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BOARD OF RETIREMENT

FRESNO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

Wednesday, June 20, 2007 – 8:30 AM

Trustees Present:

Alan Cade, Jr.

Nick Cornacchia


Vicki Crow


Steven J. Jolly


Phil Larson


Stephanie Savrnoch


John Souza

Trustees Absent:

Michael Cardenas

William Storey

Others Present:

Henry Lopez, Active FCERA Member


Carlos Rodriquez, Sr., Active FCERA Member


Kevin Smith, SEIU


Jeffrey MacLean, Wurts & Associates


Ronald S. Frye, Alternate Trustee


Barbara Booth Grunwald, Deputy County Counsel


Roberto L. Peña, Retirement Administrator


Becky Van Wyk, Assistant Retirement Administrator


Elizabeth Avalos, Administrative Secretary


Sign In Sheet Attached

1. Call to Order

Chair Jolly called the meeting to order at 8:39 AM.
2. Pledge of Allegiance 

Recited.

3. Public Presentations 
In response to a question from Henry Lopez, Active FCERA Member, regarding the Board’s January 10, 2007 decision to “net” the Deferred Normal Cost (DNC) against the Cost of Living Adjustment (COLA) Unfunded Actuarial Accrued Liability (UAAL), Mr. Peña stated that, after much discussion by the Board, the decision stands.

Carlos Rodriquez, Sr., expressed his concern regarding the rising costs of the retirement benefits. 
Consent Agenda/Opportunity for Public Comment
Roberto L. Peña, Retirement Administrator, pulled Consent Agenda Item 4.

A motion was made by Trustee Souza, seconded by Trustee Larson, to Approve Consent Agenda Items 5-14. VOTE: Unanimous (Absent – Cardenas, Crow, Storey)

*4.
Approve the June 1, 2007 Personnel Committee Meeting Minutes and the June 6, 2007 Retirement Board Regular Meeting Minutes 

Roberto L. Peña, Retirement Administrator, noted that the June 6, 2007 Regular Meeting Minutes will not be available for approval until the July 18, 2007 Regular Board Meeting.


A motion was made by Trustee Souza to Approve the June 1, 2007 Personnel Committee Minutes.


It was noted that Personnel Committee Members Cardenas and Storey were not present to second the motion. Trustee Souza withdrew his motion and the Item was tabled until the July 18, 2007 Regular Board Meeting.

TABLED
*5.
Request to Rescind Deferred Retirement 
RECEIVED AND FILED; APPROVED


Linda A. Cole
Valley Medical Center
13.03 years

*6.
Summary of monthly statistics from the Retirement Association Office on buybacks, retirement benefit estimates, public service, age adjustments, final compensation calculations, and disability retirement applications for May 2007 
RECEIVED AND FILED
*7.
Most recent investment returns, performance summaries and general investment information from investment managers 
RECEIVED AND FILED
*8.
Public Records Requests and/or Retirement Related Information Requests from Michael Lancaster, Active FCERA Member; Michael Quintanilla, Active FCEA Member; Drake Bell, Active FCERA Member; Cheryl Stalis, Goyette Associates; Sandra Dumlao, Active FCERA Member; Scheree Lau, Active FCERA Member; Yvonne Coutre, Active FCERA Member; and Kevin Smith, SEIU Local 521 
RECEIVED AND FILED
 *9.
Results of Retirement Board Safety Election 
RECEIVED AND FILED
*10.
Correspondence from SACRS Executive Board of Directors regarding the SACRS Economic Impact Study and FCERA’s responses 
RECEIVED AND FILED 

*11.
Update of Board of Retirement directives to FCERA Administration 
RECEIVED AND FILED
*12.
FCERA Unaudited Comparative Financial Statements for the six months ending December 31, 2006 
RECEIVED AND FILED
*13.
Correspondence from Mary Benson, Active FCERA Member, thanking Roberto L. Peña, Retirement Administrator, and Becky Van Wyk, Assistant Retirement Administrator, for meeting with FCERA members to discuss the COLA UAAL refund process 
RECEIVED AND FILED 
*14.
Approve Revised Trust Company of the West (TCW) Performance Fee Agreement 
RECEIVED AND FILED; APPROVED
15. Discussion and appropriate action on Employee Retirement Contribution Rates for Fiscal Years 2003 – 2005 related to the Cost of Living Adjustment (COLA) Unfunded Actuarial Accrued Liability (UAAL) refund process 
Due to the absence of Andy Yeung, The Segal Company, Agenda Item 15 was delayed until later in the meeting.

DELAYED
16. Discussion and appropriate action on Private Equity Market search recommendations presented by Jeffrey MacLean, Wurts & Associates 
Roberto L. Peña, Retirement Administrator, opened discussions by reminding the Board of Wurts & Associates proposal of a private equity commitment of approximately $190 million over the next five years in order to reach the plan’s target private equity allocation of 6%.

Mr. Peña noted that Jeffrey MacLean, Wurts & Associates has conducted due diligence on the most recent fund offerings for several of FCERA’s existing private equity general partner relationships including The Blackstone Group’s Blackstone Capital Partners V, New Mountain Capital Group’s New Mountain Capital Partners III, and Warburg Pincus’ Private Equity Fund X.

Trustee Crow joined the Board at 8:50 AM.

Mr. MacLean began the presentation by briefly explaining the difference between Private Equity investments and Public investments. It was noted that there is a higher risk with private equity investments, therefore, possibly higher returns.

Mr. MacLean recommended the following commitments:
· $15 million to New Mountain Partners III, L.P. (Vintage 2007)

· $20 million to Warburg Pincus Private Equity X, L.P. (Vintage 2007)

· $70 million to a broadly diversified private equity fund-of-funds offering (likely to have exposure to at least three vintage years)

Mr. MacLean recommended that the Board invite New Mountain Partners III and Warburg Pincus Private Equity X to make presentations before the Board.

Discussions, questions, and comments followed regarding the fund-of-funds approach, possible rates of return and the importance of diversification. 
At the request of Trustee Souza, the Board discussed Managed Futures vs. Private Equity and Fund-of-Funds. It was noted that the Administration will agendize a full presentation regarding Managed Futures.
Mr. MacLean stated that FCERA invested $25 million in New Mountain’s first fund offering New Mountain Partners, I, L.P. (vintage 2000). The significant depth of experience, the stability of the management team, continuation of their strong track record, ability to execute successfully in the middle market across economic cycles, proven ability to add value post-investment and advantage in identifying attractive “defensive growth” industries warrants consideration for reinvestment in Fund III. The minimum investment for the fund is $10 million. 
Mr. MacLean stated that FCERA has invested $20 million in Warburg Pincus’ 1998 vintage fund (Warburg Pincus Private Equity Partners, L.P.) as well as $25 million in Warburg Pincus Private Equity VIII, L.P. (vintage 2001). The firm’s flexible and broadly diversified private/venture mandate, core competency in investing globally, significant private equity experience, depth in sector expertise, continuation of their strong track record and proven ability to add-value post-investment warrants consideration for reinvestment in Fund X. The minimum for the fund is $25 million; although, Warburg is willing to consider a $20 million commitment.
Mr. MacLean addressed questions regarding The Blackstone Group as to whether, among other issues, a possible “dilution of focus” among key investment professionals might occur that could result in a misalignment of general partner and limited partner best interests. Mr. MacLean recommended passing on investing in of Blackstone Capital Partners V at this time.
Discussions, questions, and comments followed regarding the private equity commitments and fee structures of each firm.

Discussions, questions, and comments followed regarding prior private equity rates of return. It was noted that private equity returns have outperformed the S&P 500 return by approximately 11% over the past 3 years.
A motion was made by Chair Jolly, seconded by Trustee Souza, to invite New Mountain Partners III and Warburg Pincus Private Equity VIII to make presentations regarding their strategies to the Board at the July 18, 2007 Regular Board Meeting. VOTE: Unanimous (Absent – Cardenas, Storey)

Mr. MacLean briefly reviewed the fund-of-funds candidates and recommended that the Board invite Hamilton Lane Advisors, LLC, HarbourVest Partners, LLC, and Portfolio Advisors to present their fund-of-funds strategies to the Board. 
Discussions, questions, and comments followed regarding each firm’s fee structures.

A motion was made by Trustee Savrnoch, seconded by Trustee Larson, to invite Hamilton Lane, HarbourVest and Portfolio Advisors to make presentations at the July 18, 2007 Regular Board Meeting. 
In response to a question from Mr. Peña regarding the $70 million commitment, Mr. MacLean noted that the $70 million will be invested with one manager.

At the request of Mr. Peña, Mr. MacLean reviewed the process in which Wurts & Associates narrowed the fund-of-funds candidates to the recommended three.
In response to a question from Chair Jolly regarding the determination of the allocation in the event Portfolio Advisors is selected, Mr. MacLean stated that Wurts & Associates will work with/advise the Board and recommend a balanced allocation.

Discussions, questions, and comments followed regarding the differences between the firms as to allocating funds.

Chair Jolly repeated the motion as follows:
A motion was made by Trustee Savrnoch, seconded by Trustee Larson, to invite Hamilton Lane, HarbourVest and Portfolio Advisors to make presentations at the July 18, 2007 Regular Board Meeting. VOTE: Unanimous (Absent – Cardenas, Storey)  

RECEIVED AND FILED; APPROVED
The Board heard Agenda Item 21 at this time.

21.
Discussion and appropriate action on Seyfarth Shaw Fee Adjustment 


Roberto L. Peña, Retirement Administrator, opened discussions by stating that Attorney Alan Cabral of Seyfarth Shaw has submitted a request for a fee adjustment. Mr. Peña noted that this is the first request from Seyfarth Shaw since 2003.

Mr. Peña stated the proposed rate increase from $220.50 per hour to $280.25 for the first year and $340.00 for the second year is reasonable and recommends approval of the request.

In response to a question from Trustee Cornacchia regarding obtaining quotes from other firms, Mr. Peña stated that quotes were not requested from other firms as the current fees are reasonable.

Trustee Souza recommended moving forward with the request and issuing a Request for Proposal (RFP) at a later date.

A motion was made by Chair Jolly, seconded by Trustee Crow, to Approve Agenda Item 21 as recommended and direct Administration to issue an RFP during the 2008 calendar year. VOTE: Unanimous (Absent – Cardenas, Storey)

RECEIVED AND FILED; APPROVED

The Board heard Agenda Item 15 at this time.

15.
Discussion and appropriate action on Employee Retirement Contribution Rates for Fiscal Years 2003 – 2005 related to the Cost of Living Adjustment (COLA) Unfunded Actuarial Accrued Liability (UAAL) refund process 


Roberto L. Peña, Retirement Administrator, opened discussions by reminding the Board of their request that The Segal Company explore options that may be considered by FCERA in determining the 2003-2004 member contribution rates if Segal was not able to obtain the requested information from Public Pension Professionals (PPP) to recalculate those rates. Mr. Peña noted that Segal has provided two options for the Board’s consideration.


Mr. Peña stated that he has been in recent contact with Ira Summer, PPP, via e-mail, and is expecting the requested information on June 22, 2007.


In response to a question from Trustee Savrnoch regarding the 2003 member contribution rates and subsequent effects, if any, Mr. Peña stated that it does appear that any understatement will effect the following year’s employee rates. However, because any understating of the rates creates unfunded liability, the employer rates could be affected.

Attorney Jeffrey Rieger, Reed Smith, via tele-conference, clarified that Segal has been requested to verify the numbers provided by the prior actuary which were supposed to represent what the rates would have been had there been 1) no COLA UAAL and 2) no phase-in.

Andy Yeung, The Segal Company, clarified that the Board’s mandate includes recalculating the 2003 member contribution rates excluding the phase-in, COLA UAAL, and other errors that may exist. It is not yet known if employee rates were understated.

Mr. Yeung stated that because he is lacking information from the prior actuary, any solutions proposed to the Board will be non-ideal or incomplete pending a review by Segal’s legal counsel. As a result, any decisions by the Board today, may be impacted by such changes.

Mr. Yeung summarized the options as follows:
· Simple Option – Noting that PPP verified that their 2003-04 General member basic rates are incorrect, Segal is comfortable that they can revise those basic rates based on information provided by PPP. However, they have not been able to get a reliable factor to produce the corrected member COLA rates for General and Safety members, so they propose using the same factor PPP used in the 2004-05 rates. The Board should be aware that actuarial assumptions were changed between the two valuations, and while they will attempt to adjust the member COLA rates for the estimated effect of those changes, they have no way of providing any accurate impact of those changes. That fact will have to be reviewed by the Board possibly with input from the Board’s legal counsel.
· Complex Option – Segal can independently calculate the member rates in a revised June 30, 2002 valuation. This option will be very time consuming and costly as it will require Segal to collect the membership information used in the June 30, 2002 valuation and virtually replicate the work done by PPP. Based on their experience fro the June 30, 2005 audit, it is anticipated that different results will be obtained from those of PPP. The Board will then likely be left with chore of effectively invalidating PPP’s June 30, 2002 valuation. This could have far reaching implications on the County, GASB reporting and/or any other actions taken based on the original report.
Mr. Yeung noted that the Board should only consider these options after all means of obtaining further information from PPP are exhausted.

Discussions, questions, and comments followed regarding the COLA loading factor used in determining contribution rates.

In response to a question from Chair Jolly regarding possible additional options, Attorney Rieger stated that the two options are considered the last alternatives in that the information needed from the prior actuary may not be forthcoming. 
Attorney Rieger suggested that the Board consider a date that, in the event the information is not received from the prior actuary, Segal could begin working on the option decided by the Board.

In response to a question from Trustee Savrnoch regarding the reliability of PPP’s information, Mr. Yeung stated that Segal would be able confirm the accuracy of the information.
Discussions, questions, and comments followed regarding the pros and cons of each option.

A motion was made by Chair Jolly, seconded by Trustee Crow, to proceed with the simple option in the event the requested information is not received from PPP by June 29, 2007 and assuming that both legal counsels agree that the simple option is legal. VOTE: Unanimous (Absent – Cardenas, Storey)

It was noted that Mr. Yeung will be available to present his findings at the July 18, 2007 Regular Board Meeting.
In response to a question from Trustee Souza regarding the timeline in which refunds will be processed, Mr. Peña stated, that due to the lack of information at this time, he is unable to give a timeline.

Discussions, questions, and comments followed regarding the practices in which service provider information/work papers are retained.

The Board recessed at 10:50 for break and reconvened at 11:00 AM.

Trustee Larson departed at 11:00 AM. 
17. Discussion and appropriate action on “Whole Stock Portfolios” [Too Many Managers] presentation by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates, opened discussions by reminding the Board of their request for Mr. MacLean to evaluate the presentation, “The Case for Whole Stock Portfolios”, made by Richard Ennis at a recent CALAPRS conference.

Mr. MacLean noted that FCERA currently employs approximately 28 managers (including alternative investment managers) which is average relative to five other SACRS members. It was noted that 28 managers is a considerable amount when compared to FCERA’s peers, but if  the private equity managers were taken out, FCERA would be in-line with its peers.

Mr. MacLean stated that FCERA could save approximately four basis points per year (approximately $1,000,000) by consolidating the Public Managers from 16 to 8.

Discussions, questions, and comments followed regarding FCERA’s managers as they relate to the asset allocation and the pros and cons of consolidating the managers.
Mr. MacLean stated that “Whole-Stock Portfolios” allows for all active management opportunities in all market capitalization sizes and all manager styles. In advocates giving managers breadth and flexibility in structuring investments, gives the portfolio manager freedom to add value and shift portfolio construction based upon anticipated market conditions, and can be implemented in several ways. 
Discussions, questions, and comments followed regarding the pros and cons of whole-stock vs. FCERA’s style box approach.

Mr. MacLean noted the advantages and disadvantages of whole-stock portfolios as follows:



Advantages
· No restrictions on the portfolio manager, skill can add value wherever it lies.

· The client does not need to conjoin several independently managed active portfolios to add value, reducing the number of investment managers; thereby, taking advantage of higher fee breakpoints and lower overall management fees.

Disadvantages
· Few, if any, investment mangers have the required expertise or skill to implement a “Whole-Stock Portfolio”.

· The Plan sponsor transfers control over the risk budget to the investment manager. The “risk bets” in the portfolio can change significantly from one period to another. There is little evidence that managers can successfully time the market.

· Risk becomes more concentrated with fewer managers employed.

Wurts & Associates surveyed five other SACRS members to see how many managers other counties had in their plans. The result was that FCERA fell in the middle of the pack in terms of number of managers against comparable SACRS members.

Mr. MacLean reviewed the projected manager fee savings and noted that FCERA can only reduce Public Managers as Alternative Managers increase diversification and are contractual obligations.
Discussions, questions, and comments followed regarding which managers would possibly be let go in the event that the Board decided to downsize and the preparation of an analysis of the risk and return associated with downsizing.

The Board directed Administration to work with Mr. MacLean to obtain further information and return at later date (possibly during the Board Retreat scheduled in mid October, 2007) to discuss the issue in more detail.
NO ACTION TAKEN

18. Presentation of the March 31, 2007 Investment Performance Review presented by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates, reviewed the market environment including the U.S. Economic Environment, U.S. Equity Market, U.S. Fixed Income Market, and International Market.

Mr. MacLean briefly reviewed FCERA’s Executive Summary including the Domestic & International Equity and Domestic & Global Fixed Income. A brief review of the Alternative and Real Estate investments was also completed.
Discussions, questions, and comments followed regarding FCERA’s asset allocation as of March 31, 2007 vs. the policy target.
Mr. MacLean stated that, overall, he is pleased with the managers’ performance and noted that Trust Company of the West and Franklin Templeton remain on watch.
RECEIVED AND FILED
19. Presentation of the March 31, 2007 Guideline Compliance Report presented by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates, stated that there were no guideline violations and nothing to report.

RECEIVED AND FILED
20. Discussion and appropriate action on whether to proceed with Actuarial Services Request for Proposal (RFP) 
Roberto L. Peña, Retirement Administrator, opened discussions by reporting that the Request for Proposal (RFP) for Actuarial Services has been completed and is expected, upon Board approval, to be issued June 22, 2007.
Mr. Peña briefly reviewed the RFP timeline.
Mr. Peña noted that he has discussed other options with Attorney Jeffrey Rieger that the Board may wish to consider with regard to contracting for actuarial services including contracting with The Segal Company, without issuing an RFP.
The Board directed that an ad be placed in the Pensions & Investments announcing the issuance of the RFP.

Discussions, questions, and comments followed regarding the importance of the bidding process.

A motion was made by Trustee Souza, seconded by Trustee Savrnoch, to continue with the RFP for Actuarial Services process. VOTE: Unanimous (Absent – Cardenas, Larson, Storey) 

RECEIVE AND FILE; APPROVE

21. Discussion and appropriate action Seyfarth Shaw Fee Adjustment 
Please see Agenda Item following Agenda Item 16.
RECEIVED AND FILED; APPROVED
22. Discussion and appropriate action on Formal Procedures recommended during the Audit performed for fiscal year ended June 30, 2006 
TABLED FOR A LATER DATE
Roberto L. Peña, Retirement Administrator, pulled Closed Session Agenda Item 23.A.1., as there was nothing to discuss.

23. Closed Session:

A. Conference with Legal Counsel –  Actual  Litigation  - pursuant to G.C. §54956.9(a)

1. County of Fresno v. Board of Retirement
2. Fresno County Employees’ Retirement Association v. Public Pension Professionals
B.
Disability Retirement Applications – Personnel Exceptions (G.C. §54957):

1. Ray Ramos
2. Juan Gonzalez

24. Report from Closed Session
23.A.1.
Pulled.

23.A.2.
Nothing to Report.

23.B.1.
Ray Ramos – Decision – To Approve the Findings of Fact and Decision presented and grant Ray Ramos’ service-connected disability. M – Jolly. S – Savrnoch. VOTE: Yes – Cade, Crow, Savrnoch, Souza, Jolly. No – Cornacchia. Absent – Cardenas, Larson, Storey.

23.B.2.
Juan Gonzalez – Decision – To Approve the Findings of Fact and Decision presented and grant Juan Gonzalez’ service-connected disability. M – Crow. S – Cade. VOTE: Unanimous. Absent – Cardenas, Larson, Storey.
25. Report from FCERA Administration

Roberto L. Peña, Retirement Administrator, and Becky Van Wyk, Assistant Retirement Administrator, reported on the following items:

1. Mr. Peña reported on the current status of the transition of  North Central Fire Protection District to the City of Fresno.

2. Mr. Peña had received a copy of the July 12, 2007 Agenda for the Public Employee Post Employment Benefits Commission. Mr. Peña noted that the Commission will meet in Fresno on October 10, 2007 and he will be attending and encouraged the Trustees to attend as well.

3. Mr. Peña had met with the newly elected Trustee, Eulalio Gomez.

4. Mr. Peña will be vacationing for the next two weeks.

5. Ms. Van Wyk noted that the RFP for Real Estate Services has been placed in The Fresno Business Journal and The Fresno Bee and the RFP will close July 10, 2007.

26. Report from County Counsel
A.
Authority of County to Limit New Tier to Current Employees
At the request of Trustee Savrnoch, Becky Van Wyk, Assistant Retirement Administrator, explained that Administration prepares FCERA’s RFP’s and briefly explained the process.

27. Board Member Announcements or Reports
None.
There being no further business, the meeting adjourned at 1:00 PM.

Roberto L. Peña

Secretary to the Board
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