
City of Ann Arbor Employees' Retirement System

Minutes for the Regular Meeting

December 20, 2007

The meeting was called to order by Chris Heatley, Vice-Chairperson, at 845: a.m.

ROLL CALL
Members Present:
Boonstra, Carter, Crawford, Heatley, Kahan, Nerdrum, Pollock

Members Absent:
Fraser, Sylvester

Staff Present:
Kluczynski, Powell

Others:
Michael VanOverbeke, Legal Counsel


Brad Armstrong, Gabriel, Roeder, Smith & Company 


David Kausch, Gabriel, Roeder, Smith & Company


Charles E. Helppie III, Echelon Wealth Management


Karen Sydney, City Resident
AUDIENCE COMMENTS - None
A.
APPROVAL OF REVISED AGENDA
Mr. Powell stated that the following items have been revised since the distribution of the agenda packet: 

· E-2 - IRC Section 420 – Qualified Transfer of Assets

· G - Audit Presentation cancelled/postponed until January 2008 

· Travel reimbursements added for four Trustees 

It was moved by Boonstra and seconded by Carter to approve the agenda as revised.

Approved as revised

B.
APPROVAL OF MINUTES
B-1
November 15, 2007 Regular Board Meeting Minutes
It was moved by Carter and seconded by Crawford to approve the November 15, 2007 regular Board Meeting minutes as presented.

Approved
C.
CONSENT AGENDA 
It was moved by Pollock and seconded by Kahan to approve the following Consent Agenda:

Preliminary Retirement Resolutions - None

Final Retirement Resolutions 

C-1
Approval of Service Retirement for Donovan Czyszczon
WHEREAS, Donovan Czyszczon (Participant) has submitted an application for a service retirement to the Board of Trustees requesting an effective retirement date of October 27, 2007, and

WHEREAS, said Participant has been credited with 27 years and 4.5 months of service credit, and

WHEREAS, the Board of Trustees has verified that the aforesaid Participant meets all those requirements for a service retirement as established pursuant to the provisions of the Retirement System and applicable collective bargaining agreement, and 

WHEREAS, said Participant has provided all necessary data and certificates/forms to the Board of Trustees, and

WHEREAS, the Board of Trustees has provided all necessary personal and financial data to the Board of Trustees’ actuary who has completed all necessary reports relating to Participant, and

WHEREAS, said Participant has elected to receive an Option III, 50% Joint & Survivor (Pop-Up) form of benefit (and nominated Becky Czyszczon as option beneficiary), and 

WHEREAS, said Participant has requested no annuity withdrawal under the provisions of the Retirement System and collective bargaining agreement, therefore be it

RESOLVED, that a service retirement is hereby granted to Donovan Czyszczon (Participant), effective October 27, 2007, and further

RESOLVED, that benefits be paid consistent with the foregoing, and further

RESOLVED, that copies of this resolution be forwarded to said Participant and the appropriate City representatives.

Resolutions:

C-2
Authorization For Payment of Invoices  ($ 26,225.30)
WHEREAS, The Board of Trustees is vested with the general administration, management and operation of the Retirement System; and

WHEREAS, Section 13(4) of Public Act 314 of 1965, as amended, provides that an investment fiduciary may use a portion of the income of the system to defray the costs of investing, managing, and protecting the assets of the system, may retain services necessary for the conduct of the affairs of the system, and may pay reasonable compensation for those services; 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 previously approved a resolution at its regular meeting of June 19, 1997 to have accounts payable services provided through its custodian bank, The Northern Trust Company; and

WHEREAS, the Board is of the opinion that prompt payment to service providers for services rendered is appropriate and in the best interest of the plan; 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, Chris Heatley/Vice-Chairperson, or Jeffrey Kahan/Secretary, and Willie J. Powell/Executive Director.

	
	PAYEE
	AMOUNT
	DESCRIPTION

	1
	301 E. Liberty LLC
	4,875.98
	Office Lease (including monthly escalation fee)

	2
	Republic Parking System
	375.00
	Monthly Parking Fee

	 3
	Gray & Company 
	7,750.00
	Investment Consultant Retainer – November 2007 

	4
	SBC / AT&T
	131.54
	Monthly Telephone Service - 10/14/07 – 11/13/07

	5
	Arbor Springs Water Co., Inc.
	25.50
	Monthly Water Service

	6
	AT&T
	119.00
	Monthly Toll-Free Telephone Service

	7
	Qwest
	30.53
	Monthly Long-Distance Telephone Service

	8
	Republic Parking System
	78.30
	Monthly parking validation fees

	9
	301 E. Liberty LLC
	28.12
	Two fluorescent u-bulbs

	10
	State Street Global Advisors 
	1,279.85
	Investment Mgmt. Fees – 7/1/07-9/30/07

	11
	Gabriel, Roeder, Smith & Company 
	1,000.00
	Web/Windows Based Benefit Calculators Lic. Fee

	12
	MAPERS
	50.00
	2008 Membership Renewal

	13
	Jeffrey Kahan
	438.91
	Travel Reimbursement – Invesco/Louisville, KY

	14
	Willie Powell
	632.30
	Travel Reimbursement – Rhumbline/Boston, MA

	15
	Willie Powell
	11.07
	Travel Reimbursement – 2007 Fall MAPERS

	16
	VanOverbeke, Michaud & Timmony, P.C. 
	9,399.20
	Legal Services Fees  July 1, 2007-Sept. 30, 2007

	
	TOTAL
	26,225.30
	


Consent agenda approved

D.
ACTION ITEMS
D-1
Proposed Member Interest Credits for Calendar Year 2008
Mr. Powell stated that Gabriel, Roeder, Smith & Company has submitted a letter dated December 11, 2007, indicating that they have completed the calculation of the rate of investment return for crediting interest to member accounts for the coming year. The computed rate of return for the fiscal year ending June 30, 2007 is 10.9%. The equivalent quarterly return is 2.62%, therefore 2.62% interest should be credited to member accounts for the quarter ending March 31, 2008 and each of the remaining three quarters in calendar year 2008.

It was moved by Boonstra and seconded by Nerdrum to approve the proposed Member Interest Credits for Calendar Year 2008 as submitted by Gabriel, Roeder, Smith & Company.


Approved


D-2
Proposed Annual Board Retreat Agenda for Friday, February 8, 2008
Mr. Powell asked the Board to review the proposed Board Retreat Agenda and provide any changes or suggestions. The Board decided to accept the agenda as submitted.

It was moved by Pollock and seconded by Kahan to approve the Annual Board Retreat Agenda as submitted.


Approved


D-3
Reappointment Recommendation Letter for Citizen Trustee Stefani Carter
Mr. Powell presented a letter to Mayor Hieftje, recommending that Ms. Carter be reappointed as Citizen Trustee for the next three-year term. 

It was moved by Crawford and seconded by Pollock to approve the Reappointment Recommendation Letter for Citizen Trustee Stefani Carter as submitted. 


Approved


D-4
Proposed Governance Policy
Mr. Boonstra stated that this Policy has been reviewed at length by the Administrative Policy Committee for the last few months, and is now being presented for Board approval. Mr. Boonstra stated that the Committee had discussed attending meetings via telecommunications, and the Trustee Participation via Telecommunication Devices does state that, “….such participation in a meeting by conference telephone or any similar communications equipment shall be in a manner through which all persons participating in the meeting, including members of the public who may be attending the meeting, can hear each other…”, meaning that attending meetings via internet or video conferencing is not possible, and that a Trustee must be able to hear the conversation and must be heard by the Board in order to communicate during the meeting. 

It was moved by Kahan and seconded by Carter to approve and adopt the Governance Policy as submitted by the Administrative Policy Committee.


Approved

Mr. Pollock thanked Mr. Boonstra and the APC for this worthwhile project. 

E.
DISCUSSION ITEMS 

E-1
Trustee Participation via Telecommunication Devices 

Mr. Boonstra covered this topic during his discussion of item D-4, Proposed Governance Policy.


E-2
I.R.C. Section 420 – Qualified Transfer of Assets
Mr. VanOverbeke stated that the Board is in receipt of correspondence form Gabriel, Roeder, Smith & Company dated December 14, 2007. GRS was requested to submit a report with the result of actuarial valuations to determine the amount that could be paid from the Retirement System assets for health insurance premiums for retired members paid during the 2007 fiscal year. 

F.
REPORTS
F-1
Executive Report – December 20, 2007
OUTSTANDING OVER-PAYMENTS OWED TO THE SYSTEM

The Board at its Regular meeting on November 15, 2007, accepted the written proposals from Melissa Robinson (Lois Hickonbottom Case) and Nancy Rhoads (Geneva Martin Case) in regards to the over-payments they had received from the System while retaining its right for further action if it becomes necessary. Legal counsel will be creating contracts for the individuals to sign.  

Lois Hickonbottom

On November 30, 2007 Ms. Robinson came into the office and paid $250.00 towards her overpayment and gave us post-dated checks for each month beginning with December 28, 2007 through August 29, 2008. The post-dated checks total $4,032.57. The cash payment of $250.00, along with the post-dated checks, will total the overpayment amount of $4,282.57.

Geneva Martin

Staff contacted Ms. Rhoads by telephone and notified her that the Board had accepted her proposal of repayment. Her proposal was to pay not more than $50.00 per month and if her financial situation changes she would pay it off as soon as possible.  She was informed that she would be receiving a certified letter for her signature when legal counsel has finished preparing it. Ms. Rhoads owes the System $752.96.

BUY-BACKS

Twenty-one of the respondents to the questionnaire regarding purchase of temporary service time stated they were never made aware of the opportunity to purchase the time. Staff sent letters to the respondents. The letter included an estimate of the cost and service credit time to be purchased. Employees were asked to respond by January 8, 2008 as to whether or not they were still interested in purchasing the temporary time. 

FIDUCIARY AUDIT

Staff, in conjunction with the Audit Committee, will define the scope of the fiduciary audit. Staff will begin coordinating vendor presentations before the Audit Committee. The vendors’ presentations and overall educational process will take several months. Consequently, the Audit Committee will inform the Board that this particular goal may not be finished by June 30, 2008.

F-2
City of Ann Arbor Employees' Retirement System Preliminary Report for the Month Ended November 30, 2007
N. Gail Jarskey, Accountant, submitted the Financial Report for the month ended November 30, 2007, to the Board of Trustees:

	11/30/2007 Asset Value (Preliminary)
	$451,188,017

	10/31/2007 Asset Value (Audited by Northern)
	$461,523,481

	Calendar YTD Increase/Decrease in Assets 

(excludes non-investment receipts and disbursements)
	$32,682,163

	Percent Gain <Loss>
	7.5%

	December 19, 2007 Asset Value
	$ 442,584,513 



F-3
Investment Policy Committee Report – December 11, 2007

Following are the Investment Policy Committee minutes from the meeting convened at 3:03 p.m. on December 11, 2007:

Member(s) Present:

Boonstra, Heatley, Kahan (3:25), Sylvester

Member(s) Absent:

Pollock

Other Trustees Present:
Crawford

Staff Present:


Jarskey, Powell

Others Present:

Chris Kuhn, Gray & Company 





Andrew Kelsen, Gray & Company 





Matt Horning, City Treasurer





Charles E. Helppie III, Echelon Wealth Management

ALTERNATIVE INVESTMENT EDUCATION 
Mr. Kelsen explained that alternative investments are any asset class or investment other than traditional long only equity and fixed managers. One of the underlying themes of the investment markets since the end of the Internet bubble has been the pursuit of alternative asset classes. Relying on the returns of one primary asset class, domestic equities or fixed income, was shown to be a short-sighted one. One approach is that of “diversification” that looks to add new asset classes in search of a more efficient portfolio.

Alternative investments include Real Assets, Financial Assets (Private Equity, Hedge Funds, and Real Estate), Timber, Infrastructure, and Derivatives. Alternative investments have reached well over $3 trillion up from $2.3 trillion 18 months ago. This compares to the broader global capital markets that are estimated at $60 trillion. Mr. Kelsen stated that institutional investors must consider the wide range of available investments in the alternative investment area and determine the relative degree to which they offer unique return opportunities to the traditional stock and bond portfolio. Assessment of the risk and return impacts for alternative vehicles to traditional stock and bond investment is therefore necessary for those seeking an optimal allocation of investable capital. Mr. Kelsen went on to review the presentation. Below are summaries of the topics discussed:

Private Equity:

· Value creation through long-term fundamental growth

· Large and diverse asset class with many investment options

· 70% of institutional investors allocate an average of 8.2% of their assets to private equity

· Unique risk and return characteristics

Private equity is an asset class focused on long-term growth and value creation. Public equity markets battle short term performance focus and management/shareholder misalignment. Private equity is focused on:

· Management / shareholder alignment

· Valuation advantages of an inefficient market

· Superior access to information on private companies

· Long pre-investment diligence cycles

Private equity is money invested in private or unquoted companies, categories include buyout funds (small, mid and large private companies), mezzanine/structured equity funds, venture capital funds, and distressed debt funds.

Types of Funds – Fund of Funds

· Access: to top-tier private equity partnerships

· Diversification: spreads risk among a variety of private equity partnerships

· Administrative Efficiency: provides the ability to leverage extensive due diligence, negotiation, legal and tax analysis required for this asset class

· Specialized Expertise: fill the expertise gap by offering specialized knowledge and services

· Scale: dilute size differences of minimum investment requirements by helping investors “scale-up” or “scale-down”.

Private equity funds and fund of funds are long-term, illiquid, closed end, limited partnerships typically structured with a 10-15 year lifespan. These funds receive an annual management fee on invested capital and an incentive fee on gains over a preferred return hurdle rate. On the same model of private real estate, managers provide quarterly investment reports and audited annual reports. In conclusion, private equity is an alternative asset class that should be strongly considered for long-term investors who seek to outperform public markets and add portfolio diversification. Using an experienced, effective consultant and investing through a combination of fund of funds and direct fund vehicles is an efficient way to achieve needed diversification, leveraging the necessary expertise to build, manage, and monitor a well thought out, programmatic private equity portfolio.

2008 IPC MEETING SCHEDULE
It was moved by Kahan and seconded by Heatley to accept the 2008 IPC meeting schedule as presented.


Approved

Adjournment

It was moved by Kahan and seconded by Heatley to adjourn the meeting at 4:20 p.m.


The meeting was adjourned at 4:20 p.m.

F-4
Administrative Policy Committee Report – December 11, 2007
Following are the Administrative/Personnel Policy Committee minutes from the meeting convened at 2:05 p.m. on December 11, 2007:

Committee Members Present:
Boonstra, Crawford, Sylvester 

Members Absent:


Carter, Heatley

Other Trustees Present:

None

Staff Present:



Kluczynski, Powell

Others Present:


None

BOARD GOVERNANCE POLICy
The Committee discussed the entire draft of the Board Governance Policy, making several changes throughout the document. After review, the Committee was satisfied with the revisions, and decided to forward the final version to the full Board of Trustees at the  regular Board meeting on December 20, 2007. 

It was moved by Sylvester and seconded by Crawford to forward the Governance Policy to the Board of Trustees as amended.


Approved

2008 apc meeting schedule

The Committee received and filed the 2008 APC meeting schedule as presented.

Adjournment
It was moved by Crawford and seconded by Sylvester to adjourn the meeting at 2:58 p.m.

Meeting adjourned at 2:58 p.m.
F-5
Special Projects Committee Report – December 11, 2007
Following are the Special Projects Committee minutes from the meeting convened at 1:12 p.m. on December 11, 2007:

Committee Members Present:
Boonstra, Crawford (1:20), Kahan, Sylvester

Members Absent:


Heatley

Other Trustees Present:

None

Staff Present:



Jarskey, Kluczynski, Powell, Refalo

Others Present:


Bart Wise, Swisher Real Estate

REAL ESTATE PURCHASE UPDATE WITH BART WISE

Mr. Wise reviewed his revisions to the sales contract that were discussed at the last SPC meeting, and stated that if the Committee is happy with the final version, he will have it ready for Ms. Sylvester’s signature in the next few days and will then forward the signed copy to the Seller. The Committee agreed that there were no problems with going forward with the necessary signature process. 

The Committee reviewed correspondence from Mr. Barber indicating that he had contacted three architects for price estimates for code compliant architectural drawings for the new retirement office. Mr. Barber stated he provided the proposed floor plan to all three firms, and received their verbal estimates. It was determined that VanGoor Architects, Inc. was not only the lowest bidder, but is also the architect of record for the office building, and has in his files all of the referenced data needed for our drawings to be completed in a timely manner. Mr. Barber also suggested that the Committee retain the same general contractor and subcontractors who are building the shell-white box per our offer for the balance of the office buildout, and that it will be better for warranty items and streamline the determination of who is responsible for work and/or discrepancies/deficiencies. After discussion, the Committee decided to follow Mr. Barber’s recommendations for choosing the architect, but will reserve the right to solicit bids for the shell-white box and buildout.

It was moved by Boonstra and seconded by Sylvester to retain VanGoor Architects, Inc. as the architect for the interior buildout of the project.


Approved

The Committee further discussed details and comments regarding alarm systems and options for building entry, and it was decided that costs for fire suppression and burglar protection be researched, and specifications be included in the architect’s layout.

It was moved by Boonstra and seconded by Sylvester to recommend that the new office space have both a fire suppression and monitored burglar/fire protection alarm system, subject to further fiscal analysis.


Approved
2008 SPC MEETING SCHEDULE

The Committee received and filed the 2008 SPC meeting schedule as presented.

Adjournment
It was moved by Boonstra and seconded by Sylvester to adjourn the meeting at 1:56 p.m.


Meeting adjourned at 1:56 p.m. 

F-6
Audit Committee Report – December 13, 2007
Following are the Audit Committee minutes from the meeting convened at 4:45 p.m. on December 13, 2007:

Committee Members Present:
Crawford, Pollock, Sylvester 

Members Absent:


Nerdrum

Other Trustees Present:

None

Staff Present:



Jarskey, Powell

Others Present:


None

Scope of AudiT

Mr. Pollock stated that the Audit Summaries provided by Mr. Powell are very understandable, and having both a detailed version and a condensed version is helpful for those wishing to understand the scope of the audit. Ms. Sylvester thanked Mr. Powell for providing clarity about the audit. Ms. Sylvester brought up the issue of the healthcare expense that the System pays to the City every year, and the fact that there is no accounting for it because the System has not been able to receive details on how the amount is figured by the City. Ms. Sylvester stated she would like to see some kind of trail on how the City figures this annual expense to the System. Mr. Crawford stated he will research this issue and get back with the Committee.

PROPOSED ACTUARIAL BASICS PRESENTATION

This item was postponed due to Ms. Nerdrum’s absence. Mr. Pollock stated that he and Ms. Nerdrum will be meeting before the Board Retreat in order to fine-tune the presentation. Mr. Pollock requested that Mr. Powell provide an executive summary showing what the Board has control over and what it does not have control over, and suggested that the actuary be requested to assist with the summary, preferably before the Board Retreat on February 8, 2008.

FIDUCIARY AUDIT UPDATE
Mr. Powell advised the Committee that the fee for a full fiduciary audit may cost approximately $400,000, which would cover every area of the Retirement System, including the Ordinance, legal area, investment areas, actuary, auditing, and administration. Mr. Powell suggested that a scaled-down version of the audit be conducted, which may include the administration, investments, and common practices. Mr. Pollock suggested asking the City to take part in the cost of the audit, and Ms. Sylvester stated that she would like to wait to see what exactly is going to be done before asking the City to step in. 

The Committee discussed holding educational sessions in order to find out what experts have to say about conducting fiduciary audits. After discussion, Mr. Powell stated that he will contact two or three organizations to find out if they would be able to come in and educate the Committee on both all-inclusive audits as well as modified audits. Mr. Powell advised the Committee that the overall educational process would take several months, and may not be finished before June 30, 2008. The Committee agreed, and decided that the Board of Trustees should be made aware of the upcoming educational sessions and new timeline at the December Board meeting.

Adjournment
It was moved by Sylvester and seconded by Pollock to adjourn the meeting at 5:30 p.m.

Meeting adjourned at 5:30 p.m.

________________________________

The Board discussed the proposed fiduciary audit, and Mr. Powell noted the possible costs that may be involved in having an in-depth audit done versus one that would cover administration and investments. Mr. Powell stated that in the next few months, the Audit Committee will be setting up presentations from different firms who are knowledgeable in this field in order to be better educated before making a decision to carry on with a fiduciary audit. Because of the vendor presentations and educational process, the fiduciary audit may not get completed by June 30, 2008. Mr. Armstrong stated that it is very uncommon for retirement systems to conduct these extensive audits, and he noted that another actuarial firm has recently audited GRS, so there would not necessarily be a need to include an actuarial portion to the audit.


F-7
Legal Report - None 
G.
AUDIT PRESENTATION  - Review of Financial Statements for the Year Ended June 30, 2007
The Audit Presentation was postponed until the January 2008 Board meeting, as requested by the auditors.

H.
INFORMATION

H-1
Communications Memorandum 

The Communications Memorandum was received and filed.


H-2
January Planning Calendar
The Audit Committee decided to reschedule their next meeting for Tuesday, January 15, 2008 at 4:30 p.m. The January Planning Calendar was received and filed as revised.


H-3
Vendor Contacts 
The Vendor Contacts information was received and filed.


H-4
Status of Pending Projects Report
The Status of Pending Projects Report was received and filed.


H-5
2008 Board Meeting Schedule  
The 2008 Board Meeting Schedule was received and filed:

	DATE
	TIME

	January 17, 2008
	8:30 a.m.

	February 8, 2008 (Board Retreat)
	8:30 a.m.

	February 21, 2008
	8:30 a.m.

	March 20, 2008
	8:30 a.m.

	April 17, 2008
	8:30 a.m.

	May 15, 2008
	8:30 a.m.

	June 19, 2008
	8:30 a.m.

	July 17, 2008
	8:30 a.m.

	August 21, 2008
	8:30 a.m.

	September 18, 2008
	8:30 a.m.

	October 16, 2008
	8:30 a.m.

	November 20, 2008
	8:30 a.m.

	December 18, 2008
	8:30 a.m.


I.
TRUSTEE COMMENTS 
Mr. Boonstra advised the Board that due to training in his department, he will be unable to attend Committee meetings, and possibly Board meetings, in February and March 2008.

Mr. Heatley stated that 2007 was very successful for the System both Board and investment-wise and we will be entering a challenging 2008 with all of the issues on Wall Street, as well as moving into the new office by the summer.

J.
ADJOURNMENT
It was moved by Boonstra and seconded by Kahan to adjourn the meeting at 9:20 a.m.


Meeting adjourned at 9:20 a.m.

Willie J. Powell, Executive Director
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