Mendocino County Board of Retirement
Budget and Audit Committee Meeting Minutes
January 28, 2013
11:00 a.m.

11:00 a.m.

Participants: Board Members Ted Stephens and Lloyd Weer, Crystal Ekanayake and Dan
Matzinger, Gallina LLP, Andy Yeung, The Segal Company, Rich White, Retirement
Administrator, and Judy Zeller, Clerk to the Board.

Public Comment: None
Supervisor John McCowen observed the meeting.
1) Discussion and Approval of the draft June 30, 2012 Audit Report by Gallina LLP

Crystal Ekanayake and Dan Matzinger of Gallina LLP referenced the draft annual financial
audit of MCERA for the year ended June 30, 2012. Andy Yeung and of The Segal Company
also provided comments on the information included in the report.

Mr. Stephens asked many questions about the report totals and whether Gallina had compared
their totals with other totals included in the report which had been provided by The Segal
Company and Callan Associates. Ms. Ekanayake stated that Gallina prepares the financial
statements independently using source documents. Gallina reviews for large inconsistencies
and otherwise small discrepancies that are not material are not further examined. Gallina does
not audit the other providers work nor are the internally prepared documents reviewed. The
tigures in the financial reports are within “materiality” and material differences are noted.

Mr. Stephens questioned page 9 of the report and Investments at fair value. It was agreed by
all that Real Estate and Non Mutual Fund investment totals should be separated out of the
Mutual Fund total.

Mr. Weer asked about the information included on page 20 of the audit regarding assumptions
and if there was a material change because of the unused sick leave assumption change. Mr.
Yeung stated that the assumption change will impact the year end of June 30, 2012 and that it
is premature to change in this audit report.

Mr. Stephens asked why information regarding health benefits for retired employees was
included on page 12 of the report. Ms. Ekanayake stated that this information had been
included in previous audit reports and should be left in because of the VCP discussed on page
23 and the undesignated reserves listed on page 22. Mr. Weer and Mr. White agreed.
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Mr. Stephens asked why page 13 of the report stated that there were no derivatives as of June
30,2012. Ms. Ekanayake explained that derivatives are not purchased directly by the fund;
they are within the fund investments. The report will be amended to say that MCERA owned
no derivatives directly in its portfolio.

Mr. Stephens questioned the second paragraph on page 15 and why it stated that there were
no excess earnings that can be used for the payment of retiree health benefits. Ms. Ekanayake
said that this information had been included in last year’s report and the 3rd sentence was to
reemphasize that there were no excess earnings, which complies with 401(h). Mr. Yeung
added that the statement fits with the VCP filing and how benefits were provided. This is a
true statement to back up the content of the paragraph.

Mr. Stephens asked that levels on page 17 be changed to be consistent with the change to page
9. Mr. Weer agreed.

The information on page 22, the discrepancy in Employer Reserves in the fiscal years 2009 and
2010, was discussed. It was agreed that Employer reserves would be footnoted with an
asterisk noting that the percentage contributed was based on data reported by the prior
actuary. Mr. Weer stated that he had knowledge that Employer contributions had been paid
100% for each year.

The committee approved the draft annual financial audit report dated June 30, 2012 with the
suggested changes unanimously and the revised draft audit report will be presented to the full
Board on February 20, 2013 for approval.

2) Discussion and Direction to staff regarding the Comprehensive Annual Financial Report
(CAFR) and Audit Process

a) Timing and Preparation of Reports

Mr. White began the discussion regarding a suggested change to our current process of
compiling information for our valuation and audit. He referenced a timeline Segal prepared
which outlined the Actuarial Valuation completion dates and the Financial Audit completion
dates for MCERA.

Mr. Yeung added that the current process used by the Actuary and the Auditor are co-
dependent upon each other and that the reports are passed between both the actuary and the
auditor to ensure accuracy and completeness using the latest data. The process does not lend
itself to getting the reports completed on time at the end of each year. The June 30, 2012 audit
timeline was used as an example.
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A suggested approach is the auditor could use the Board approved actuarial valuation from
the previous period for completion of the current fiscal year financial audit. This ensures that
the information from the actuarial valuation has been reviewed by the Audit and Budget
Committee and is approved by the Board of Retirement before the information is used in the
completion of the financial audit. This approach would likely put the completion of the
financial audit on a different and more efficient timeline.

Ms. Ekanayake stated that the timeliness of the reporting is very important and a revised
process could benefit MCERA and assist Gallina in the preparation of the financial audit. It
was suggested that Gallina could have a draft audit report available for the staff in September.
This would allow the Audit and Budget Committee to review a final draft report in
October/November with the Board of Retirement having the audit report for approval in
November/December. Timely reporting would be beneficial since this year’s valuation was
not available until December.

Mr. Yeung added that the down side to this suggested approach is that the use of the prior
year actuarial valuation means that the financial audit would be using one actuarial valuation
report two years in a row during the transition to this process, though it would happen only
once.

Cost associated with the proposed change was discussed and both Gallina and The Segal
Company stated that there should not be an additional cost. In fact there may be even less cost
due to non approval of reports and that there may be a savings with a different process.

Mr. Weer asked if this is a common practice. Mr. Yeung replied that others have a long lead
period.

The Committee agreed that this issue should be brought to the full Board for discussion in
February.

b) Preparation of CAFR and Audit Report.

Mr. White referenced preparation of the CAFR and the audit process. Current process has
been preparing an Audit report and a CAFR each fiscal year and the cost for both. Combining
reports in one document, CAFR, could potentially save costs and staff time. Gallina mentioned
that their amount of work and review time would be identical. Mr. Stephens felt that this
would be a procedural direction to implement and that we should wait and revisit later.

The Committee thanked Gallina LLP and The Segal Company for their participation in this
meeting.
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3) Discussion and Approval of the draft Budget and Audit Committee Charter

Rich White referenced the draft Audit and Budget Committee Charter. The need for four
members was discussed. Mr. White felt that this number gives a better vote, functionality,
flexibility, and different representation. Mr. Weer and Mr. Stephens wondered why budget
was included in the charter. Mr. White stated that this was a legacy issue for MCERA and that
the process would help form the budget for the Administration and that answers regarding the
budget would come from the Committee members in addition to the Administrator.

The Committee recommendation was to approve the draft Audit and Budget Committee
Charter and present to the Board on February 20, 2013 for approval and adoption.

4) Discussion and Approval of the draft Budget Adoption Policy

Rich White referenced the draft Budget Adoption Policy. Mr. Stephens questioned page 2 item
3 and why the Retirement Administrator would be granted the authority to determine which
purchases exceeding $25,000.00 are to be treated as capital expenses and which are to be
expensed in the year of purchase. Both Mr. Stephens and Mr. Weer felt that this should be
amended to read not exceeding $5,000.00.

The Committee recommendation was to approve the draft Budget Adoption Policy as
amended and present the policy to the full Board on February 20, 2013 for approval and
adoption.

5) Schedule the next Audit and Budget Committee meeting

The next Budget and Audit Committee meeting will be held on Tuesday March 12, 2013 at
10:00 a.m. in the Retirement Association conference room.

Meeting Adjourned (12:30 p.m.)
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