
01/19/11 Regular Meeting Minutes 

 
 

BOARD OF RETIREMENT 
FRESNO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 

 
January 19, 2011 

 
Trustees Present: 
 
 Alan Cade, Jr.  Michael Cardenas   Nick Cornacchia 
 Franz Criego   Vicki Crow    Eulalio Gomez 
 Steven Jolly   Phil Larson    John Souza 
 
Trustees Absent: 
 
 Regina Wheeler 
 
Others Present: 
 
 Robert McCrory, EFI Actuaries 
 Graham Schmidt, EFI Actuaries 
 Paul Angelo, The Segal Company 
 Andy Yeung, The Segal Company 
 Roger Greening, FCERA Member 
 Les Jorgensen, FCERA Member 
 Ron Madsen, FCERA Member 
 Susan Coberly, Senior Deputy County Counsel 
 Roberto L. Peña, Retirement Administrator 
 Becky Van Wyk, Assistant Retirement Administrator 
 Elizabeth Avalos, Administrative Secretary 

 
 

1. Call to Order 
 

Chair Cade called the meeting to order at 8:33 AM. 
 

2. Pledge of Allegiance 
 

Recited. 
 
3. Public Presentations  
 

None. 
 
 Trustee Jolly joined the Board at 8:34 AM. 
 
Consent Agenda/Opportunity for Public Comment 
 
 Trustee Souza pulled Consent Agenda Items 10 and 11 for discussion. 
 
 Trustee Jolly pulled Consent Agenda Item 12 for discussion. 
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A motion was made by Trustee Larson, seconded by Vice Chair Gomez, to 
Approve Consent Agenda Items 4-9 and 13. VOTE: Unanimous (Absent – 
Cardenas) 

 
*4. Approve the January 5, 2011 Retirement Board Regular Meeting Minutes  
 

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 
December 2010 

 
RECEIVED AND FILED 

 
*6. Public Records Requests and/or Retirement Related Correspondence from B. 

Lindegren, FCERA Member; Roger Greening, FCERA Member; Adam Raleigh, Latin 
Markets; Court Gettel, Conix; Jakema Lewis, Investment Management Mandate; 
Peter Martenson, Eaton Partners; Carl Winfield, Money Management Letter; 
Christopher Smith, Mandate Wire; Brett Hinton, Fortress Group Inc.; Robert 
Ashmun, West Point Partners; Louis Pope, II Searches; John Bessone, Fort 
Washington Advisors; Elizabeth Hill, Preqin; and Jojon Tamir, MMI Investments   

 
RECEIVED AND FILED 

 
*7. Update of Board of Retirement directives to FCERA Administration  
 

RECEIVED AND FILED 
 
*8. Educational Reading Materials  
 

RECEIVED AND FILED 
 

 December 15, 2010 PlanSponsor article and responses – Academic and Think Tank 
Hypocrisy In the Public Retirement Arena 

 December 22, 2010 New York Times article - Alabama Town’s Failed Pension Is a 
Warning 

 December 22, 2010 PlanSponsor article – DB Sponsors Focused on Managing Risk 
 December 26, 2010 Boston Herald article – Heightening of pension tension 
 December 27, 2010 Pensions & Investments article – CalPERS goes with new risk-

based allocation 
 December 28, 2010 Bloomberg article – AP survey: ND lawmakers read for pension 

shkeup 
 December 30, 2010 PIMCO correspondence – PIMCO Resolves Private Litigation 

Filed in 2005 
 January 3, 2011 The New York Times article – Ways for Local Governments to 

Protect Pension Plans 
 January 4, 2011 The Wall Street Journal article – Pittsburgh Dodges One Pension 

Bullet, but Problems Remain 
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 January 7, 2011 FitchRatings Special Report – U.S. State and Local Government 

Pension ~ One Size Does Not Fit All 
 January 10, 2011 Pensions & Investments article – Gingrich seeks bill allowing state 

bankruptcy to avert bailouts 
 January 12, 2011 Asset International article – ‘Gold Mine’ CA Pension Chief Quits 
 January 12, 2011 Top 1000 Funds article – Investors win with new hedge fund fee 

model 
 August 2009 Government Finance Review article – Future Cost Versus Market Value 

~ The Great Debate over Pension Valuation 
 August 2009 Government Finance Review article – “New Normal” Retirement Plan 

Designs 
 August 2009 Government Finance Review article – Pension Reform in San Diego 
 January 2011 KCERA ~ The Retirement Chronicles Newsletter 
 Focus on the Economic Outlook with David A. Wyss, Chief Economist Standard & 

Poors, February 4, 2011 Fresno, California 
 
*9. Quarterly Trustee Travel Report and Anticipated Trustee Travel  
 

RECEIVED AND FILED 
 

*10. Fresno County Employees’ Retirement Association Budget Status for the period 
ending December 31, 2009  

 
 Trustee Souza raised concerns regarding the staff overtime usage and inquired whether 

the use of overtime is a result of the Mandatory Furlough Program (MFP). 
 
 Roberto L. Peña, Retirement Administration, stated that the majority of the overtime use 

was due to the audit of the financial statements and the implementation of the general 
ledger software and the Mandatory Furlough Program impact was minimal. 

 
Mr. Peña noted that Administration will research the MFP impact on overtime use and 
return to the Board at a later date with the results. 

 
 A motion was made by Trustee Souza, seconded by Vice Chair Gomez, to accept 

Item 10 as presented. VOTE: Unanimous (Absent – Cardenas) 
 

RECEIVED AND FILED 
 
 Trustee Cardenas joined the Board at 8:41 AM. 
 
*11. Memorandum from Jeffrey MacLean, Wurts & Associates, regarding Landmark 

Partners Update 
 
 In response to concerns regarding the recent Landmark Partners changes, 

Administration agreed to agendize the issue for discussion at the February 2, 2010 
Regular Meeting.  

 
RECEIVED AND FILED 
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*12. Travel Requests from Vice Chair Gomez and Trustees Cardenas and Cornacchia to 

attend the 2011 Pension Bridge Annual on April 12-13, 2011 in San Francisco, CA  
 
 In addition to the noted requests, Trustees Criego and Jolly requested to attend the 2011 

Pension Bridge Annual. 
 
 A motion was made by Trustee Crow, seconded by Vice Chair Gomez, to approve 

the travel requests. VOTE: Unanimous. 
 

RECEIVED AND FILED; APPROVED  
 
*13. Final version of the Actuarial Valuation report as of June 30, 2010 for the employee 

and employer contribution rates for 2011/2012 fiscal year prepared by the Segal 
Company  

 
RECEIVED AND FILED; APPROVED 

 
14. Discussion and appropriate action on the results of the Actuarial Valuation audit 

presented by Graham Schmidt and Robert McCrory, EFI Actuaries and Paul 
Angelo, and Andy Yeung, The Segal Company  

 
Robert McCrory and Graham Schmidt, EFI Actuaries (EFI), opened discussions with a 
review of their “main” findings of Segal’s valuation report as follows: 
 
 Confirmation that the liabilities and costs computed in the valuation as of June 30, 

2010 are reasonably accurate and were computed in accordance with generally 
accepted actuarial principles. 

 Evaluation of the Experience Study found the methods and recommendations to be 
reasonable and in accordance with generally accepted actuarial principles. 

 
Aside from the findings, the review produced a number of observations and conclusions: 
 
 Overall, the non-economic actuarial assumptions proposed in Segal’s Experience 

Study have been determined by EFI to be generally reasonable and in compliance 
with acceptable standards of actuarial practice. However, there are areas of concern 
with respect to the mortality rates: 

 
o The rates of actual post-retirement mortality described in the Study have 

been incorrectly calculated based on an overstated number of recorded 
deaths. Therefore, the margin of conservatism that Segal claimed was 
reflected in their recommended mortality assumptions was overstated. 

o In addition to analyzing the mortality experience based on the number of 
members who lived and died, EFI also analyzed the experience of the 
benefit amounts. As found at other systems, the members with higher 
benefit amounts tend to live longer, on average. As a result, using mortality 
assumptions that are based only on the number of deaths (as done in the 
Segal experience study) will tend to understate the liabilities. 
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 The economic assumptions proposed in Segal’s review represent a reasonable set of 

assumptions. However, there are areas of concern where EFI’s recommended would 
differ: 

 
o Segal has stated the recommended expected rate of return of 7.75% 

reflects a confidence level significantly greater than 50% that the expected 
rate of return can be achieved, based on a sample of expected returns from 
various investment consultants. Using a full simulation of FCERA’s target 
asset mix, EFI has shown that the recommended rate does not contain 
such a margin of conservatism, based on expected returns, volatilities and 
correlations provided by FCERA’s investment manager. 

o Segal has recommended that the assumption for the growth rate in future 
Cost of Living Adjustments (COLA) should be the same as the 3% cap on 
the COLA’s. Using simulation analysis, EFI has shown that the expected 
growth in the COLA should be less than the cap - around 2.7% - if the 
Consumer Price Index (CPI) rate ends being greater or less than the 
assumed rate in any given year, even if it averages 3.5% over the long-
term. 

o Segal recommended an increase in the real “across the board” salary 
increase assumption from 0.25% to 0.50%. Although EFI recognizes that 
either value could be considered a reasonable estimate of future 
experience, EFI questions whether an increase in this assumption is 
appropriate at this time, given the current economic and employment 
conditions. 

 
If EFI were to compute the costs under an alternative set of economic assumptions (7.5% 
discount rate, 2.7% COLA growth, 0.25% across the board salary increase), the impact 
on the cost would be only a slight change (0.4% reduction as a percentage of employer 
pay), but could ease some of the concerns expressed by Board members as to whether 
the 7.75% expected return is achievable in the run. 

 
Mr. McCrory noted that EFI independently collected data from FCERA, and performed a 
reconciliation of this data with the prior year’s information. Although the data EFI used in 
their parallel valuation was similar to that used by Segal in their report, there are some 
minor differences, but it is not believed that these discrepancies would have a significant 
impact on the valuation results.  
 
Paul Angelo and Andy Yeung, The Segal Company, addressed EFI’s observations and 
conclusions as follows: 
 
 Deceased retiree records used in the June 30, 2009 triennial experience analysis – 

For the actuarial valuation, FCERA has been providing Segal with two separate data 
files for each of the Association’s retiree and beneficiary members. The beneficiary 
data file includes records for alternate payees. In tallying the number of deaths among 
the retirees between July 1, 2006 and June 30, 2009, Segal included as deaths those 
member records that were reported in a prior year’s actuarial valuation data file for 
retirees but reported in a subsequent year’s actuarial valuation data for beneficiaries. 
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As was pointed out by EFI in their audit, some of those shifts were actually a result of 
subsequent reclassification of membership status from retirees to alternate payees by 
FCERA. In future experience studies, Segal will work with FCERA to exclude all such 
records in preparing the list of deceased retirees for the mortality component of the 
experience analysis. 
 
Segal anticipates that with this adjustment, at the next experience study will be more 
likely to recommend assumptions to reflect mortality improvements similar to those 
that the Board adopted at the two experience studies. 
 

 Analyzing mortality experience for retirees and beneficiaries on a benefit amount 
weighted bases – In reviewing the mortality experience for FCERA’s retirees and 
beneficiaries, Segal compared the actual number of deaths with those expected by 
the RP-2000 White and Blue Collar Mortality Tables prepared by the Society of 
Actuaries (SOA). Age adjustments were made to those tables to recognize the unique 
mortality experience of FCERA’s retirees and beneficiaries. Segal currently uses only 
ages of FCERA’s retirees and beneficiaries when comparing the expected number of 
deaths under the RP-2000 Mortality Tables. 

 
EFI has suggested that the benefit amounts as well as age of the retirees and 
beneficiaries be included when comparing the expected number of deaths under RP-
2000 Mortality Tables. One of the reasons cited by EFI was that the SOA found 
statistically significant difference between mortality experience for pensioners 
receiving small, medium, and large retirement benefits, and in particular, EFI has 
observed such difference for FCERA’s retirees and beneficiaries. 
 
Segal will consider including such an analysis when they prepare the mortality 
assumptions in the next triennial experience study but they point out that the majority 
of FCERA’s current benefit recipients (especially retirees) are receiving benefits that 
are in excess of those classified by the SOA as large retirement benefits after 
adjusting the $1,200 per month used in that study for inflation. 

 
 Investment Return Assumption – In recommending the investment return assumption 

for the June 30, 2010 valuation, Segal used a model that included a risk adjustment 
corresponding to about a 64% confidence level that the 7.75% return assumption 
might be achieved over a 15-year period. In the EFI audit, using a different model 
based on a set of stochastic capital market assumptions, EFI found the 7.75% 
assumption to be reasonable but they estimated that the likelihood of FCERA 
achieving that return over the next 10 years to be about 50-50. 

 
While some of the difference in the probability of achieving the 7.75% expected return 
may be explained by the difference in net rate of return for each asset class used in 
the two derivations, Segal believes the more basic difference is in the different models 
used by Segal and EFI. As Segal has consistently noted to the Board during 
discussions of the earnings assumptions, Segal’s model for analyzing the investment 
return assumption is most useful when it is used to compare the level of conservatism 
in the historical and recommended return assumptions adopted by FCERA and also 
to compare the risk level of FCERA’s current assumption with other similarly situated 
public retirement systems served by Segal in California. 
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The model used by EFI produces simulations of future returns based on expected 
returns, volatilities and correlations between different asset classes and is one of the 
reasonable models that can be used in analyzing the expected return assumption. 
However, it was noted that those models have their own limitations specifically that 
the results depend critically on the entire array of statistical assumptions used in 
producing the simulations. 
 
Both Segal and EFI’s results are consistent with the trend that started in 2009 and 
continued throughout 2010 for public retirement systems to reduce the investment 
return assumption. This, together with informal discussions that Segal has had with 
investment consultants that serve their California public retirement system clients, 
leads them to believe that the trend to lower the investment return assumption would 
be continued in 2011. 
 
It was noted that FCERA’s past practice has been to review this assumption every 
three years at the same time as the triennial experience analysis. Under this timeline, 
the current 7.75% assumption will not be reviewed again until the June 30, 2013 
valuation. Based on recommendations from EFI to lower the assumption to 7.50% 
and the other general observations and conclusions made, the Board may want to 
consider whether another review of the investment return assumption before the 2013 
valuation is warranted. 
 

 Future COLA assumption – EFI recommended a 2.7% annual assumption (reduced 
from the current 3.0% assumption used by Segal in the June 30, 2010 valuation) to be 
used to estimate the average cost to provide an annual statutory COLA of up to 3%. 

 
While Segal generally agrees with the methodology used by EFI to justify a lower long 
term COLA assumption, the methodology is not yet common among public retirement 
systems in California. Segal suggests continuing to recognize any favorable actuarial 
experience after the Board grants a COLA increase less than 3% as the actual 
experience transpires. If the current relatively low inflationary environment were to 
persist for the next several years, this would allow the Board to mitigate some of the 
relatively large contribution rate increases anticipated as a result of the recognition of 
deferred investment losses from 2008 and 2009. 

 
 Real across the board pay increase – In the June 30, 2009 triennial experience 

analysis, the Board adopted Segal’s recommendation to reduce the general price 
inflation assumption from 3.75% to 3.50%. However, in projecting the increase in 
individual member salaries, Segal recommended that the across the board salary 
increase component of the individual salary increase assumption be increased from 
0.25% to 0.50% so that the total wage inflation would remain unchanged at 4.00%. 
Segal’s recommendation to increase the across the board salary increase component 
of the assumption was based in part on the observation that over the four-year period 
ending June 30, 2009, the actual annual average increase in salary at FCERA had 
been 5.54% and was significantly over the actual annual average increase in CPI over 
the same period of 2.43%. 
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 EFI pointed out in their audit that while they consider either the 0.25% or 0.50% as a 

reasonable assumption, they would not agree that the evidence included in the Segal 
report presents strong evidence for Segal’s recommendation. One of the reasons 
cited by EFI was that the current budgetary constraints might make it unlikely for the 
employees to receive that assumed increase. 

 
It was noted that while the above argument may be supported in the short term, Segal 
recommends a longer term view in establishing this assumption. In addition, the 
Association’s contribution rate to the Unfunded Actuarial Accrued Liability (UAAL) has 
been calculated as a level of percent of payroll assuming the employer’s total payroll 
would increase at an annual rate of less than 4.00%. Any favorable actuarial 
experience associated with individual pay increases of less than 4.00% would have 
the effect in the valuation of offsetting the impact associated with the UAAL rate going 
up due to the employer’s total payroll increases by less than 4.00%. 

 
Detailed discussions ensued regarding the observations and conclusions noted above. 
The Board directed Administration to agendize a discussion on the assumed rate of 
return.  

 
A motion was made by Trustee Criego, seconded by Vice Chair Gomez, to accept 
Actuarial Valuation audit as presented and to revisit the Assumed Rate of Return 
assumption issue before the June 2011 valuation.  

 
RECEIVED AND FILED; APPROVED 

 
15. Discussion and appropriate action on IRS Determination Letter and Voluntary 

Correction Program application filings presented by Laurie DuChateau, Reed 
Smith  

 
Laurie DuChateau, Reed Smith, opened discussions by reviewing the IRS Determination 
Letter and Voluntary Correction Program application documents to be submitted to the 
Internal Revenue Service (IRS) on January 31, 2011 and the proposed 2010 Internal 
Revenue Code Compliance Policy adopted by the Board on December 15, 2010.  
 
Ms. DuChateau noted minor changes to be made to the “cover letter” before finalizing 
and submitting to the IRS. Discussion ensued. 
 
A motion was made by Trustee Jolly, seconded by Trustee Crow, to accept the IRS 
filings with noted changes. VOTE: Unanimous  

 
RECEIVED AND FILED; APPROVED 

 
 Roberto L. Peña, Retirement Administrator, pulled Closed Session Items 16.B.1. and 

16.C.2. as there was nothing to discuss. 
 
16. Closed Session: 

 
A. Update from Legal Counsel – Pending Litigation – pursuant to G.C.  §54956.9(c) 
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B. Conference with Legal Counsel –  Actual  Litigation  - pursuant to G.C. 
§54956.9(a) 

 

1. Geraldine Chisom, et al. v. Board of Retirement, etc., et al., Fresno County 
Superior Court Case No. 10 CECG 02372 

 

C. Conference with Real Property Negotiators – pursuant to G.C. §54956.8 
 

2. Property: 1713 Tulare Street, Fresno, CA 93721 
Agency Negotiators: Brian Decker of Colliers Tingey 

 

D. Disability Retirement Applications – Personnel Exception (G.C. §54957): 
 

1. Eugene Buchanan 
2. Lillie Johnson 

  

17. Report from Closed Session 
 

16.A. Decision – to retain Berman DeValerio in the Countrywide Financial matter. M – 
Souza. S – Gomez. VOTE: Yes – Cade, Cardenas, Criego, Crow, Gomez, 
Larson, Souza. Abstain – Jolly.  

16.B.1. Pulled. 
16.C. Pulled. 
16.D.1. Eugene Buchanan – Decision – to combine the Supplemental Findings of Fact 

and Decision with the original Findings of Fact and Decision adopted on October 
6, 2010, which together, comprise the complete decision of the Board to establish 
the effective date of retirement as November 2, 2007. M – Jolly. S – Souza. 
VOTE: Unanimous. 

16.D.1. Lillie Johnson – Decision – to approve non-service connected disability benefits 
based on the Findings of Fact and Decision. M – Souza. S – Gomez. VOTE: 
Unanimous. 

 

18. Report from FCERA Administration 
 

Roberto L. Peña, Retirement Administrator, reported on the following: 
  

 1. The FCERA/FSBC Lot Split parcel map was recorded.  
 

19. Report from County Counsel 
 

Susan Coberly, Senior Deputy County Counsel, had nothing to report. 
 

20. Board Member Announcements or Reports 
 

The Board Members had nothing to report. 
 

There being no further business the meeting adjourned at 11:06 AM. 
 
 
 
 
Roberto L. Peña 
Secretary to the Board 


