In re City of Detroit, Michigan

INVESTMENT COMMITTEE GOVERNANCE
FOR POLICE AND FIRE RETIREMENT SYSTEM

PREAMBLE This document was prepared to set forth the pension governance
requirements under the State Contribution Agreement (as that term is
defined in the City’s Fourth Amended Plan for the Adjustment of
Debts of the City of Detroit, as amended from time to time) applicable
to the Police and Fire Retirement System of the City of Detroit
(PFRS).

SCOPE OF SETTLEMENT The PFRS is currently administered by a seventeen (17) member
Board of Trustees (the “Board”) that is vested with the fiduciary
authority for the general administration, management and operation of
the Retirement System. The Board currently makes all administrative,
actuarial and investment related decisions for the PFRS. Upon the
Effective Date under the POA, but subject to consummation of the
State Contribution Agreement, there shall be established, by
appropriate action and amendments to governing documents, an
Investment Committee (“IC”) at PFRS which shall be vested with the
authority and responsibilities as outlined herein for a period of twenty
(20) years after the Effective Date of the POA. All administrative,
managerial, and operational matters not addressed in this Term Sheet
shall continue to be addressed by the Board in the ordinary course of
its affairs.

INVESTMENT The IC shall consist of nine (9) voting members consisting of:
COMMITTEE i. Five (5) Independent Members;

ii. Two (2) Employee Members; and

iii. Two (2) Retiree Members.
Collectively, or individually, “Members” or “Member.”

At least two (2) of the five (5) Independent Members of the committee
shall be residents of the State of Michigan. None of the Independent
Members shall be a party in interest as defined by MCL 38.1132d (4)
to the City or the PFRS.

Each Independent Member of the IC shall have expert knowledge or
extensive experience with respect to either: (a)economics, finance, or
institutional investments; or (b) administration of public or private
retirement plans, executive management, benefits administration or
actuarial science. At least one (1) of the IC Independent Members
shall satisfy the requirements of (a) above and at least one (1) of the IC
Independent Members shall satisfy the requirements of (b) above.

The five (5) initial IC Independent Members shall be selected by
mutual agreement of the appropriate representatives of the State, the
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City and the Board, in consultation with the Foundation for Detroit’s
Future. The initial Independent Members and their terms of office will
be as follows: Rebecca Sorenson (2 years), Joseph Bogdahn (3 years),
Robert C. Smith (4 years), McCullough Williams III (5 years) and
Woodrow S. Tyler (6 years). Successor Independent Members shall be
recommended by a majority of the remaining Independent Members
and confirmed by the Board and the State Treasurer in consultation
with the Foundation for Detroit’s Future, in accordance with such rules
and regulations as may be adopted by the IC, provided such rules and
regulations are not inconsistent with the POA and this agreement. In
the event the Board and the State Treasurer cannot agree on the
successor Independent Member within thirty (30) days of the receipt of
the recommendation of the IC, the remaining Independent Members of
the IC shall appoint the successor Independent Member.

If no mutual agreement is reached as to the selection of one or more of
the initial IC Independent Members by the time of confirmation of the
City’s Plan of Adjustment, then the Bankruptcy Court shall select the
Independent Members necessary to fill the five (5) initial IC
Independent Member positions for which no agreement has been
reached.

In the event the Bankruptcy Court selects the initial Independent
Members as described immediately above, successor Independent
Members shall be appointed in the same manner as the Independent
Member being replaced, as described immediately above, after three
(3) weeks’ notice to the Board of the individuals chosen, in accordance
with such rules and regulations as may be adopted by the IC, provided
such rules and regulations are not inconsistent with the POA and this
agreement.

The Employee Members shall consist of one active police member and
one active fire member from the Board, appointed by the Board. The
initial Employee Members will be Mark Diaz and Sean Neary.

The Retiree Members shall consist of one retiree-elected police
member and one retiree-elected fire member from the Board, each
receiving a pension from PFRS and appointed by the Board. The
initial elected Retiree Members will be Michael Simon and Louis
Sinagra.

Each of the four (4) uniformed Members shall have one-half (1/2)
vote.

The terms of office of the initial IC Independent Members shall be
staggered at the time of appointment so that Independent Members
shall have varying initial terms of office, with one each having a 2, 3,
4, 5 and 6 year term. Each initial Independent Member shall serve
until the expiration of his/her initial term. After the initial term of
office, the term of office of the IC Independent Members shall be six
years. FEach successor Independent Member shall be selected in
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accordance with the provisions above and shall serve until his or her
death, incapacity, resignation or removal in accordance with the
paragraph below. Upon expiration of his or her term of office, an
Independent Member shall continue to serve until his or her successor
is appointed. Nothing herein shall bar an initial Independent Member
from becoming a successor Independent Member after his/her initial
term.

The terms of office of the Employee Members and Retiree Members of
the IC shall conform to their respective terms of office on the Board.

A Member may be removed by the remaining Members for any of the
following reasons: (a)the Member is legally incapacitated from
executing his or her duties as a Member of the IC and neglects to
perform those duties, (b) the Member has committed a material breach
of PFRS provisions, policies or procedures and the removal of the
Member is in the interests of the system or its participants or its
participants’ beneficiaries, (c) the Member is convicted of a violation
of law and the removal shall be accomplished by a vote of the IC in
accordance with the voting procedures in this agreement, (d) if the
Member holds a license to practice and such license is revoked for
misconduct by any State or federal government, or (e) if an IC
Member shall fail to attend scheduled meetings of the IC for four (4)
consecutive meetings, unless in each case excused for cause by the
remaining Members attending such meetings, the Member shall be
considered to have resigned from the IC, and the IC shall, by
resolution, declare the office of the Member vacated as of the date of
adoption of such resolution. In addition, a Member of the IC may have
voting privileges temporarily suspended by a 70% or higher vote of the
other members if the Member is indicted or sued by a State or federal
government for an alleged violation of the law that relates to his or her
service on the IC, or for other alleged financial crimes, including fraud.
Any vacancy occurring in the office of Member shall be filled within
sixty (60) days following the date of the vacancy, for the unexpired
portion of the term, in the same manner in which the office was
previously filled.

All members of the IC shall be reimbursed for the reasonable, actual
and necessary expenses incurred in the performance of their duties.
All reasonable and proper expenses related to the administration of the
IC, including but not limited to the purchase of insurance, shall be
payable out of the assets of the PFRS. The IC may retain actuarial,
legal counsel, audit or other professional or support personnel to
provide advice to the IC as it deems reasonably necessary to perform
its functions and such parties or persons may be reasonably
compensated from the assets of the Plan; such engagements shall not
be subject to the approval of the Board.

The IC shall be an investment fiduciary to the PFRS. An IC Member
or other fiduciary under the PFRS shall discharge his or her duties with
respect to the PFRS in compliance with the provisions of Public Act
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314 of 1965, as amended. An IC Member shall discharge his or her
duties with the care, skill, and caution under the circumstances then
prevailing which a prudent person, acting in a like capacity and
familiar with those matters, would use in the conduct of an activity of
like character and purpose. Members of the IC shall comply with all
Board governance policies and procedures, including the Ethics and
Code of Conduct Policies, unless such compliance violates the
Member’s fiduciary duties or conflicts with the terms and conditions of
this agreement.

IC MEETINGS

The IC shall meet at least once every other month. The Members shall
determine the time for the regular meetings of the IC and the place or
places where such meetings shall be held. The Secretary or his or her
designee shall be responsible for giving notice of the time and place of
such meetings to the other Members.

Notice and conduct of all meetings of the IC, both regular and special,
shall be held within the City of Detroit and in accordance with
applicable law including the Michigan Open Meetings Act (MCL

§15.261 et seq.).

The IC shall adopt its own rules of procedure and shall keep a record
of its proceedings. Five (5) Members shall constitute a quorum at any
meeting of the IC, so long as at least three (3) Independent Members
are present. Each Member shall be entitled to one vote on each
question before the IC and at least four (4) concurring votes shall be
necessary for a decision of the committee, except as otherwise
provided in this Term Sheet.

INVESTMENT COMMITTEE

RESPONSIBILITY

The IC shall serve in a fiduciary capacity with respect to the
Investment Management of all PFRS Plan Assets, determination of the
investment return assumption, and Board compliance with benefit plan
provisions, as set forth more fully below. The IC shall have all the
powers as a fiduciary under the first sentence of MCL §38.1133(5) and

(6).

All Investment Management decisions approved by the Board shall
require a recommendation by an affirmative vote of the IC, in
accordance with the provisions of this agreement. All actions and
recommendations of the IC shall be forwarded to the Board for
consideration and are subject to Board approval. The Board shall take
no action with respect to any matter for which the IC has responsibility
and authority, including the Investment Management matters
described in the next paragraph, unless and until such action has been
approved by affirmative vote of the IC. If (a) the Board fails to
approve or disapprove an Investment Management decision that has
been recommended by an affirmative vote of the IC, and such failure
continues for 45 days after the date that the recommendation was made
to the Board, or (b) the Board disapproves an Investment Management
decision within such 45-day period but fails to provide to the IC within
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such 45-day period a detailed written response outlining the reasons
for such disapproval, then the IC and the Chief Investment Officer are
authorized to implement the decision. If the Board disapproves an
Investment Management decision within such 45-day period and
provides to the IC within such 45-day period a detailed written
response outlining the reasons for such disapproval, then the IC shall
have 45 days after the receipt of the Board response to either
(a) withdraw the recommended Investment Management decision, or
(b) request, in writing, a conference with the Board to be held within
ten (10) days, but not less than five (5) business days, of such request
by the IC, unless a later date is agreed to in writing by the Board and
the IC, to discuss the disapproval by the Board described in the written
response. Any such conference shall be conducted with at least three
(3) Independent Members present in person or by phone. Within ten
(10) days of the commencement of the conference, or twenty (20) days
following the IC’s request for a conference if no conference is held,
the IC shall either withdraw the recommended Investment
Management decision or provide the Board a written explanation of
the IC’s decision to proceed with the recommended Investment
Management decision. After delivery of such written explanation by
the IC, the IC and the Chief Investment Officer are authorized to
implement the decision. Any action taken by the Board or the IC in
violation of the terms of this agreement shall constitute an ultra vires
act and the IC or the Board is granted the express right to seek to
preliminarily enjoin such action without the need to show irreparable
harm.

“Investment Management” with respect to plan assets shall mean:

1. Developing an Investment Policy Statement with
sound and consistent investment goals, objectives
and performance measurement standards which are
consistent with the needs of the Plan.

2. Within 120 days after the Effective Date of the
POA, all of the plan assets not already under
qualified management, if any, must be managed by
qualified managers selected by the IC.

3. Evaluating, retaining, terminating and selecting
qualified managers to invest and manage the plan
assets.

4. Reviewing and affirming or rejecting the
correctness of any and all calculations, actuarial
assumptions and/or assessments used by the Plan
Actuary including, but not limited to, (i) those
underlying the restoration of pension benefits, funding
levels and amortization thereof, all in accordance with
the Pension Restoration Program attached to the
City’s Plan of Adjustment, (ii) those underlying the
determination of annual funding levels and
amortization thereof, and (iii) on or after fiscal year
2024, the recommended annual contributions to PFRS
in accordance with applicable law.
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10.

1.

12.

In accordance with approved actuarial work as
provided in the immediate preceding paragraph and
based on the annual actuarial valuation reports and
any other projections or reports as applicable from
the Plan Actuary or other professional advisors, the
determination of the extent of restoration of pension
benefits, including but not limited to the payment of
lost COLA payments, all in conformance to the
Pension Restoration Program between the City and
the Board attached to the Plan of Adjustment.

Communicating the investment goals, objectives,
and standards to the investment managers;
including any material changes that may
subsequently occur.

Determining and approving the Plan’s investment
and asset allocation guidelines, taking into account
the appropriate liquidity needs of the Plan.

Any interpretation of Plan documents, existing law,
the POA or other financial determination that could
affect funding or benefit levels.

Taking whatever corrective action is deemed
prudent and appropriate when an investment
manager fails to perform as expected.

Complying with the provisions of pertinent federal,
state, and local laws and regulations, specifically
Public Act 314 and Plan Investment Guidelines.
Reviewing and approving, prior to final issuance,
the annual audit and all financial reports prepared
on behalf of the PFRS and meet and confer with the
Plan’s outside auditor or other professional advisors
as necessary prior to approving the annual audit or
other financial reports.

Causing an asset/liability valuation study to be
performed for PFRS every three (3) years, or as
requested by the IC or Board.

The IC shall give appropriate consideration to and have an

understanding

of the following prior to the adoption of the

investment guidelines and asset allocation policies, the selection of
manager(s), and/or the adoption of investment return assumptions:

1.

The fiduciary best practices and institutional
standards for the investment of public employee
retirement system plan assets.

The objective to obtain investment returns above
the established actuarial investment return
assumption to support the restoration of benefits
under the Pension Restoration Program, to the
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