¢ MENDOCINO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION ¢
BOARD OF RETIREMENT MEETING MINUTES
¢JUNE 19, 2013 AT 8:30 A.M.e¢

CALL TO ORDER
Shari Schapmire, Board Chair, called the meeting to order at 8:30 a.m.
ROLL CALL

Roll call was conducted with the following members present: Shari Schapmire, Lloyd Weer, Ted
Stephens, Supervisor John McCowen, John Sakowicz, Richard Shoemaker, Bob Mirata, Tim
Knudsen, Craig Walker, and Randy Goodman. Also present: Rich White, Retirement
Administrator, Jeff Berk, Legal Counsel, Judy Zeller, Board Clerk, and Mary Anne Walker, Linea
Solutions.

PUBLIC COMMENT: Holly Madrigal, John Dickerson, Jared Carter, and Supervisor Dan Gjerde
addressed the Board regarding the assumed rate of return and amortization.

1) APPROVAL OF CONSENT AGENDA

Presenter/s: Chair Shari Schapmire referenced the Consent Agenda previously distributed to the
Board which included the Minutes of the Board Meeting held May 8, 2013, Membership,
Retirements Processed, the Retirement Administrator’s report, and Communications.

Board Direction: Mr. Shoemaker requested that item 1-A (Minutes of the Board Meeting held May
8, 2013) be pulled from the Consent Agenda for separate action.

Board Action: Motion was made by Mr. Mirata to approve the remaining items on the Consent
Agenda. Mr. Sakowicz seconded the motion and it was approved unanimously.

2) DISCUSSION AND POSSIBLE ACTION REGARDING ANY CONSENT AGENDA ITEM
NEEDING SEPARATE ACTION

Presenter/s: Shari Schapmire referenced item 1-A of the Consent Calendar pulled by member
Shoemaker. Board member Shoemaker asked staff about minute item 8) Benefits and Operations
and how the spousal continuance works. Mr. White explained how the spousal continuance is paid
after a retired member death.

Board Action: Motion was made by Mr. Mirata to approve the Minutes of the Board Meeting held
May 8, 2013. Mr. Weer seconded the motion and it was approved unanimously.

¢RETIREMENT ASSOCIATON CONFERENCE ROOM: 625-B KINGS COURT, UKIAH, CA 95482+
+PHONE 707-463-4328 FAX 707-467-6472¢ WWW.CO.MENDOCINO.CA.US/RETIREMENT+



¢ MENDOCINO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION ¢
BOARD OF RETIREMENT MEETING MINUTES
¢JUNE 19, 2013 AT 8:30 A.M.e¢

3) DISCUSSION AND POSSIBLE ACTION REGARDING ACTUARIAL FUNDING POLICY
(THE SEGAL COMPANY)

Presenter/s: Via teleconference Paul Angelo and Andy Yeung of The Segal Company referenced the
Actuarial Funding Policy which was previously discussed and modified during the March and
April Board meetings. The purpose of this Statement of Actuarial Funding Policy is to record the
funding objectives and policies set by the Board of Retirement (Board) for the Mendocino County
Employees’ Retirement Association (MCERA). The Board established this policy to help ensure
future benefit payments for members of MCERA. In addition, this document records certain policy
guidelines established by the Board to assist in administering MCERA in a consistent and efficient
manner. The goals of the Actuarial Funding Policy are to achieve long-term full funding of the cost
of benefits provided by MCERA, to seek reasonable and equitable allocation of the cost of benefits
over time, and to minimize volatility of the plan sponsor’s contribution to the extent reasonably
possible, consistent with other policy goals.

Mr. Stephens referenced page 3, Other Policy Considerations, item A, and asked what could be
done about the 12 month implementation lag time of valuation contribution rates. He stated that if
the contribution rate goes up (or down), we would collect the old rate for one more year which may
cause a contribution loss (or gain). Mr. Angelo mentioned that most Boards believe this lag will
average out over time, but two 1937 Act Retirement Systems (Orange and Kern) have implemented
a policy of paying contributions adjusted to anticipate that contribution gain or loss. Mr. Weer
asked why that was not a recommendation in Segal’s report. Mr. Angelo stated that in theory it
will self correct over time.

Mr. Stephens acknowledged that the downside is rates becoming more volatile. Under MCERA's
policy, any contribution gain or loss would show up in the next valuation and would be amortized
over 18 years. But, moving forward Mr. Stephens believed that MCERA should immediately
correct for such delay. Mr. McCowen stated the Plan Sponsor does not need more volatility. Mr.
Stephens stated that he would approve this policy if this one change was added. Mr. Angelo
replied that Segal would need to come back to the Board with new language for this change in the
funding policy. Mr. McCowen suggested that the policy approval could come back to the Board on
the consent agenda.

Board Direction: The Segal Company will update the draft Actuarial Funding Policy which was
previously approved to adjust for the lag in contributions earlier instead of waiting a year to
incorporate recommended and approved rates. The Segal Company will provide the correct
language and this item will be brought back to the Board for final approval on the consent agenda.

Board Action: Motion was made by Mr. Stephens to update the draft Actuarial Funding Policy,
which was previously approved, and adjust for the lag earlier instead of waiting until the next
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actuarial study to incorporate new rates. Mr. Sakowicz seconded the motion and it was approved
by the following vote: Ayes 7 Noes 2 (McCowen, Walker) Abstain 0 Absent 0 (Motion Approved)

4) DISCUSSION AND POSSIBLE ACTION REGARDING ACTUARIAL TRIENNIAL
EXPERIENCE STUDY (THE SEGAL COMPANY)

Presenter/s: Via teleconference Paul Angelo and Andy Yeung of The Segal Company addressed the
Board regarding the next Actuarial Triennial Experience Study. This study would be done in the
later part of calendar year 2014 and would cover the demographic experience for the period of July
1, 2011 through June 30, 2014 and the target allocation as of June 30, 2014.

Mr. Stephens previously asked that the Board discuss the timing of the experience and
demographic study, especially the economic assumptions that include the investment return
(discount) rate. Mr. Stephens stated that he only wants to discuss the assumed investment earnings
rate today, not the triennial demographic experience study. Mr. Angelo stated that you can
consider putting the review of the assumed earnings rate on a different time schedule or it can be
done during the triennial study. The asset allocation study is also timed every three years. This is
done ahead of the triennial study because assumed earnings rate is calculated based on MCERA's
targeted asset allocation. There would be an issue if you use the current allocation to set the
assumed earnings rate and you plan on changing the current asset allocation upon completion of
the study. Mr. Stephens felt that the earnings assumption rate should be looked at now so that we
don’t lose time and mentioned that the Callan Associates modeling recommended a 6.66% assumed
rate.

Mr. Angelo stated that an investment consultant does not advise you on how to value liabilities just
as an actuary does not advise on asset allocation. We are fortunate that the 3 year experience study
does coincide with the asset allocation study, but we can do that out of cycle, including an update
on capital market assumptions. Mr. Stephens wanted to know if the calculation for the earnings
rate could be done without doing the full study. Mr. Angelo replied that there is more to setting
economic assumptions than just setting the investment earnings assumption because a review of the
economic assumptions should include the inflation and the salary increase assumptions. Regarding
the setting of the interest rate assumption, Segal uses different investment consultants” market
return assumptions in the study. This provides a consistent basis to compare yourself to yourself
over time. For the investment earnings assumption, the recommendation from Segal takes a long
term view while the recommendation of the investment consultant may focus on the short term.
Long term can be up to the 30 year range, and should be longer than 10-15 year range most
investment consultants use.

Mr. Weer felt the need to see supporting documentation for the triennial experience study and all
that affects its process. We need to think well into the future, long term. Mr. Shoemaker stated that
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we must have a meeting with sponsors before we make any changes. Supervisor McCowen felt
uncomfortable going outside our normal process. We need to remember assumptions based on
long term 30 years vs. 10 years. If we plan to change how the system operates to a 10 year plan we
need to have that discussion and not throw away our current policies and procedures.

Board Direction: Staff will assist The Segal Company in performing an Actuarial Triennial
Experience Study that will cover the demographic experience for the period of July 1, 2011 through
June 30, 2014 and the target allocation as of June 30, 2014 as planned.

Board Action: Motion was made by Supervisor McCowen to approve the Segal Company to
perform an Actuarial Triennial Experience Study that will cover the demographic experience for the
period of July 1, 2011 through June 30, 2014 and the target allocation as of June 30, 2014. Mr. Mirata
seconded the motion and it was approved by the following vote: Ayes 6 Noes 3 (Goodman,
Sakowicz, Stephens) Abstain 0 Absent 0 (Motion Approved)

Board Action: Motion was made by Mr. Stephens to give Segal direction to calculate contribution
rate if we went to a 7% rate of return, go to Callan for the probability of meeting 7%, and bring back
at next meeting to discuss if we can implement in the contribution rates for fiscal year 2013/14. Mr.
Mirata seconded the motion, but withdrew after some discussion. Mr. Sakowicz then seconded the
motion which failed by the following vote: Ayes 1 (Stephens) Noes 8 Abstain 0 Absent 0 (Motion
Failed)

5) DISCUSSION AND POSSIBLE ACTION REGARDING PENSION ADMINISTRATION
SYSTEM
¢ Report and Recommendation of Pension Administration System Ad Hoc Committee

Presenter/s: Rich White referenced information previously distributed to the Board regarding the
request for proposal for a Pension Administration System which was issued in May. He introduced
Mary Anne Walker, Linea Solutions, who is our Information Technology Advisor. Mary Anne
assisted us in the two month process of preparing a Request for Proposal. Four proposals were
received which were evaluated and scored by an Ad Hoc Committee and staff.

Board members discussed the committee recommended vendor including risk, finding a different
vendor if the chosen vendor does not work out, viability and strength of the vendor, if hosting fees
will change in 10 years, and how much staff time will be saved. Mr. Sakowicz asked if the system
can adapt to plan changes from defined benefit to defined contribution plans. Mr. White replied
that business rules are adaptable, but we may need to purchase an additional module if any plan
changes occurred. Currently we have the advantage to purchase after Pension Reform and include
that in our system. Our data would be kept all in one place for first time in the history of MCERA.
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Mr. White added that risk and the ability to continue services if the chosen vendor does not work
out will be addressed in contract negotiations and the recommended vendor has shown viability
and stability for long term. He acknowledged that the hosting fees may change in 10 years, but that
we may find ourselves needing to make changes in the retirement system at that time. Staff time
will be utilized to complete other projects that we don’t have resources for now and the system will
give a higher level of confidence and level of service to our members.

Mr. Goodman asked about the possibility of vendor termination of service and if we could address
this issue in the contract. He also asked about the difference in a vendor hosted system vs. a
system hosted at Information Services (IS). Mr. White stated that vendor termination would be
negotiated in the contract and that IS is challenged due to lack of resources. Mr. White mentioned
some of the capabilities of the system and addressed security.

Mr. Shoemaker asked if support fees are separate and what do we get for the Linea cost? Mr. White
replied that support fees would be included and added that we need to include performance
deadlines in the contract. Linea would provide project management and a business analyst for
project oversight. He added that the Pension System contract is expected to be very large and we
must use outside counsel. We are fortunate to have access to outside counsel that has experience
with these types of contracts. We will do everything we can to protect our system and keep our
implementation on a timeline.

Mr. Weer recommended the selection of a pension administration system and supports reasonable
cost as an Ad Hoc Committee member.

Mr. Walker left the meeting at 11:00 a.m.
Board Direction: Staff will include Board concerns in the negotiation of contract.

Board Action: Motion was made by Supervisor McCowen to approve the recommended action to
select the recommended vendor for the installation of the pension administration system, to
authorize the Retirement Administrator to negotiate and enter into a contract with the selected
vendor under the terms of the RFP proposal with the intent to include Board concerns in the
negotiation of contract, and to adopt the proposed budget for the pension administration system
project and revise the Fiscal Year 2013-2014 budget accordingly. Mr. Sakowicz seconded the
motion and it was approved by the following vote: Ayes 7 Noes 1 (Stephens) Abstain 0 Absent 1
(Motion Approved)

6) DISCUSSION AND POSSIBLE ACTION REGARDING AGREEMENT WITH LINEA
SOLUTIONS, INC. FOR PENSION ADMINISTRATION PROJECT OVERSIGHT AND
IMPLEMENTATION CONSULTING SERVICES

¢RETIREMENT ASSOCIATON CONFERENCE ROOM: 625-B KINGS COURT, UKIAH, CA 95482+
+PHONE 707-463-4328 FAX 707-467-6472¢ WWW.CO.MENDOCINO.CA.US/RETIREMENT+



¢ MENDOCINO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION ¢
BOARD OF RETIREMENT MEETING MINUTES
¢JUNE 19, 2013 AT 8:30 A.M.e¢

Presenter/s: Rich White referenced information previously distributed to the Board regarding an
agreement with Linea Solutions for Pension Administration Project Oversight and Implementation
Consulting Services. The need for Linea’s consulting services was previously discussed during the
May board meeting and was included in the adopted 2013 /14 budget.

The implementation of a Pension Administration System (PAS) is a highly complex task which
requires significant technical expertise, project management capabilities and oversight,
communication skills, and quality control. Retirement System staff do not have the capabilities of
managing a project of this magnitude. Linea Solutions is the IT consulting firm most familiar with
our technology needs. They have conducted a detailed study of the Association’s long-term
technology requirements and prepared and coordinated the Request for Proposal (RFP) for the
Pension Administration System.

The chosen vendor does not offer project management for us, only for their software. The project
management provided by Linea will assist staff in documenting everything, sticking to the timeline
for implementation, and develop policy.

Ms. Walker asked for authorization to contact three vendors that were not selected with the
information discussed today and that they were not chosen for contract negotiation.

Board Direction: Ms. Walker is granted authorization to contact the three vendors who were not
selected.

Board Action: Motion was made by Mr. Mirata to approve the statement of work with Linea
Solutions, Inc. project oversight and implementation consulting services for the pension
administration system in an amount of $490,500 for the 24 month period beginning July 2013 and to
authorize the Administrator to enter into a contract for these services. Mr. Sakowicz

seconded the motion and it was approved by the following vote: Ayes 7 Noes 1 (Stephens) Abstain
0 Absent 1 (Motion Approved)

7) DISCUSSION AND POSSIBLE ACTION REGARDING AGREEMENT WITH
HANSON BRIDGETT, LLP FOR LEGAL TAX CONSULTING SERVICES

Presenter/s: Rich White referenced information previously distributed to the Board regarding a
letter of engagement from Hanson Bridgett, LLP, for legal tax consulting services. The fees for this
engagement were previously discussed in May and was included in the adopted 2013 /14 Fiscal
Year Budget.
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Board Action: Motion was made by Mr. Mirata to approve the Hanson Bridgett, LLP, letter of
engagement for legal tax consulting services effective July 1, 2013 through June 30, 2014 for a
maximum of $30,000. Mr. Knudsen seconded the motion and it was approved by the following
vote: Ayes 8 Noes 0 Abstain 0 Absent 1 (Motion Approved)

8) DISCUSSION AND POSSIBLE ACTION REGARDING AGREEMENT WITH FECHTER
AND COMPANY FOR ACCOUNTING SERVICES

Presenter/s: Rich White referenced information previously distributed to the Board regarding an
agreement with Fechter and Company for accounting services which was previously discussed
during the May board meeting and was included in the adopted 2013 /14 Fiscal Year Budget. Mr.
McCowen confirmed that the accounting position had been approved by the Board of Supervisors.
Mr. White stated that the position must go to civil service because the current job class specification
if specifically for the Auditor/Controller’s office and must be approved for Retirement. He expects
that to happen in July and then we can begin recruitment.

Supervisor McCowen asked if the contract accountant could telecommute. Mr. White replied that
the accountant must use our Peachtree accounting software which is hosted by the County and
perform data entry in house. Travel time was previously negotiated with the original contract.
Supervisor McCowen objected to the per diem rates that were negotiated for travel because they
were based on rates for San Francisco.

Board Action: Motion was made by Mr. Mirata to approve the agreement with Fechter and
Company for accounting services. Mr. Knudsen seconded the motion and it was approved by the
following vote: Ayes 6 Noes 2 (McCowen, Stephens) Abstain 0 Absent 1 (Motion Approved)

9) MONTHLY FINANCIAL REPORT
e Statement of Plan Net Assets
Statement of Changes in Plan Net Assets
Cash Flow Analysis
Rental Income Net of Expenses
Vendor Ledger

Presenter/s: Rich White referenced preliminary reports from the month of April previously
distributed to the Board including statement of plan net assets, statement of change in plan net
assets, cash flow analysis, rental income net of expenses, and vendor ledger. The rental income
report is new due to accounting changes. Page 3 of vendor ledger regarding Mondrian Investment
Partners includes 3 entries due to a change to direct billing for quarterly investment fees which is
now in place and we have caught up on billing which included 3 quarters. Mendocino Access TV is
also caught up and includes 3 months of billing.
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Mr. Goodman asked why they are not receiving a report on year to date change. Our investments
are up $32 million and the report by investment was very helpful. Mr. Knudsen asked about rental
income and whether it was imputed. Mr. White replied that the report includes actual and imputed
rent and the calculation is based on square footage.

Supervisor McCowen asked staff to rethink having the vendor ledger marked confidential.

Board Direction: Staff will consider whether the vendor ledger should remain confidential and will
include a year to date report in the monthly financials.

10) MONTHLY INVESTMENT REPORT

Presenter/s: Rich White referenced the monthly investment report previously distributed to the
Board.

11) CLOSED SESSION
¢ Pending disability applications update
¢ Kim Koskinen Writ of Mandamus
REPORT OUT FROM CLOSED SESSION
Board Action: There was no action taken on any closed session items.
Mr. Berk left the meeting at 12:45 p.m.
12) GENERAL BOARD MEMBER DISCUSSION
Mr. Sakowicz asked if Board members would like a recording of his radio show with Joe Nation.
He will provide copies. He stated for the record that he does not speak as a Retirement Board

Member during his radio shows. Marty Lombardi will be his guest on Friday June 21, 2013.

ADJOURNMENT (1:00 pm)
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