CITY OF PONTIAC, MICHIGAN
GENERAL EMPLOYEES RETIREMENT SYSTEM
BOARD OF TRUSTEES
SEPTEMBER 23, 2009

A regular meeting of the Board of Trustees was bel@Vednesday, September 23, 2009 at the
Shrine Room, City Hall, 47450 Woodward Avenue, RamtMichigan 48342. The meeting was
called to order at 1:41 p.m.

TRUSTEES PRESENT

Shirley Barnett Javier Sauceda, Vice Chair
Koné Bowman Kevin Williams

Charlie Harrison, Chairman Andrea Wright
TRUSTEES ABSENT

Devin Scott(absent)

Debra Woodgexcused)

Mayor, Clarence Phillip&bsent)

OTHERS PRESENT

Claudia Scott, Rodwan Consulting Company Lindasbiat Retiree
Cynthia Billings, Sullivan, Ward, Asher & Patton@®  Jules Ruerat, Retiree
Sharon Almonrode, Sullivan, Ward, Asher & Pattor;.P

Chris Kuhn, Gray & Company

Ellen Zimmermann, Retirement Accountant

Jane Arndt, M-Administrative Assistant

PUBLIC DISCUSSION

Linda Watson voiced her concerns on the cost am@itmount of travel by the trustees. While
reviewing the records for 2009, she indicated #%t,000.00 has been spent on travel through
June. She said that the trustees attend appradyfatirteen meetings per year and that some
spend more time at conferences than at retireneardbmeetings. Most are gone an average of
nine or ten days per year. At the end of the yreael expenses will total somewhere between
$60,000.00 to $70,000.00 dollars.

She asked why Trustee Bowman is attending two manéerences when his term is expiring at
the end of the year. She thinks his attendantteeae conferences is not necessary.

She is not implying that there is anything wronghvirustees attending educational conferences
but there is the appearance that the trusteesharaaation when their spouses and children
accompany them. She feels it is excessive for daustees to take five or six trips per year.
She also feels that the Board should rethink theusrinof travel. She thought that the Board
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may not be aware how often and how much they aredspg on travel. She does not believe
that the excessive travel is a wise use of ther®a8nt System’s money.

Chairman Harrison said that he appreciates Ms. & soncerns. He explained that the
Retirement System does not pay expenses for fanelybers at conferences. The trustees are
strictly there for educational purposes and thégnak the classes. In their free time they do
spend time with their families. He said that tlwnbers speak for themselves with regard to the
funding status. He also said that he does notlietithe travel is excessive. There are some
boards where the expenses of one or two trustpessent the entire travel expenses of this
Board. The results speak for themselves.

Ms. Billings said that the Board appreciates Msit&¥a’'s concerns. The Retirement System
does not pay for family members to attend confezsen@dny extra expenses are covered by the
trustee. The Retirement System is only permitbeolaty for specific trustee travel expenses. As
a fiduciary of the System the trustees have tomdtezglucational conferences.

Trustee Bowman said he would like to address Mss@és comments. He said that no one’s
seat on the Board is guaranteed. Yes, his teexpsing at the end of the year but that does not
prohibit him from coming back as the citizen trestéde polled the Board as to which members
are appointed, elected and the length of their.tdfi® said that he plans to make up a package
for his replacement.

Trustee Wright explained that she does not viewcational sessions as a vacation. It is very
difficult for her to get time away from the offie@proved to attend conferences. She is also a
single parent which makes it even that more difficiio outsiders it may seem like a vacation
but education is an important tool and as a fidydiahelps her to make good decisions. She
stated that the travel expenses are less than 1be &367 million Retirement Fund.

Ms. Zimmermann explained that education is impdrtetause the trustees are personally liable
for their decisions.

Ms. Watson said that it is about how travel appé&ara someone on the outside. She is aware
how travel works but still feels that they attend tmany conferences each year. She has
traveled for work and spent her evenings studyangértifications and occasionally attending a
meet and greet. However, she feels if it wastigtées’ own money they would do some things
differently. They spend too much on leaving theatahe airport when they could have
someone drop them off and pick them up. Shefeglk that Trustee Bowman'’s travel is very
unnecessary. They should be cautious with thending even though the System is over
funded. She pointed out that the Fund lost aflob@aney on paper this year and they should be
watching the small things. She is also concermeditthow it looks and that it could raise a lot
of questions.

She also questioned the credit limits on the testéISA cards. She feels that a $5,000.00
credit limit is too high. She does not believet tiha trustees need their own credit cards.
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Ms. Zimmermann explained that the original limitsstlewer. However, there were a few
occurrences when a trustee would have to pay fothantrustee’s expenses when they were
having trouble with their card. The limit was dsto allow for this type of issue. Chairman
Harrison said that no one has ever charged $5,0@h@heir card. It is strictly used as a safety
net.

Trustee Williams said that he does not believe Watson is questioning the trustees’
attendance at educational conferences. What Iedie would like the Board to do is to revisit
the education and expense policies. The Boardanayay not decide to make changes but it
would help to alleviate the issue coming up at eaebting.

Ms. Watson added that the other issue is the fiattthe members of the Board have credit cards
issued through the Retirement System.

Chairman Harrison said that the trustees only lnsi tredit cards for authorized expenses. He
appreciates Ms. Watson’s concerns and comments.

APPROVAL OF CONSENT AGENDA

A. Minutes of Special Meeting: August 25, 2009
B. Minutes of Regular Meeting: August 26, 2009
C. Communications
1. Correspondence from Onyx Capital Re: kaff
2. Correspondence from URGE Re: New Officers
3. Correspondence from Larry Marshall Raldugh Days
D. Conferences:
D. Financial Reports
1. Financial Reports — August 2009
2. Commission Recapture — August 2009
3. Securities Lending — August 2009
4. Securities Lending Deficiency
5. Capital Call Ratification
6. Due to/ Due From Recap
7. Accounts Payable

a. ADP $2,779.59

b. City of Pontiac 1,674.08

c. Coffee Break Service 24.68
d. Gray & Co. 8,104.17
e. lkon 384.38

f. Office Depot 131.52

g. Rodwan Consulting 3,200.00
h. Stevens Record Management 109.14
i. Sullivan, Ward, Asher & Patton 510.50
j. Visa 246.89
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E. Retirements, Refunds, Final Calculations, Re-Exations
1. Remove from the Rolls:
a. Kenneth Bierl (deceased 08-27-09): survivorefie of $607.59/mo to Kathleen Bierl
b. Gary Webster (deceased 08-14-09): survivoetiteof $246.39/mo to Karen Webster
2. Application for Service Retirement:

a. Kathleen Bernstein - NOMC 20 years, 4 month&ge 55
b. Eric Hoover — Local 2002 34 years, 0 monthage 60
c. Cheryl A. Yonke - NOMC 12 years, 9 months  Age
d. Raymond Lopez 26 years, 0 months  Age 59

Ms. Zimmermann distributed copies of the Augustribwer Report, the August Securities
Lending Report and the Due To/ Due From Reportarpig that she compiled the agenda
early. She asked that these items be added tmwtisent agenda.

RESOLUTION 09-069 By Bowman, Supported by Barnett
Resolved, That thBoard approve the consent agenda for August 28 a8@mended.

Yeas: 6 — Nays: O
CONSULTANTS
Re: Sullivan, Ward, Asher & Patton — Securities Lading

RESOLUTION 09-070By Sauceda, Supported by Bowman
Resolved, That the Board move to closed sessidistwiss securities litigation.

Roll Call:

Shirley Barnett — Yes Javier Sauceda — Yes
Koné Bowman — Yes Devin Scott — Yes
Charlie Harrison — Yes Kevin Williams - Yes

Ms. Arndt, Mr. Ruerat and Ms. Watson left at 2:04 p.m.

The Board moved to closed session at 2:04 p.m.

The Board returned from closed session at 2:34 p.m.

Ms. Arndt, Mr. Ruerat and Ms. Watson returned at 2:34 p.m.

RESOLUTION 09-071By Bowman, Supported by Wright
Resolved, That the Board direct legal counsel taged with the securities litigation on a full
contingency basis.
Yeas: 6 —Nays: O
Re: Gray & Company

Nexos Presentation

General Employees Retirement
Regular Meeting,
September 23, 2009



Mr. Kuhn said that Nexos was scheduled to be aytsdneeting. However, due to the flooding
in the Atlanta area he has not had access to haf.ehle may have received an email informing
him that they were unable to attend. The Nexosgm&tion was moved to the October meeting.

Futures Education Session

Mr. Kuhn said that Jerry Thunelius from Oppenhei@apital feels that high inflation is coming
soon. With the Federal Reserve and government mgngo much money into the economy
interest rates are bound to increase. He discussgdluring the early 1980’s the situation was
similar. He used the example of trying to driveupertanker like a speed boat in reference to the
Fed trying to control economic growth and inflatiates.

He said that futures are used to mitigate inteastrisk. Futures contracts are agreements to
buy or sell a specified fixed income security,hirstcase treasuries, at a time and price with a
certain maturity in the future.

He discussed the difference between purchasingaltdg futures. These instruments can be
used to trade more than just stocks. There caoive leverage associated with futures. Itis
dangerous if you speculate.

When taking the long position purchasing futurbs,purchaser agrees to pay the seller the
current market value on the maturity date. Whensttort position is taken the seller receives
the current market price on the settlement date.

Oppenheimer is looking to hedge interest rate riskhough they are signing up to deliver
treasury bonds they can close or roll the contrdanaging duration and interest rate risk
exposure assists in controlling how much the pbafmoves with interest rate inflation. When
duration is shortened, less money is lost in theketaf interest rates go up.

Chairman Harrison left at 2:39 p.m.

He explained that bond futures can contain levebaged on the contract. He discussed how
futures contain leverage. The futures contradesaat a significant discount to the par value of
the securities it represents; in other words, wigmall investment in futures you have a large
exposure to Treasury bonds.

Trustee Bowman left at 2:40 p.m.

Less than 10% of all futures transactions actualike it to the delivery stage. Most are either
closed before the settlement date or are exchaiogdide next contract and are never settled.
Treasury futures contracts are executed on a glyabi@sis. The exchanging of contracts is
called rolling which means the June contract iketbinto the September contract. The futures
position is marked-to-market on a daily basis. sl that the exchanging of contracts reduces
transactions and does not take on any undue risk.

He used an example to explain how futures worke ddmtract price for one bushel of apples is
$10.00; the contract size is for 100 bushels ofephe apple future price is $10.000 and the
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settlement date is 6 months. This means thabttied in price for the contract is $1,000.00 and
the seller has to deliver the 100 bushels of apphethe settlement date. If the market price
decreases the seller gains based on the contfakhe market price increases the purchaser
realizes a gain.

The Board can take a number of positions. Treaswan be maintained in the portfolio as is.
Treasuries can be sold through a futures contoaaff$et risk and mitigate interest rate risk.
Jerry Thunelius feels he can add 25 basis poingdpbia by using futures. He is set in his
opinion and will shorten the duration of the politiavith or without futures.

He explained how futures could allow more incometii@ portfolio. He showed how duration
could be shortened in the portfolio using futurespared to cash. By using futures to shorten
the duration could allow for approximately 28 bgswnts of out performance annually versus
converting treasuries to cash. Trustee Wright cemted that by shortening the duration six
months to nine months per year can add 20 basmspoi performance.

Chairman Harrison returned at 2:48 p.m.

Ms. Zimmermann requested that the Investment P&8iayement specifically state that futures
can only be used to shorten duration. Mr. Kuhd szt the IPS can be adjusted to only allow
for futures to shorten and not lengthen duration.

Chairman Harrison asked if this would cover thetfotio on the upside and protect on the
downside. He also asked if they are still conside€ore Plus. Mr. Kuhn said that Core Plus
cannot currently be used based on the basket gasssion.

Ms. Billings recommended that the language in tire@ment be in conformance with Section
20 of Public Act 314.

Mr. Kuhn said that he and Larry Gray have a lotaiffidence in Jerry Thunelius and his team.
He understands that their turnover is high. Heta/éire trustees to feel comfortable and not just
take their recommendation.

Trustee Wright said that she appreciated the exesraid gained a better understanding of the
concept.

Chairman Harrison stated that Trustee Bowman héehtce the meeting but will return shortly.
He suggested that the Board move forward with gemnda and come back to vote on allowing
Oppenheimer to use futures to shorten duratiohambrtfolio when there is a quorum.

Trustee Wright confirmed that the IPS needs toelvesed in order to use futures to shorten
duration in the portfolio. Mr. Kuhn said that heafifed two versions of the IPS one with and one
without futures.

He reviewed the changes needed to the IPS whictv &ppenheimer to manage futures to
shorten duration in the portfolio on page ten aagepfourteen of the IPS with the Board.
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Mr. Kuhn stated that the Board needs to adoptritiedtment Policy Statement.
Mr. Kuhn distributed the current Minority Brokeralyest that had previously been approved.

RESOLUTION 09-072 By Wright, Supported by Barnett
Resolved, That the Board of Trustees approve thestment Policy Statement that allows the
use of futures for hedging interest rate risk.
Yeas: 6 — Nays: O
REPORTS
Re: Chairman - None
Re: Secretary- None

Re: Trustees/Committees None

Re: Administrator

Ms. Zimmermann reported that the Member Benefiteégtants and the Summary Annual Report

have been sent out to members.
Re: Legal
CompuCredit Cp

Ms. Billings reported that a hearing on the DefaridaMotion to Dismiss has not yet been
scheduled.

Merrill Lynch Bond Litigation

Ms. Billings reported that the settlement is gsighding in the United States District Court for
the southern District of New York. They will conti@ to monitor this situation on behalf of the
Board.

The DIRECTTV Group, Inc. Derivative Litigation
Ms. Billings reported that the Complaint for BreaaftFiduciary Duties was filed and the
litigation is in the initial phase of discovery.

Immucor, Inc. Securities Litigation
Ms. Billings reported that the Complaint for Viatat of the Federal Securities Laws and
Demand for Jury Trial was filed and the litigatiisrin the initial phase of discovery.

IRS Determination Letter
This matter is currently pending with the IRS.

Coughlin Stoia Portfolio Monitoring Report for tiuarter Ended March 31, 2009
This report is for the trustees’ information.

General Employees Retirement
Regular Meeting,
September 23, 2009



Correspondence to Mr. Randal Yakey at the OaklardsP

Ms. Billings referred to correspondence sent to Watkey with regard to his FOIA Request. His
request was approved, however, per the Public Byepl®etirement System Invest Act, Public
Act 314 information regarding alternate investmesitsxempt from disclosure. She reported
that Ms. Zimmermann and her staff pulled togetligha information requested in a timely
manner.

Union Representatives- None

UNFINISHED BUSINESS

Re: Investment Policy Statement See Consultants

NEW BUSINESS

Re: Securities Lending Realized Loss

Ms. Zimmermann referred to documentation receivedhfNorthern Trust regarding the
reduction of client payables and the reversal efsicurities lending collateral pool deficiency.
The twelve-month adjusted fee split period effeei@ctober 1, 2008 will be ending on
September 30, 2009. The benefit from the adjustedplit is $22,918.00; the share of the 2008
cash contribution is $131,522.00; making the tb&lefit from the Northern Trust action
$154,440.00. The table depicts that there wasaadollateral deficiency amount of $1.1 million
in September, 2008 for the System. Total realiassges to date are $150,793.00. The total
amount due by December 15, 2009 is $169,249.0Qdimayy $18,456.00 which is the purchase of
Lehman Brothers sub-fund unit assets. There i8 $849.00 still sitting in the remaining
collateral deficiency amount to date.

FOIA Request

Trustee Wright asked if she could review any infation that pertains to her that is being sent
out as part of the FOIA. Ms. Billings stated ttta information had already been provided to
Mr. Yakey. Ms. Zimmermann assured Trustee Wright &all account numbers and any
confidential information was blacked out.

United Investment Managers Sale

Mr. Kuhn said that Larry Gray was owner of Unitedéstment Managers, a manager of
managers investment firm. The System has two mesdiarge cap value and all cap, that are
currently being managed by UIM. Late last month Mray sold UIM because it had become a
financial burden. He had a gentleman’s agreeméhttive buyer who agreed to keep the firm
intact during the first quarter after the transacti However, the new ownership immediately cut
two or three of the employees and a number of ctadf members left on their own. The
company is a shell of what it was.

Trustee Bowman arrived at 3:10 p.m.
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Trustee Bowman asked if the person that boughtdhgany was involved in a securities
litigation issue. Mr. Kuhn said that Larry Grayrfsemed due diligence before making the sale
and felt comfortable with the new ownership. Olmgly, the person did not follow through with
their agreement. They have been in contact wiglmthnagers and Gray & Company is
watching them. He recommended that the Board jutdh watch and if they feel comfortable
they could have Gray & Company take over. Theyld/dhen be responsible for terminating
managers. It would not be a significant change.

Chairman Harrison said that the new owner is adikega corporate raider. Based on what has
happened, the level of trust has been broken. woplst, the new owner is now trying to call
back people but no one has come back. He aske®iNMsgs what options the Board has with
regard to putting UIM on watch or sticking with the

Ms. Billings said that she just became aware ofstide before the meeting started. They have an
at will contract and could be terminated immediateAs far as termination versus watch is
concerned, they have lost the confidence of thedaad there is no requirement that a manager
be put on watch.

Trustee Sauceda asked what went wrong. Mr. Kulthtkat UIM had become a financial

burden based on what happened in the market dtivengast year. Larry Gray stayed on as long
as he could because he was looking out for the@®yapt. He felt that the new ownership would
keep things going.

UIM’s timber fund did not grow assets as plann&te fund was estimated to be $100 million to
$200 million. With timber prices driven down anguéies down 40%, Larry Gray was writing
checks out of his personal account to make paytdlM had already been through a round of
salary cuts. He basically gave the company away compensation he receives will be two
years down the road and based on the assets uag@gement at that time.

Chairman Harrison said that he did not feel theas any reason to put UIM on watch. The
same people are not at the helm. The Board chargut UIM on watch or terminate them.

Trustee Barnett asked what UIM does. Mr. Kuhn $iaéd they manage the all cap and large cap
strategies. UIM was responsible for hiring thetlmeanagers and revising the strategy. He used
Allegiant as an example of one of the managerkemportfolio. The all cap strategy runs against
the Russell 3000 Index and the large cap valugeglyauns against the Russell 1000 Value
Index. Ivory Day was a key member of the staff wias responsible for allocations and
optimization. Historically, UIM has good perforna@results. However, the same people who
managed the managers are no longer there.

Trustee Wright said that she was disappointeduiiiétdid not send out a letter or
correspondence regarding the impending sale wkiaelhréquirement of other managers. She
also feels that the manager should be terminatetebls that transferring the investment over to
Gray & Company could be considered a conflict ééiast. She originally thought that having
UIM manage the investment was also a conflict. Bi#ings said that she has not looked at this
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issue from a legal perspective and does not feeBtrard should make a quick decision. This is
a lot of money. The investment is $62 million.

Trustee Wright asked if the manager is terminatbdtiner the money can be put into an index
fund. It just seems there should be other opti@tse is not comfortable making this decision
today.

Mr. Kuhn said that many consulting firms make théseisions for their clients. UIM was a new
model that allowed Gray & Company to split the besses. He would suggest having Gray &
Company take over the strategy and manage the reemimgtead of terminating the managers.
When UIM was watching over the allocation they weeeng paid to monitor the performance of
the managers. Gray & Company would be assumingoleeof UIM and contacting managers
for their monthly performance results.

Chairman Harrison said that without a contract ne would be keeping an eye on the managers.
He said that he felt the letter regarding the shtaild have come from the new owner of UIM.
He feels that the Board is handcuffed.

Trustee Wright asked what the correct resolutiavukhbe and whether they should terminate
UIM. Ms. Billings said she needs time to review ttontract and confirmed with Mr. Kuhn that
Gray & Company is still watching the managers.

Trustee Wright asked if Larry Gray has a percentageership in the company. Mr. Kuhn said
that he has no ownership in the company.

There was discussion on how to proceed with thaitetion of UIM. Currently, the new
ownership of UIM has the authority to terminate agers. A letter needs to be sent out letting
the managers know that UIM is no longer represgrttiem if the management is transferred to
Gray & Company. If UIM is terminated technicalhet Board and the Retirement Office would
be responsible for monitoring and servicing the agamns. Ms. Zimmermann stated that they
would have to set up separate contracts with theagers and the current management fees may
not apply. It could be much more complex than wiathought. The managers would have the
System’s money with no contracts in place. A teraposolution needs to be found.

Mr. Kuhn said that Gray & Company could assumertihe UIM had managing the accounts.
Ms. Zimmermann said that if the Board does not l@rdidence in the new UIM they could

temporarily put the accounts with Gray & Companyalihwould be one contract versus nine.
Gray & Company could mirror the UIM contract anéihithe managers could be transferred.

Ms. Billings said that she has to review the stitef the contract and would like an
opportunity to meet with Larry Gray.

Mr. Kuhn said that a temporary solution could b@ub a short-term contract with Gray &
Company in place.

Trustee Williams said that he feels this is a don#if interest.
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RESOLUTION 09-072 By Bowman, Supported by Wright

Resolved, That the Board approve the terminatiddrofed Investment Managers and replace
the manager with Gray & Company assuming the samgact terms and conditions pending
legal review.

Yeas: 6 —Nays: O

Chairman Harrison asked if a special meeting neets scheduled. It was determined if there
are no legal issues a special meeting will notdmessary.

Chairman Harrison stated that there is a no compatese

Trustee Bowman was provided a brief overview oflthestment Policy Statement revisions
and the addition of futures language to the IPS.

RESOLUTION 09-073 By Wright, Supported by Barnett
Resolved, That the Board adopt the Investment Y &8iatement with changes allowing the use
of futures by Oppenheimer Capital to shorten darain the fixed income portfolio.

Yeas: 6 —Nays: O

SCHEDULING OF NEXT MEETING AND ADJOURNMENT:

Regular Meeting: October 28, 2009 1:30 p.m. — Cityincil Conference Room, Second Floor,
City Hall

ADJOURNMENT

RESOLUTION 09-074 By Barnett, Supported by Bowman
Resolved, That the meeting be adjourned at 3:46 p.m

Yeas: 6 — Nays: O

| certify that the foregoing are the true and

correct minutes of the meeting of the

General Employees Retirement System held
on September 23, 2009

Asrecorded by Jane Arndt
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