5 percent until mid-to-late nineties,



As for 30-year paper, the trajectory was comparable, but we didn’t see 5 percent paper until 1999. Overa
50-year period the trendline for 30-year paper rests close to 6 percent with 10-year Treasuries maybe a
100 basis points lower.

One troubling sidelight of this anemic recovery cycle is the velocity of money is relatively dormant.
Nobody's borrowing to build new plants or for other intrinsic purposes. Much borrowing is financially
oriented for share buybacks and deals where there's no velocity of money inherent. This too could change
shortly, but so far no multiplier effect. Commercial and industrial loans may come to life.

Barring an elongated bond market decline, the Big Board should work higher on sound fundamentals -
money inflow, stable to higher corporate operating profit margins and even more financial engineering
ahead. In fixed income portfolios we still continue to avoid Treasury bonds. Concentration is in low
investment grade corporates with shorter duration than their index. Sector concentration in equities
remains overweighted in financials and healthcare and underweighted in technology, materials and
utilities.

With all good wishes,

Vhaitis 7 oot

Martin T. Sosnoff

(- Sy

Craig B. Steinberg



BAY COUNTY VOLUNTARY EMPLOYEES' BENEFICIARY ASSOCIATION

PERFORMANCE STATISTICS
Inception
June 9, 2009
to June 30, 2013
Three Months Six Months Three Years
Ended Ended Amnualized Total Annualized

June 30, 2013 June 30,2013 June 30, 2013 Return Rate Of"'beiillll__‘_l‘l
TOTAL +4.09% +14.08% +12.25% +52.71% +10.99%
Composite Index (1) +2.06% +11.80% +15.86% +74.45% +14.68%
EQUITY +4.11% +14.39% +13.48% +56.82% +11.71%
Russell 1000 Growth
Index +2.06% +11.80% +18.67% +86.73% +16.62%
Russell 1000 Growth
Index + 1.00% . +2.29% +12.24% +19.67% +93.32% +17.62%

(1) 65% RUSSELL 1000 GROWTH / 35% BC AGGREGATE BOND thru 01/20/12 ~ 100% RUSSELL 1000 GROWTH forward

le
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