
CITY OF ANN ARBOR RETIREE HEALTH CARE BENEFIT PLAN & TRUST

BOARD OF TRUSTEES


Minutes for the Regular Board Meeting

November 19, 2009
The meeting was called to order by Nancy Sylvester, Chairperson, at 9:41 a.m.

ROLL CALL

Members Present:
Crawford, Flack, Fraser, Hescheles, Kahan, Nerdrum, Sylvester
Members Absent:
Kaur, Stanford
Staff Present:

Kluczynski, Powell

Others:

Michael VanOverbeke, Legal Counsel



David Kausch, Gabriel, Roeder, Smith & Company 




John Mallows, Gabriel, Roeder, Smith & Company 




Jeff Rentschler, City Retiree




Jack Ceo, City Retiree


David Dephuis, City Resident




Karen Sydney, City Resident

AUDIENCE COMMENTS - None
A.
APPROVAL OF REVISED AGENDA
Mr. Powell stated that there is a revision to item C-1 due to an additional invoice from Gray & Company.

It was moved by Nerdrum and seconded by Kahan to approve the agenda as revised.

Approved

B.
APPROVAL OF MINUTES
B-1   
October 15, 2009 Regular Retiree Health Care Benefit Plan & Trust Board Meeting
It was moved by Crawford and seconded by Flack to approve the October 15, 2009 Board meeting minutes as submitted. 


Approved
C.
CONSENT AGENDA

C-1
Authorization for Payment of Invoices ($ 48,454.40) 
WHEREAS, the Board of Trustees is vested with the general administration, management and responsibility for the proper operation of the Trust; and 

WHEREAS, Section 1:746(1) of Chapter 21 of the Code of the City of Ann Arbor provides that the Trustees may use a portion of the income of the system for payment for reasonable and necessary professional services costs and expenses related to assisting the Trustees and Trust Administrator in the operation of the Trust; and

WHEREAS, the Board of Trustees is required to act with the same care skill, prudence and diligence under the circumstances then prevailing that a prudent person acting in a similar capacity and familiar with those matters would use in the conduct of a similar enterprise with similar aims; therefore be it

RESOLVED, that the Board of Trustees’ custodial bank, The Northern Trust Company, is authorized and directed to provide payment to the following vendors and providers of service in the 
amount as indicated upon receipt by the Board of appropriate invoices or as required by lease agreements, subject to (a) review and approval of said invoices and lease agreements by appropriate Board representatives and (b) payment authorization signed by Nancy Sylvester/Chairperson, Alexa Nerdrum/Vice-Chairperson, or Jeremy Flack/Secretary, and Willie J. Powell, Executive Director.
	
	PAYEE
	AMOUNT
	DESCRIPTION

	1.
	Bradford & Marzec, Inc.   
	1,352.94
	Investment Mgmt. Fees:  9/18/09 - 9/30/09

	2.
	Chicago Equity Partners   
	13,543.59
	Investment Mgmt. Fees:  7/1/09 – 9/30/09

	3.
	Fisher Investments   
	18,354.12
	Investment Mgmt. Fees:  7/1/09 – 9/30/09

	4.
	Southern Sun Asset Mgmt.
	11,833.00
	Investment Mgmt. Fees:  7/1/09 – 9/30/09

	5.
	Abraham & Gaffney, P.C.  
	2,000.00
	Final billing for year-end fieldwork for FY 6/30/2009

	6.
	Gray & Company   
	1,370.75
	Investment Consultant Retainer – October 2009

	
	TOTAL 
	48,454.40
	


It was moved by Fraser and seconded by Crawford to approve the consent agenda as revised.

Approved

D.
ACTION ITEMS 

D-1
Approval of Contract with GTS Advisors, Transition Manager
It was moved by Fraser and seconded by Nerdrum to authorize execution of the contract with GTS Advisors by the Board Chairperson.

Approved


D-2
Termination of Chicago Equity Partners and Transfer of Their Holdings
WHEREAS, the Board of Trustees is vested with the general administration, management and operation of the Retirement System, and

WHEREAS, the Board of Trustees is required to act with the same care, skill, prudence and diligence under the circumstances then prevailing that a prudent person acting in a similar capacity and familiar with those matters would use in the conduct of a similar enterprise with similar aims; and

WHEREAS, the Board of Trustees has an approved Investment Policy Statement in order to effectively monitor on an ongoing basis its investment managers; and

WHEREAS, the Investment Policy Statement stipulates that any investment manager that has a rolling three year total fund return (gross of fees) that is less than the manager’s market index be placed on the watch list; and

WHEREAS, the Board of Trustees, at its July 16, 2009 Regular Board Meeting, placed Chicago Equity Partners on its watch list, and

WHEREAS, the Manager’s Termination Procedures, outlined in the Investment Policy Statement states that if performance does not improve during phase one of the probation, the Trustees will take actions towards termination; and for managers who have achieved 3 or more years of performance and their performance is below the median (50th percentile) of their peer group over a five year period may be terminated, and

WHEREAS, according to Gray & Company’s quarterly Performance Report Period Ending September  30, 2009,  Chicago Equity Partners is in the 99th percentile for the 5 year period in the Gray & Company Mid Cap Neutral Cumulative Performance Comparisons, and

WHEREAS, the Investment Policy Committee, along with its Investment Consultant, Gray & Company, recommends that Chicago Equity Partners be given a notice of termination, therefore be it

RESOLVED, that Chicago Equity Partners be terminated as soon as administratively possible, and

FURTHER RESOLVED, that the Executive Director transfers the funds to a Mid Cap Index Fund that he and Gray Company agree with, and

FURTHER RESOLVED, that the Board authorizes the Executive Director to execute any and all required documents to carry out the Board’s directives provided by this resolution.

It was moved by Kahan and seconded by Flack to approve the termination of Chicago Equity Partners and the transfer of their holdings to a passive Index Fund to be decided by Mr. Powell and Gray & Company.

Approved

E.
PRESENTATION – Report of the 11th Annual Actuarial Valuation for the Year Ended June 30, 2009

Mr. Kausch and Mr. Mallows reviewed the Actuarial Valuation for the year ended June 30, 2009. Below are the Comments and Conclusions.
COMMENT A

The Benefits Plan began operation during the year ending June 30, 1999. The purpose of the Plan is to provide a funding vehicle for retiree health and life insurance benefits. The City is now "pre-funding" for the health and life insurance coverage provided to retirants and beneficiaries. Assets are being set aside during an active participant's career in order to provide health and life insurance coverage after retirement. This contrasts with the prior practice of paying health and life insurance premiums as they come due - - an inherently increasing cost method.

COMMENT B

The Benefit Plan’s investment return was 1.1% versus 7.0% assumed based on the smoothed value of assets during the year ending June 30, 2009. In a plan with a funded ratio of 31%, this investment return underperformance is not as significant to experience in the short-term as it could be when the funded ratio approaches 100%. Valuation assets are $16.7 million higher than market value of assets as of June 30, 2009. This will exert upward pressure on the contribution rate and downward pressure on the funded ratio over the next four years.

COMMENT C

The weighted average computed contribution rate for advance-funding of the post-retirement health and life insurance coverage is 26.56% of active participant payroll vs. 26.00% last year. The primary driver of the increase in the rate is the impact of the reduction in active participant’s payroll over which the unfunded actuarial accrued liability is being amortized, offset by raw retiree premium rates which increased 5.6% for pre-65 retirees and 2.6% for post-65 retirees as compared to the anticipated trend of 9.5%.

COMMENT D

The City offered an early retirement window for Police members effective June 30, 2009. The impact of this window is incorporated in this report. The City made additional employer contributions of $1,699,505 to fund the increase in liability associated with this change.
COMMENT E

The establishment of a program of advance-funding for post-retirement health insurance does not protect the City from the effects of runaway health care costs. Other steps may be required, by the City or the health care industry, to cure that ill. Some of these steps have been taken in the past few years. Advance-funding can, however, protect against expected future demographic changes, such as the increasing ratio of retired participant to active participant number count. Advance-funding also provides some cushion against the effects of large one-year increases in premiums followed by years of moderate increases. Finally, advance-funding helps enhance the security of future health insurance benefits, decreasing the likelihood that benefits will be severely curtailed.

COMMENT F

The City will not realize any short-term budgetary gain from advance-funding for post-retirement health and life insurance benefits. Long range gains will occur, however, and the cushion associated with a reserve fund is a valuable side effect. Eventually, if the recommended funding contributions in this and subsequent reports are made, the Plan will be fully actuarially funded. Along the way, more and more of the benefit payout will be paid out of investment income. In the year ending June 30, 2009, $1,699,505 was contributed to the fund and benefits were paid from City assets to meet the recommended contribution requirement for the year. Failure to contribute the recommended contribution on a timely basis going forward will cause increases in contribution requirements, and increases in the net OPEB obligation.

CONCLUSION

The City and the Board of Trustees should continue to be diligent about managing the financial position of the Retiree Health Care Benefits Plan.
It was moved by Fraser and seconded by Nerdrum to acknowledge the presentation of the Actuarial Report as of June 30, 2009, to acknowledge receipt of the Report, and direct that a copy be forwarded to the employer (City) with an indication of the required employer contribution rate for the fiscal year beginning July 1, 2010.


Approved

Mr. Ceo stated that Mr. VanOverbeke was the one who brought the VEBA Trust to the System in 1998 when it was in a good financial position, and in cooperation with the City, decided to move some of the assets from the retiree mileage into this pre-funding vehicle and he believes Mr. VanOverbeke did a wonderful job in helping to set up this fund.

F.
DISCUSSION ITEMS - None
G.
REPORTS
G-1
Investment Policy Committee Report – November 9, 2009
Following are the Retiree Health Care Benefit Plan & Trust Investment Policy Committee minutes from the meeting convened at 1:39 p.m. on November 9, 2009:

Member(s) Present:

Flack, Hescheles (2:04), Kahan, Sylvester

Member(s) Absent:

None

Other Trustees Present:
None

Staff Present:


Powell, Kluczynski

Others Present:

Larry Gray, Gray & Company 





Chris Kuhn, Gray & Company 





Michael Nairne, Chicago Equity Partners 





David Coughenour, Chicago Equity Partners 

Mr. Powell asked the Committee to revise the agenda by moving Chicago Equity first on the agenda in order to discuss their performance history. The Committee agreed.

Chicago Equity Partners – Performance History

Mr. Nairne and Mr. Coughenour were present to discuss Chicago Equity Partners’ performance history and what has been going on in the market. Mr. Coughenour gave a summary of the account as of September 30, 2009, stating that there have been no changes with the firm, and year to date the portfolio is up 30.25% versus the benchmark up at 30.14%, so there has been improvement in portfolio performance given where they have been from 2007 through 2008, and there is continued room for improvement. There was good performance in the beginning part of the year and the portfolio has done a good job of keeping pace with market performance since the bottom. The total account market value as of September 30, 2009 was $10,853,893.

Mr. Coughenour discussed their strategy, and why although it has been effective in the past, perhaps not lately with this portfolio, they believe it is still effective and makes sense for the long run. Mr. Coughenour stated they have seen greater contributions across the majority of the sectors so the performance hasn’t been driven by a very narrow part of the portfolio; they have seen good participation in health care, financials, materials, staples, and discretionary, so seven of the ten sectors in the portfolio have actually done better than the benchmark year-to-date through the end of September. The three sectors that haven’t done as well are utilities, energy, and technology. Mr. Coughenour stated that they have been very consistent over the last 15 years in making their clients money, and what is different about the most recent period is what the market has rewarded given the stresses that have gone on starting with the decline in housing, the impact of financial companies because of the ultimate spillover into the broader economy and the collapse on the earning side.

Mr. Coughenour stated the market has swung from one extreme to another, but even while being successful long-run, there are going to be periods of underperformance, it is all captured by a process that has been effective on an annualized basis of over 1% from inception, it is active, it covers fees, and has worked for 1½ decades; although in the most recent time period, we have seen the reversal, which they believe that environment should not be characterized with being the one that we would want to select stocks going forward in identifying companies that are distressed, but companies that have year-over-year earnings decline. 

In summary, the report indicates the following:

· Chicago Equity’s mid cap core portfolios outperformed by approximately 140 basis points on a year-to-date basis through September 30th. With a return of 30.1% on a year-to-date basis through September 30th, the S&P 400 index is leading both the S&P 500 (large cap) and the S&P 600 (small cap).

· As 2009 began, the mid cap market rewarded a portfolio balanced between stocks trading at reasonable valuations and those growing at a faster rate than their peers. This trend persisted for the first two months of the year before shifting quickly in March. The market rally that began in March has been led by low-quality, low-priced stocks. As a result, our model was inverted in the second and third quarters, with the lowest-ranked stocks outperforming and the highest-ranked stocks underperforming. The Value factors continue to be the dominating factor group this quarter. The extreme factor returns witnessed in the second quarter have subsided, and the momentum factors have started to show improvement.

· Although the macro environment remains challenging, due to one of the harshest recessions in post-World War II history, we believe the market ultimately will reward fundamentally sound portfolios balanced between strong growth characteristics and reasonable valuations.

· Stock selection was a positive contributor to performance for the first nine months of 2009, with favorable selection in seven sectors.

Mr. Coughenour stated that they have seen a market that hasn’t rewarded what it has historically, what worked more recently hasn’t been what’s been effective over the long-run, but they believe in the underpinnings of how they are managing the portfolio, that by looking at those intuitive economic relationships and the proven relationships, and applying control in the portfolio, that it will explain success going forward. There is still a lot of work to do given the past performance, but that is in the books, and they can only control what is going to happen going forward, and they are starting to see some improvement there and better information, but there is much room for improvement given what has been going on in the last three years. Mr. Nairne and Mr. Coughenour departed the meeting after their presentation, and the Committee discussed the firm’s performance.

Mr. Kahan stated that it appears that looking at every period for the last five years, or since inception, they have underperformed, and although they say that things are starting to turn around, it is hard for him to see that when it looks like they are still underperforming. After further discussion, the Committee decided to recommend to the Board of Trustees that the relationship with Chicago Equity Partners be terminated and the money from this fund be placed into an index fund, at least in the short term.

It was moved by Kahan and seconded by Sylvester to recommend that the Board of Trustees terminate the relationship with Chicago Equity Partners and temporarily house the assets in an index fund to be decided between the Executive Director and Gray & Company.


Approved

Retiree Health Care Benefit Plan & Trust Quarterly Review for the Quarter Ending SEPTEMBER 30, 2009

Mr. Gray reviewed the Executive Overview of the portfolio. The Fund's total market value as of September 30, 2009 was $60.87 million. The Fund had a return of 13.03% for the current quarter, and a return of -0.79% for the last twelve months. 

Summary of Assets as of September 30, 2009:

	Managers
	Market Value

	Domestic Equity Composite 
	30,869,000

	International Equity Composite
	9,252,000

	Fixed Income 
	17,820,000

	Real Estate
	2,218,000

	Cash
	707,000

	Total Plan
	$60,866,000


ADJOURNMENT

The meeting was adjourned at 2:44 p.m.
G-2
Preliminary Investment Reports for the Month Ended October 31, 2009
N. Gail Jarskey, Accountant, submitted the Financial Report for the month ended October 31, 2009, to the Board of Trustees:

	10/31/2009 Asset Value (Preliminary)
	$59,874,698

	9/30/2009 Asset Value (Audited by Northern)
	$60,388,047

	Calendar YTD Increase/Decrease in Assets 

(excludes non-investment receipts and disbursements)
	$ 7,459,321

	Percent Gain <Loss>
	15.3%

	November 18, 2009 Asset Value
	$ 62,141,145 



G-3
Legal Report –No Report
H.
TRUSTEE COMMENTS - None
I.
FUTURE AGENDA ITEMS - None
J.
INFORMATION

J-1
Legal Counsel Response to Audit Letter
The Legal Counsel’s response to the Audit Letter was received and filed.
K.
ADJOURNMENT
It was moved by Nerdrum and seconded by Fraser to adjourn the meeting at 10:15 a.m.

Meeting adjourned at 10:15 a.m.

Willie J. Powell, Executive Director 

City of Ann Arbor Employees' Retirement System
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