CITY OF PONTIAC, MICHIGAN
GENERAL EMPLOYEES RETIREMETN SYSTEM
BOARD OF TRUSTEES
APRIL 26, 2006

A regular meeting of the Board of Trustees was hwidWednesday, April 26, 2006 at the
Municipal and Health Services Credit Union, 144 Hike Street, Pontiac, Michigan, Lower
Level Conference Room. The meeting was calledderaat 1:35 p.m.

TRUSTEES PRESENT

Charlie Harrison, llI Robert Giddings
Raymond Cochran, Secretary Debra Woods
Shirley Barnett Kevin Williams

Javier Sauceda Andrea Wright

Koné Bowman

Mayor, Clarence Phillip&bsent)
Devin Scott(excused)

OTHERS PRESENT

Laurence Gray, Gray & Company

Tom Michaud, VanOverbeke, Michaud & Timmony, PC
Ellen Zimmermann, Retirement Systems Administrator
Jane Arndt, M-Administrative Assistant

Re: Appointment of Chairman
Tom Michaud told the Board that they should appainew Chairman. Trustee Barnett
nominated Trustee Giddings. Trustee Williams nated Trustee Harrison.

RESOLUTION 06-037 By Woods, Supported by Cochran
Resolved, That the Board of Trustees close nonanatand vote for Chairman of the General
Employees Retirement System Board of Trustees

Trustee Sauceda — Charlie Harrison, IlI
Trustee Cochran — Charlie Harrison, Il
Trustee Barnett — Robert Giddings
Trustee Bowman — Charlie Harrison, lll
Trustee Woods — Charlie Harrison, Il
Trustee Williams — Charlie Harrison, 1lI
Trustee Harrison — abstain

Trustee Giddings — abstain
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Trustee Charlie Harrison, 11l received the majoofythe votes and was appointed Chairman.

Re: Appointment of Vice Chairman
Tom Michaud told the Board that they should appailice Chairman. Trustee Williams
nominated Trustee Giddings. Trustee Harrison nateth Trustee Sauceda.

RESOLUTION 06-038By Woods, Supported by Bowman
Resolved, That the Board of Trustees close nononsatand vote for Vice Chairman of the
General Employees Retirement System Board of Teaste

Trustee Williams — Robert Giddings
Trustee Woods — Javier Sauceda
Trustee Bowman — Javier Sauceda
Trustee Barnett — Robert Giddings
Trustee Cochran — Javier Sauceda
Trustee Sauceda - abstain

Trustee Giddings — abstain

Trustee Harrison, lll — Javier Sauceda

Trustee Javier Sauceda received the majority ovobes and is appointed Vice Chairman.

APPROVAL OF CONSENT AGENDA

Re: Consent Agenda — March 29, 2006
A. Minutes of Regular Meeting: March 29, 2006
B. Communications:
1. Correspondence from GERS to CAPROC Re: Q4 ZRAP Financial Statements
2. Correspondence from CAPROC Re: Q4 2005 GAARIkial Statements
3. Conferences:
a. Mellon Trust University — Mellon — June 19-2P0B
b. CAPPP — IFEBP - Various dates
c. Recovering Investor Assets — IIF — October 2856
C. Financial Reports:
1. Financial Reports — March 2006
2. Securities Lending Report — February 2006
3. Commission Recapture Report — March 2006
4. Accounts Payable:

a. ADP $2,078.85
b. American Arbitration Association 23.93
c. Bienstock 6625

d. C2 Legal of Michigan 74.48
e. City of Pontiac 1,674.08
f. Gray & Co. 8,104.17
g. lkon 198.59
h. Sullivan, Ward, Asher & Patton (CAPROC) 28,6637
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i. Visa 5,092.57
j. Wall Street Journal 150.50
k. X Act 109.13
D. Retirements, Refunds, Final Calculations, Re-Exations
1. Remove from the Rolls:
a. Clara Barnett (deceased 04-04-06)
b. Jean Bossert (deceased 04-09-06)
c. Bernice Savedge (deceased 03-31-06)
d. Mary Torres (deceased 04-13-06)
2. Application for Service Retirement:

a. Mary J. Ramirez — NOMC 17 years, 3 hent Age 60
3. Final Pension Calculations:

a. Mark Sharpe #2200 2,645.02

b. Henry Shoemaker #2219 3,667.64

c. Steven McGinnis #2234 3,506.74

d. Dianne York #2240 1,954.12

e. Meguel Contreras #2252 2,121.25

f. Mary Thomas #2298 1,581.87

g. Larry Beers #2303 3,658.39

h. Patricia Williams #2308 1,158.99

i. Mary J. Ramirez #2319 550.25

j. Rose Trejo #2325 2,111.39
. Alma Moore #2326 1,869.64

I. Fonda Sigmann #2329 1,826.94

RESOLUTION 06—-039By Hannan, Supported by Sauceda
Resolved, That the consent agenda for January0®%, Re approved as presented.

Yeas: 9 — Nays: 0

RESOLUTION 06—-040By Williams, Supported by Barnett
Resolved, That the Board of Trustees approve Teuateods to attend CAPPP Part II.

Roll Call:

Trustee Barnett — yea Trustee Bowman — yea
Trustee Cochran — yea Trustee Giddings — yea
Trustee Sauceda — yea Trustee Williams — yea
Trustee Woods — yea Trustee Wright — yea

Trustee Harrison - yea
CONSULTANTS

Re: GE Asset Management Update

Mr. Gray told the Board that they are continuingrtonitor the performance of GE Asset
Management. He said that they are currently 8&lpmsnts below the benchmark but that their
performance is up 2.9% for the quarter. He tolBleard that since they hired GE as their
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manager, they have been been more than 242 basts pelow the benchmark. He said that
they would continue to watch GE’s performance aeelpkthe Board updated.

Trustee Harrison asked if GE was performing ouhefr style bucket. He said that their original
numbers coming in helped them look good and theit 8tyle drift enhanced their returns.
However, since moving back to their style they handerperformed. Mr. Gray commented that
as an upper median and/or upper quartile managgriéve potential. However, they dove into
a market where they don’t have aptitude. GE has Ipeit on formal watch and are normally
allowed a full market cycle to improve their perfance. Trustee Harrison asked if GE Asset
Management is part of any of Gray’s client portisli Mr. Gray replied no and that they don’t
come up as a top tier firm.

Re: Capital Guardian Fees

Mr. Gray stated that with the rebalancing, the aliecation to Capital Guardian dropped below
a certain level taking the fund from a large matket middle market client. With this change in
client class, their fees have dropped from 41 hasiists to 37 basis points. He said that Capital
Guardian should continue to provide the same lesérvice.

Re: High Yield Manager Search

Mr. Gray told the Board that they currently havd $2million allocated to high yield with Seix
Advisors. However, Seix is a good core managenbtt high yield manager. They don’t
purchase below investment grade bonds; therefoeg,dan’t keep up with the benchmark.

He stated that they brought eight manager nam@etBoard. From those names it was
determined to hear from five managers (Babson, D@kware, J P Morgan Chase and Peritus).
After hearing the manager presentations the list mearowed to three: DDJ, J P Morgan Chase
and Peritus.

There was discussion comparing up/down market captonsistency ratings and credit ratings
for the managers. Down market capture showed DE&Ba3% and Peritus at -150.17% which
displayed their ability to make money in a down ke&r Credit ratings exhibited the ability of
these managers to reach down and take advantaggoiftunities showing Peritus at 60%
invested in CCC rated bonds at the time of thipshat.

Discussion continued regarding the five-year regikaim chart. Ms. Zimmermann asked if
standard deviation can be positive. Trustee Hamresked if there was the potential for more
risk with Peritus then other managers. Mr. Gragl@xed that Peritus’s negative deviation is
actually positive deviation and that high returas offset associated risk. Mr. Gray provided
the peer rankings for the managers with Peritukinarin the £ to 5" percentile, DDJ ranking
in the 18" to 12" and JPMorgan Chase in thé"250" percentile.

Trustee Giddings told the Board that this decigsomot a civic issue but should be based on
manager performance, looking for a less consematignager and adding alpha to the portfolio.
He pointed out that the Board is looking for a lessservative manager. He added that there
has been a lot of discontent with J P Morgan avd they handle clients with their centralized
trust team. He also stated that he feels the Bslawdld retain their fiduciary independence.
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An initial vote was taken to see which managemBbard preferred.

Trustee Sauceda — JPMorgan Chase Trustee Wodtlderdgan Chase
Trustee Cochran — Peritus Trustee Williams — Jiglslo Chase
Trustee Barnett — Peritus Trustee Wright — Peritu

Trustee Bowman — JPMorgan Trustee Giddings -tWReri

Trustee Cochran disclosed that his son works foMorgan Chase out of New York, but for a
different branch of the business.

Mr. Gray disclosed that Peritus retains a thirdypararketing firm.

Discussion continued. Trustee Cochran added tithtPeritus and DDJ are boutique firms that
only focus on high yield. Trustee Barnett commaérteat Peritus has no public fund clients.
Trustee Harrison commented that he is still coregtabout the risk and referred to the standard
deviation. Trustee Wright responded by commeritiag at the March meeting her impression
was that the Board was looking for something déferand that this investment affects 5% of the
total fund. Trustee Bowman asked if the fund veeckéd in to their decision. Mr. Gray replied
that there is a 30-day termination notice withrienager.

RESOLUTION 06-041By Williams, Supported by Barnett

WHEREAS, the Retirement Board is vested with theegal administration, management and
operation of the Retirement System and has fidye@sponsibilities relative to the proper
administration of the pension trust fund, and

WHEREAS, the Retirement Board has reviewed withntgestment consultant the Retirement
System’s investment portfolio and asset allocaitiolight of: (1 the portfolio’s historical
performance; (2) recent changes in the economidiaadcial market conditions; and (3) the
Retirement Board’s goal of maximizing future gawithout overtly increasing risk or volatility
in the portfolio, and

WHEREAS, in light of the foregoing factors and upenommendation of its investment
consultant, the Retirement Board is desirous ofintaghanges in its investment manager and
the structure of its current portfolio, and

WHEREAS, the Retirement Board’s investment comsiilhas conducted an investment
manager search and has presented to the Retir&oard prospective managers for
consideration, and

WHEREAS, the Retirement Board is of the opiniort thahiring an investment management
firm to manage a high yield fixed income portfolibe Retirement System will have greater
diversity and accordingly less potential volatilignd

WHEREAS, the Retirement Board has reviewed andudssxd the prospective investment
managers and has interviewed potential candidates,
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WHEREAS, the Retirement Board has discussed invastrphilosophy, strategy, historical
performance, and fee structure of various firmsiaraf the opinion that Peritus | Asset
Management, LLC. (“Peritus”) meets the Retiremeodtdl's requirements, and

WHEREAS, the Retirement Board, upon the recommeénaf its investment consultant and
having completed its due diligence, is desirousetdining Peritus as an investment manager of
the Retirement System, therefore be it

RESOLVED, that Peritus | Asset Management, LLCagseby appointed as investment manager
to manage a high yield fixed income portfolio, dadher

RESOLVED, that subject to approval of a final agneet as to form and content by the
Retirement Board’s legal counsel and the RetirerBeatrd, the Retirement Board enter into a
written agreement with Peritus and that such ageseiime executed by appropriate signatories
on behalf of the Retirement Board, and further

RESOLVED, that the Retirement Board’s investmemistidtant is hereby directed to coordinate
the reallocation of the Retirement System’s asmadisto ensure that the reallocation is consistent
with the Retirement Board’s discussion and investrgeidelines, and further

RESOLVED, that Seix Advisors shall be terminatedrupransition of the assets to Peritus, and
further

RESOLVED, that copies of this resolution be forwatdo Peritus; and the Retirement Board’s
Custodian and Investment Consultant.

Roll Call:

Trustee Barnett — yea Trustee Bowman — yea
Trustee Cochran — yea Trustee Giddings — yea
Trustee Sauceda — yea Trustee Williams — yea
Trustee Woods — yea Trustee Wright — yea

Trustee Harrison - yea
REPORTS

Re: Chairman
Chairman Harrison thanked the Board for its voteaffidence. He also said he would contact
Ms. Zimmermann for a CAPROC update.

Ms. Zimmermann said that she would setup a tintadet with the new trustees to update them
on CAPROC. She also mentioned that it is custorfa@arthe Chairman to meet with her after
the agenda is compiled before the next scheduledinge

Re: Secretary
Trustee Cochran commented that he felt that thedBdid a good job by reaching a consensus.
He told the Board that he has confidence in Langy@ manager selections and that they could
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not have made a wrong choice. He said that theyibte the fund to do the best possible job.
He also said that nothing is carved in stone atitkifmanager isn’'t meeting the needs of the
fund it can be addressed.

Re: Trustees / Committees

Real Estate Committee- None
Personnel Committee None

Re: Administrator
Ms. Zimmermann said that if any of the trusteeshaang issues with their VISA cards they
should bring them to her for activation.

Ms. Zimmermann welcomed the new and returning éest She asked the Board to make a
motion to send a resolution of thanks to the dapaBoard members.

RESOLUTION 06-042By Sauceda, Supported by Bowman
Resolved, That the Board of Trustees send a résolaf thanks to the departing Board
members.

Yeas: 9 —Nays: O

Ms. Zimmermann stated that last month corresporelesas received from Bob Davis of NOMC
regarding improving the benefit to hospital retgre&he told the Board that it is customary to
send a written response. Trustee Barnett toldtdaed that she had contacted Mr. Davis’ office
but would like Mr. Michaud to respond in writing a®ll.

RESOLUTION 06—-043By Barnett, Supported by Woods
Resolved, That the Board of Trustees approve legatsel to provide a written response to
NOMC regarding their request.

Yeas: 9 —Nays: O

Re: Legal

Tom Michaud explained to the new trustees that viherSEC takes action against companies it
often results in a shareholder class and derivatit®n. He said that the fund has recently lost
shares with Sybron Dental Specialties, Inc. anddeNelson, Inc. who are being investigated
for potential breaches of fiduciary duties to shatders. Both were holdings in the Loomis
small-cap account. He asked to pursue the actidche@Board’s behalf.

RESOLUTION 06-044By Sauceda, Supported by Wright
Resolved, That the Board of Trustees approvesubsuf of lead plaintiff in the Sybron Dental
Specialties and Thomas Nelson cases as recommbgdegdal counsel.

Yeas: 9 —-Nays: O
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Trustee Harrison asked how legal fees are recovavedMichaud replied that the Court
dictates the fees. He also said that fees areeeed only if a settlement is awarded.

Re: Union Representatives None
UNFINISHED BUSINESS

Re: Ethics Policy

Ms. Zimmermann and Mr. Michaud referred to the uedathics policy for the Board’s review.
Mr. Michaud explained that there has been a Idiaaf press and that disclosure alleviates the
risk and protects the Board. Ms. Zimmermann exglaithat at the last meeting the Board asked
counsel to update the ethics policy.

Mr. Michaud went over the change to the ethicsgyalvhich referred to disclosure in written
form or verbally in an open meeting. He told theaBl that for the sake of transparency the
Board wanted a disclosure policy. He also remirtiedBoard that it is good practice that
during a search there is a “quiet time” when tlereuld be no contact with managers who are
involved in the search.

There was discussion about the changes. Mr. Mithald the Board that they are looking for
something workable that makes sense. Trustee Basleed about how the policy affects
conferences. Trustee Harrison asked about medtiagare of a non-business nature. Mr.
Michaud concluded that disclosure would be in tbst interest of the Board.

Re: Grievance Memos

Ms. Zimmermann informed the Board that she has bigérg for some months to obtain copies
of the grievance memos from Human Resources/Labtati@ns granting service credit. She
said that the data must be reviewed to determiélifferences. The Retirement Office cannot
change service credit based on an answer to aagieeper the Board’s legal counsel. She
stated that she has not been able to meet witiMislirshall.

Re: Ordinance Cleanup -None

Re: Annual Committee Review Tabled

NEW BUSINESS

PUBLIC DISCUSSION

Trustee Wright thanked the Board for their welcognattitude and how much she appreciated it.
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SCHEDULING OF NEXT MEETING

Regular Meeting: May 31, 2006 at 1:30 p.m. in th8hrine Room of City Hall.

ADJOURNMENT

RESOLUTION 06 -045By Sauceda, Supported Barnett
Resolved, That the meeting be adjourned at 3:24 p.m

Yeas: 9 — Nays: 0
| certify that the foregoing is true Minutes of

the General Employees Retirement System
held on April 26, 2006.

Raymond Cochran, Secretary
As recorded by Jane Arndt

General Employees Retirement
Regular Meeting, April 26, 2006



