
09/19/12 Regular Meeting 

 
BOARD OF RETIREMENT 

FRESNO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 
 

September 19, 2012 
 
 

Trustees Present: 
 
 Marion Austin  Laura P. Basua 
 Judith Case   Dr. Rod Coburn, III 
 Franz Criego   Vicki Crow 
 Eulalio Gomez  Steve Jolly 
 John Souza 
 
Others Present: 
 
 Regina Wheeler, Alternate Trustee 
 Paul Angelo, The Segal Company 
 Andy Yeung, The Segal Company 
 Jeffrey Rieger, Reed Smith ~ via tele-conference 
 Akio Tagawa, Linea Solutions 
 Jeff Adair, Tegrit 
 Les Jorgensen, REFCO Benefits Chairman 
 Ron Madsen, FCERA Member 
 Kathleen Donowa, County Budget Director 
 Susan Coberly, Senior Deputy County Counsel 
 Phillip Kapler, Retirement Administrator 
 Becky Van Wyk, Assistant Retirement Administrator 
 Elizabeth Avalos, Administrative Secretary 
  
1. Call to Order 
 

Chair Gomez called the meeting to order at 8:36 AM. 
 
2. Pledge of Allegiance 
 

Recited. 
 
3. Public Presentations  
 

Chair Gomez welcomed newly appointed Trustee Judith G. Case to the Board. 
 
Consent Agenda/Opportunity for Public Comment 
 
 Trustee Coburn pulled Consent Item 4 for discussion. 
 

A motion was made by Trustee Jolly, seconded by Trustee Criego, to Approve Consent 
Items 5 and 6 as presented. VOTE: Unanimous 
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*4. Approve the September 5, 2012 Retirement Board Regular Meeting Minutes  
 
 Trustee Coburn noted that the September 5, 2012 minutes did not reflect the Board’s direction 

to agendize a discussion at the October 3, 2012 Regular meeting regarding the 
underperformance of Oechsle and requested that the minutes be revised to include the 
direction. Administration agreed. 

 
 A motion was made by Trustee Coburn, seconded by Chair Gomez, to Approve Item 4 

with noted changes. VOTE: Unanimous 
 

RECEIVED AND FILED; APPROVED 
 
*5. Summary of monthly statistics from the Retirement Association Office on service credit 

purchases, retirement benefit estimates, public service, age adjustments, final 
compensation calculations, and disability retirement applications for August 2012  

 
RECEIVED AND FILED 

 
*6. Educational Reading Material  
 

• August 7, 2012 Chicago article – Are you going to retire in poverty? 
• September 10, 2012 The Fresno Bee cartoon 

 
RECEVED AND FILED 
 

7. Discussion and appropriate action on ad hoc Asset Smoothing proposal as part of 
funding policy  

 
Paul Angelo, Segal Company, opened discussions with a brief review of the Board’s current 
asset smoothing methodology noting that under the current methodology gains and losses will 
be recognized in a very non-level pattern. As a result, Mr. Angelo recommended that the Board 
adopt an ad hoc adjustment to the asset-smoothing method component of FCERA’s funding 
policy. 
 
Mr. Angelo reminded the Board that the total unrecognized investment gains as of June 30, 
2011 is $15.6 million. This is a significant change compared to the total unrecognized 
investment losses of $441.5 million as of June 30, 2010. This means that, absent any new 
gains or losses in the future, there will be two more years of increases in the average employer 
contribution rate followed by three years of decreases before the $15.6 million in net deferred 
gains are fully recognized.  
 
As a result, Mr. Angelo recommended, for the June 30, 2012 valuation, adjusting the asset-
smoothing component of the funding policy by combining the deferred gain and loss “layers” 
that comprise the net deferred investment gain of $15.6 million as determined in the 2011 
valuation into a single four and a half year smoothing “layer”. This layer would then be 
recognized over the next four and a half years in four level amounts of approximately $3.5 
million for each year with an additional amount of $1.7 million the half year. Otherwise the 
asset smoothing method would recognize losses for two years totaling just over $161.7 million 
followed by gains for two and a half years totaling about $177.4 million. 
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Mr. Angelo noted that, this anomalous result (having a relatively small net gain appearing as a 
larger loss followed by an offsetting gain) is a routine result of the asset smoothing method 
whenever large losses are followed by large gains. This “tail volatility” can be avoided by 
occasional active management of the asset smoothing layers in the manner being 
recommended. 
 
Trustee Jolly noted that, should a decision be made to change the asset-smoothing 
component of the funding policy, the Board is attempting to reduce the volatility of the current 
smoothing method and a decision for change is not an attempt to “game” the system.  
 
Detailed discussions ensued regarding the overall long-term and short-term “cost” impact – 
positive or negative – to the employer and the Fund.  In addition, the Board discussed potential 
budgetary impacts to the County should the Board choose to not adopt the recommendation. 
 
For the record, Trustee Jolly read the following: 
 
“The 1937 Act specifies certain fiduciary duties of each Board as follows: 1) we must act solely 
in the interest and for the exclusive purpose of providing benefits to participants and their 
beneficiaries, 2) minimizing employer contributions, and 3) defraying reasonable expenses.” 
 
Trustee Jolly noted his support of the recommendation noting that it helps the Board achieve 
this “difficult” fiduciary task. 
 
A motion was made by Trustee Criego, seconded by Trustee Crow, to adopt the ad hoc 
adjustment to the asset-smoothing method component of FCERA’s funding policy as 
recommended and to document the details in the upcoming actuarial report. ROLL 
CALL VOTE: Yes – Austin, Case, Coburn, Criego, Crow, Jolly. No – Basua, Gomez, 
Souza. MOTION PASSED. 
 
It was noted that Administration will return to the Board at a later date with a revised funding 
policy for its review. 

 
RECEIVED AND FILED; APPROVED 

 
 Trustee Crow departed at 9:43 AM. 
 
 At the request of Phillip Kapler, Retirement Administrator, the Board heard Item 9 at this time. 
 
9. Discussion and appropriate action on request by the County to conduct an analysis of 

the relative costs of Tier IV versus the new plans under PEPRA  
 

Phillip Kapler, Retirement Administrator, opened discussions by reminding the Board that 
Pursuant to the pension reform bill (AB 340) a new retirement benefit plan may need to be 
implemented by January 1, 2013 for new employees. The legislation specifies that an 
employer may continue to offer an existing defined benefit formula if the formula offers a lower 
benefit factor at normal retirement age and results in a lower normal cost than the defined 
benefit formula required by AB 340. This must be determined and certified by the retirement 
system’s chief actuary and the retirement board to have no greater risk or cost to the employer 
than the plans now in existence. 
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Administration noted that it has received a request from the County Administrative Officer that 
the Board direct their actuary to conduct the comparison as soon as possible. 
 
Detailed discussions ensued regarding which entity (County or retirement system) is 
responsible for the costs of the comparison study.  
 
A motion was made by Trustee Jolly, seconded by Trustee Criego, to authorize Segal to 
conduct a comparison study as requested by the County Administrative Officer and to 
direct Administration to report back to the Board the costs of the study. VOTE: Yes – 
Austin, Basua, Case, Coburn, Criego, Gomez, Jolly. No – Souza. (Absent – Crow) 

 
RECEIVED AND FILED; APPROVED 

 
8. Discussion and appropriate action on COLA as possible factor in “actuarially 

equivalent” benefit option calculations for new retirees  
 
 Paul Angelo, Segal Company, opened discussions by reminding the Board that a question was 

recently raised whether FCERA should include the Cost-of-Living (COL) adjustment when 
calculating a member’s optional settlement benefit. Mr. Angelo noted that CERL Government 
Code Section 31760 allows retiring members to exchange their lifetime allowance for an 
actuarially equivalent optional settlement – a benefit of equal value considering mortality and 
regular interest assumptions. Currently FCERA does not include the COL adjustment when 
computing the actuarial equivalence. 

 
 Mr. Angelo reviewed the various optional settlement benefits noting that the amount of an 

optional settlement allowance must be lower than the retiree’s lifetime allowance since there is 
a chance some payments will be made after the retiree’s death. The amount of the reduction is 
determined so that the present value of the reduced optional settlement allowance is the same 
as the present value of the unmodified lifetime allowance based on a specified set of 
assumptions. 

 
 Mr. Angelo stated that using a COLA assumption greater than zero increases the present 

value of the retirement allowance since it increases the assumed payment amount. The effect 
on the present value of Optional Settlements 2 through 4 is greater than the effect on the 
lifetime allowance since the value of the future COLAs expected to be paid to the member and 
the beneficiaries is proportionally greater than the value of the future COLAs over just the 
member’s life.  

 
 Mr. Angelo reviewed actuarial equivalence calculation examples with and without the COLA 

assumption using various member ages and beneficiary ages noting the percentage changes 
for the different calculations and that a typical member would receive a larger reduction when 
electing an optional settlement benefit if the COLA were taken into account. The effect is 
greater the younger the beneficiary since more COLAs will be assumed to be paid to the 
beneficiary. 

 
 In response to a concern raised by Trustee Case regarding cost neutrality, Mr. Angelo stated 

that, although this calculation is actuarially equivalent as defined in the statute, Segal agrees 
that it is not cost neutral and will actually create additional costs for the employer. 
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 Mr. Angelo further explained that for the married member the unmodified option is a 60% 

continuance to the spouse at no additional cost to the member because the costs are built in to 
the contribution rates. Further, should the married member increase the continuance for their 
spouse to 100% (Option 2) they are forfeiting the value the 60% continuance (which will 
reduce the employer’s contribution costs in the next valuation) because the 100% continuance 
is reduced against a single life annuity base, rather than the default 60% continuance available 
to married members with no reduction. 

 
 Mr. Angelo stated that, for the typical retirement system such as FCERA, the costs are neutral 

in that they more or less cancel each other out with actuarial gains and losses as reflected in 
the scenarios noted above. Further, the specific section of law where the factors to be used 
are specified, only interest and mortality are listed, not COLA. Therefore, Segal recommended 
that the Board continue with the current practice of not including the COLA assumption when 
calculating the optional settlement allowances. 

 
 Jeffrey Rieger, Reed Smith, stated that under the plain meaning of the applicable statutes, and 

relevant case law, Reed Smith believes that to determine “actuarial equivalence” the actuary 
should compare the present value of the two different streams of payments being examined 
(the “retirement allowance”) using the same actuarial assumptions and methodologies for both 
streams of payments as are used in the actuary’s regular valuation of system liabilities, 
including a COLA assumption as is done when calculating the present value of a member’s 
lifetime allowance. 

 
 Attorney Rieger recommended that the Board direct its actuary to change its methodologies 

when determining “actuarial equivalence” for the purpose of calculating FCERA members’ 
optional settlement allowances. 

 
 In response to a question from Trustee Jolly regarding the plain definition of “the allowance”, 

Attorney Rieger clarified that the allowance is the basic benefit which includes the COLA.  
 
 A motion was made by Trustee Jolly, seconded by Trustee Austin, to adopt the 

recommendation of Counsel to include the COLA assumption in the Optional Benefit 
Settlement calculations. VOTE: Unanimous (Absent – Crow) 

 
 Becky Van Wyk, Assistant Retirement Administrator, informed the Board that a change to the 

pension system is needed to comply with the recommendation and would take some time to 
implement and requested an effective date from the Board. 

 
 A motion was made by Trustee Coburn, seconded by Trustee Basua, to direct 

Administration to agendize a discussion at the November 7, 2012 Regular meeting 
regarding the issues relative to the logistical implementation of the COLA assumption. 
VOTE: Unanimous (Absent – Crow)  

 
RECEIVED AND FILED; APPROVED 
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10. Discussion and appropriate action on the maximum allowance for 100% Non-Spouse 
beneficiaries under Option 2  

 

Attorney Jeffrey Rieger, Reed Smith, opened discussions by reminding the Board of a concern 
raised regarding an Internal Revenue Code that limits the continuances to a non-spouse 
beneficiary who is significantly younger than the member. In particular, Internal Revenue Code 
401(a)(9) and related IRS Regulations contain a rule that limits the maximum continuance to a 
non-spouse beneficiary based on an IRS table which takes account of the member’s age at 
retirement and the difference in age between the member and the named beneficiary. 
 

Attorney Rieger noted that FCERA has followed the above IRS rule in instances of multiple 
non-spouse beneficiaries under “Optional Settlement 4”, because such calculations are 
performed by FCERA’s actuary who follows the IRS rule, but FCERA apparently has not 
followed the IRS rule in cases of single non-spouse beneficiary because that calculation is 
automatically calculated on FCERA’s own computer system which has not been programmed 
to follow the IRS rule. Attorney Rieger recommended that the Board direct Administration to 
adjust its computer system so that the IRS rule is followed prospectively. 
 

Attorney Rieger reminded the Board that FCERA has a Voluntary Correction Policy (VCP) 
filing currently pending with the IRS and because Reed Smith is proposing correction on a 
prospective basis, they recommend that FCERA supplement the VCP filing. If the IRS 
approves the correction, then a compliance letter would be issued that would protect FCERA 
from audit with respect to this matter.   
 

A motion was made by Trustee Coburn, seconded by Trustee Gomez, to adopt 
Counsel’s recommendation as presented. VOTE: Unanimous (Absent – Crow) 
 

The Board directed Administration to revise the Retirement Handbook to reflect the necessary 
changes as soon as practical. Administration agreed. 

 

RECEIVED AND FILED; APPROVED 
 

11. Discussion and appropriate action on the new Pension Administration System progress  
 

Akio Tagawa of Linea Solutions and Jeff Adair of the Tregrit Group gave a detailed update to 
the Board on the progress of the Pension Administration System project noting that all phases 
are going well with only one exception ~ the project team identified problems with the quality 
image portion of the Electronic Data Management System (EDMS) project. As result, a new 
vendor (Fidelity National Technology Imaging and Record Centers) was hired at no cost to 
FCERA to improve the process. Despite the setback, it is not expected to affect the overall 
schedule.   
 

Mr. Adair reviewed the progress of Phases 3 and 4 noting that progress is being made with the 
OnBase configuration and User Acceptance testing completed and the installation of the 
production infrastructure underway. User Acceptance Testing for Phase 4 – Calculators 
Module is scheduled to begin November 5, 2012. 
 

At the request of Trustee Case, Mr. Adair briefly reviewed the internal security processes as 
they relate to the EDMS project and the member files. 

 

RECEIVED AND FILED; APPROVED  
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12. Discussion and appropriate action on FCERA Project Status Report  
 

Phillip Kapler, Retirement Administrator, opened discussions with a review of the revised 
version of the ‘Board Directives’ tracking file noting the level of detail and specific changes and 
requested the Board’s input on the new format. In addition, Mr. Kapler requested confirmation 
from the Board of its desire to agendize the Project Status Report (PSR) every other month 
instead of every meeting. 
 
The Board expressed its pleasure with the new format and confirmed Administration’s 
understanding that the PSR would be agendized every other month.  

 
RECEIVED AND FILED 

 
13. Discussion and appropriate action on draft FCERA Limited Use Expense Account Policy  
 

Phillip Kapler, Retirement Administrator, presented the Board with the final version of the 
FCERA Limited Use Expense Account Policy for its consideration noting that the Board 
authorized the establishment a limited use expense account at a prior meeting. 
 
There was some concern expressed about the target balance of $20,000. Mr. Kapler said it 
was set at that amount to avoid having to make frequent transfers. If experience indicates a 
lower balance can be maintained, the policy provides that the target can be reduced, but 
cannot go over $20,000 without Board approval. 
 
Detailed discussions ensued regarding the need for an additional layer of procedures to 
address specific users, balance maintenance, statement review and account security.  
 
A motion was made by Trustee Souza, seconded by Trustee Coburn, to approve the 
FCERA Limited Use Expense Account Policy as presented. VOTE: Yes – Austin, Basua, 
Case, Coburn, Gomez, Jolly, Souza. No – Criego. (Absent – Crow)     

 
RECEIVED AND FILED; APPROVED 

 
 Trustee Jolly departed at 12:41 PM. 
 
14. Discussion and appropriate action on potential topics of discussion at the Annual Off-

Site Educational Meeting Agenda  
 

Phillip Kapler, Retirement Administrator, presented the Board with a draft version of the 
upcoming Off-Site Educational Meeting Agenda for its review and requested ideas/preferences 
on topics of discussion. It was noted that all items, except for the Consent Agenda, will be for 
educational purposes only and that no action items will be agendized for discussion. 
 
A motion was made by Chair Gomez, seconded by Trustee Coburn, to accept the Off-
Site Educational Meeting Agenda as presented. VOTE: Unanimous 

 
RECEIVED AND FILED; APPROVED 
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15. Discussion and appropriate action on Voting Proxy for SACRS Fall 2012 Conference  
 

Chair Gomez nominated Trustee Criego as Voting Delegate and Trustee Coburn and Alternate 
Voting Delegate. 
 
A motion was made by Chair Gomez, seconded by Trustee Coburn, to accept the 
nominations. VOTE: Unanimous (Absent – Crow, Jolly) 

 
RECEIVED AND FILED; APPROVED 

 
16. Discussion and appropriate action on Temporary Office Closure  
 

Phillip Kapler, Retirement Administrator, opened discussions with a request for approval to 
close the office Monday, December 24, 2012 and Monday, December 31, 2012. 
 
Mr. Kapler noted that past years have demonstrated that FCERA doe not receive calls from 
members, nor doe we have walk-ins on the days preceding these holidays. Mr. Kapler further 
noted that employees will use their own annual leave time fore these two days. In the event 
that one or more employees elect not to use their annual leave time, Administration will 
schedule a Supervisor to remain at FCERA for those employees to be able to work. 
 
If approved, Administration will notify all employees and members through County-wide email 
and the FCERA web-site. 
 
A motion was made by Trustee Coburn, seconded by Trustee Gomez, to approve the 
request as presented.  
 
For the record, Administration clarified that the request for a temporary office closure is in no 
way associated with the County’s Temporary Office Closure (TOC) program. The employees 
of FCERA will be using their own annual leave time. 
 
Trustee Case suggested that giving Administration the discretion to close the office based on 
full employee participation. 
 
Trustee Coburn rescinded his motion. 
 
A motion was made by Trustee Case, seconded by Chair Case, to approve 
Administration’s request to close the office (using discretion) as requested. VOTE: 
Unanimous (Absent – Crow, Jolly) 

 
RECEIVED AND FILED; APPROVED 

 
17. Report from FCERA Administration 
 

Administration reported on the following: 
 

1. A reminder of the parking agreement arrangement with the OfficeBay complex). 
Now that Acel School is now is session parking will become limited. 
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18. Report from County Counsel 
 

Susan Coberly, Senior Deputy County Counsel, had nothing to report. 
 
19. Board Member Announcements or Reports 

 
Trustee Criego reported on his recent attendance to an investment conference hosted by 
Hamilton Lane. In addition, Trustee Criego requested that a discussion with Hamilton Lane be 
agendized at a later meeting.  

 
There being no further business the meeting adjourned at 1:05 PM. 
 
 
 
 
Phillip Kapler 
Secretary to the Board   


