MCERA RETIREMENT BOARD MEETING AGENDA
THURSDAY, FEBRUARY 14, 2019
MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
3199 M STREET, MERCED, CA 95348

Please turn your cell phone or other electronic device to non-audible mode and please
refrain from using them during the Board meeting.

CALL TO ORDER: 8:15 A.M.

° ROLL CALL.
° APPROVAL OF MINUTES - January 24, 20109.

PUBLIC COMMENT

Members of the public may comment on any item under the Board’s jurisdiction. Matters presented
under this item will not be discussed or acted upon by the Board at this time. For agenda items,
the public may make comments at the time the item comes up for Board consideration. Persons
addressing the Board will be limited to a maximum of five (5) minutes in total. Please state your
name for the record.

CLOSED SESSION

As provided in the Ralph M. Brown Act, Government Code sections 54950 et seq., the Board may
meet in closed session with members of its staff, county employees and its attorneys. These
sessions are not open to the public and may not be attended by members of the public. The matters
the Board will meet on in closed session are identified below. Any public reports of action taken
in the closed session will be made in accordance with Government Code sections 54957.1.

(1) DISABILITY RETIREMENT APPLICATIONS: PERSONNEL EXCEPTION
(Govt. Code § § 54957, 31532; Cal Const. art. |, § 1)
1. Informal Hearing
a. None.
2. Formal Hearing
a. None.
3. Disability update and possible action:
Arroyo, Elizabeth
Barba, Alejandro
Burnett, Donald
Estep, Jason
Herrera, Yvonne
Ramirez, Linda A.
Plascencia, Ramon
Smith, Derrell
Valizan, Matthew
Winder, Trudy
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RETURN TO OPEN SESSION

Report on any action taken in closed session.

CONSENT CALENDAR

Consent matters are expected to be routine and may be acted upon, without discussion, as one unit.
If an item is taken off the Consent Calendar for discussion, it will be heard as the last item(s) of
the Board Action/Discussion as appropriate.

RETIREMENTS: Pursuant to Govt. Code § 31663.25 or § 31672

All items of earnable compensation for service or disability retirements listed below are in
compliance with the pay code schedule approved by the Board of Retirement. The
retirement is authorized; however, administrative adjustments may be necessary to alter
the amount due to: audit, late arrival of data, court order, etc.

a. Feist, Robin HSA 11 Yrs. Sve. Eff. 02/01/2019
b. Patton, Connie Probation 28 Yrs. Svc. Eff. 01/19/2019
c. Hughes, Darren HSA 7 Yrs. Svc. Eff. 01/01/2019
d. Brandt, Ronald Spring Fair 31 Yrs. Sve. Eff. 02/02/2019

YTD fiscal year 2018/2019 retirees: 052
YTD fiscal year 2017/2018 retirees: 082
YTD fiscal year 2016/2017 retirees: 065

REFUND OF SERVICE PURCHASE: None.
DEATH BENEFIT: None.
MONTHLY BUDGET REPORT: Submitted.

REGULAR CALENDAR

BOARD ACTIONY/DISCUSSION

1.

2.

S

Discussion and possible action to approve the Cost of Living Adjustment (COLA) rate for

MCERA Tier 1 retired members effective April 1, 2019 - Staff.

Discussion and possible action to adopt new pay code as requested by the County of Merced

for Board of Supervisor Board Chair differential as pensionable for Tiers 1 - 3R members and

non-pensionable for Tier 4 members - Staff.

Discussion and possible action to appoint Michael Rhodes currently the Alternate Retired

member (Seat 8A) to Retired member (Seat 8) and appoint Ronald Scott Johnston, as

recommended by REMCO, as Alternate Retired member (Seat 8A), per Government Section

Code 31520.5 effective immediately until the term date for both seats of December 31, 2020 -

Staff.

Discussion and possible action on Legislative Update - Staff.

Review calendar of any training sessions and authorize expenditures for Trustees and

Plan Administrator. Pursuant to Govt. Code § 31522.8 and MCERA’s Trustees Education

and Training Policy requirements. Examples of upcoming training and educational sessions:
a. CALAPRS General Assembly, March 2-5, 2019, Monterey, CA.

L“Action” means that the Board may dispose of any item by any action, including but not limited to the following
acts: approve, disapprove, authorize, modify, defer, table, take no action, or receive and file.
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Advanced Principles of Pension Management for Trustees, March 27-29, 2019,
Los Angeles, CA.

Pension Bridge Annual Conference, April 9-10, 2019, San Francisco, CA.

Meketa Conference, April 9, 2019, San Diego, CA.

SACRS Spring Conference, May 7-10, 2019, Squaw Valley, CA.

NCPERS Annual Conference & Exhibition, May 19-22, 2019, Austin, TX.
Principles of Pension Management for Trustees, August 26-29, 2019, Malibu, CA.
SACRS Fall Conference, November 12-15, 2019, Monterey, CA.
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INFORMATION ONLY

MCERA Upcoming Board Meetings:
Please note: The MCERA Board Meeting and/or Education Day times and dates may be changed in accordance with
the Ralph M. Brown Act by the MCERA Board as required.

e February 28, 2019
e March 14, 2019
e March 28, 2019

ADJOURNMENT

All supporting documentation is available for public review in the office of the Merced County
Employees’ Retirement Association, 3199 M Street, Merced, California, 95348 during regular
business hours, 8:00 a.m. — 5:00 p.m., Monday through Friday.

The Agenda is available online at www.co.merced.ca.us/retirement

Any material related to an item on this Agenda submitted to the Merced County Employees’
Retirement Association, after distribution of the Agenda packet is available for public inspection in
the office of the Merced County Employees’ Retirement Association.

Persons who require accommodation for a disability in order to review an agenda, or to participate in
a meeting of the Merced County Employees’ Retirement Association per the American Disabilities
Act (ADA), may obtain assistance by requesting such accommodation in writing addressed to Merced
County Employees’ Association, 3199 M Street, Merced, CA 95348 or telephonically by calling (209)
726-2724. Any such request for accommodation should be made at least 48 hours prior to the
scheduled meeting for which assistance is requested.
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MCERA RETIREMENT BOARD MEETING MINUTES
THURSDAY, JANUARY 24, 2018
MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
3199 M STREET, MERCED, CA 95348

ROLL CALL: 8:15 AM.

Board Members Present: Darlene Ingersoll, Ryan Paskin, David Ness, Karen Adams (arrived at
8:49 am), Al Peterson, Jason Goins (left at 8:40 am), Michael Rhodes, Janey Cabral and Samuel
Spangler. Counsel: Forrest Hansen. Staff: Kristie Santos, Angelo Lamas, Mark Harman, Michelle
Lee. Other: Paola Nealon, Mika Malone, David Smith, Meketa Investment Group; Jaime Fiedler,
Cliffwater; Graham Schmidt and Anne Harper, Cheiron.

Absent: None.

APPROVAL OF MINUTES: January 10, 20109.

Motion to approve the January 10, 2019 meeting minutes.
Peterson /Paskin U/A (7-0).

PUBLIC COMMENT

No public comment.

CLOSED SESSION

The meeting went into closed session.

RETURN TO OPEN SESSION

(1) DISCUSSION AND POSSIBLE ACTION REGARDING INVESTMENTS IN
RECOMMEDED FUNDS, ROLL CALL VOTE REQUIRED.
(Govt. Code § 54956.81)
1. Discussion and possible adoption of buying and selling two funds recommendation(s)
— Meketa.
Staff given direction.

2. Discussion and possible adoption of private equity fund(s) recommendation(s) —
Cliffwater.
The MCERA Board approved the following investments pending legal review of
all documents;
e $8M commitment in the Summit Partners Growth Equity Fund X, L.P.,
e $8M commitment in the Genstar Capital IX, L.P.,
e $5M to Rockpoint Real Estate Fund VI, L.P.
Paskin/Peterson  U/A (8-0).
Roll Call Vote:
Yes — Peterson, Adams, Cabral, Spangler, Rhodes, Ness, Paskin, Ingersoll.

REGULAR CALENDAR

BOARD ACTION/DISCUSSION
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1. Presentation and possible action of Quarterly Investment Performance Report for the period
ending September 30, 2018 — Cliffwater.
No action taken.

2. Presentation and possible action of the Quarterly and 2019 Monthly Investment Performance
Report with possible board action on any funds — Meketa.
No action taken.

3. Presentation and possible action to adopt the June 30, 2018 Annual Valuation Report for
MCERA - Cheiron.
Motion to accept the MCERA Annual Valuation Report as of June 30, 2018 as presented
by Cheiron.
Ness/Adams U/A (8-0).

4. Presentation and possible action on the Monthly and Quarterly Budget Report for the quarter
ending December 31, 2018 - Staff.
No action taken.

5. Review calendar of any training sessions and authorize expenditures for Trustees and
Plan Administrator. Pursuant to Govt. Code § 31522.8 and MCERA'’s Trustees Education
and Training Policy requirements. Examples of upcoming training and educational sessions:
a. Dimensional Fund Advisors Luncheon, February 28, 2019, San Francisco, CA.
b. CALAPRS General Assembly, March 2-5, 2019, Monterey, CA.
c. Advanced Principles of Pension Management for Trustees, March 27-29, 2019,
Los Angeles, CA.
Pension Bridge Annual Conference, April 9-10, 2019, San Francisco, CA.
SACRS Spring Conference, May 7-10, 2019, Squaw Valley, CA.
NCPERS Annual Conference, May 19-22, 2019, Austin, TX.
Principles of Pension Management for Trustees, August 26-29, 2019 Malibu, CA.
h. SACRS Fall Conference, November 12-15, 2019, Monterey, CA.
No action taken.
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INFORMATION ONLY

Plan Administrator briefed the MCERA Board of Retirement that Greenfield Partners, LLC is
restructuring its asset management activities effective January 1, 2019. Greenfield Partners,
LLC has engaged Grandview Property Partners, LLC as a sub-advisor to provide asset
management services for the properties in which investment funds managed by Greenfield are
currently invested. MCERA is currently invested in Greenfield Partners GAP VII Fund.

The Plan Administrator informed the MCERA Board that an overpayment issue impacting a
safety member has been resolved.

ADJOURNMENT

The meeting adjourned at 10:39 a.m.

1 “Action” means that the Board may dispose of any item by any action, including but not limited to the following
acts: approve, disapprove, authorize, modify, defer, table, take no action, or receive and file.
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Respectfully submitted,

Darlene Ingersoll, Chair

Al Peterson, Secretary

Date



Merced County Employees' Retirement Association C o n S e n t I te m

Expenditures Report (Preliminary)
For the Month Ended January 31, 2019

Professional Service Budget Adopted Current Budget Expended 01/2019 Expended YTD Encumbrances Bal Remaining % Exp YTD
21800 - Professional & Special Services - 3,400,000.00 3,400,000.00 380,127.46 1,334,083.44 - 2,065,916.56 39%
Consultant and Management Fees
1/3/2019 Meketa - 2018 Q4 Consult Serv 52,500.00
1/3/2019 Cliffwater - 2018-12 PE & HF Consulting 33,333.33
1/24/2019 UBS TPF - 2018-Q4 Mgt Fee 91,871.14
1/28/2019 Barrow Hanley - 2019-Q1 Mgt Fee 79,171.00
1/30/2019 Wells Capital - 2018-Q4 Mgt Fee 123,251.99
Total 21800 - Professional & Special Services - Consultant and Management Fees 380,127.46
21802 - Professional & Special Services - Actuarial Service 175,000.00 175,000.00 32,563.66 50,181.55 - 124,818.45 29%
1/25/2019 Cheiron - 2018-Q4 Actuarial & Consulting Svcs 32,563.66
Total 21802 - Professional & Special Services - Actuarial Service 32,563.66
21812 - Prof & Spec - Data Processing 120,000.00 120,000.00 4,371.03 31,050.56 - 88,949.44 26%
1/15/2019 2018-12 IS Billing 4,371.03
Total 21812 - Prof & Spec - Data Processing 4,371.03
21840 - Prof & Spec Sv - Administrative Serv 115,000.00 115,000.00 1,875.99 32,960.74 - 82,039.26 29%
1/4/2019 2018-11 NT STIF Income - Custodial Fee 1,590.99
1/18/2019 2018-12 Wire Fees 100.00
1/28/2019 NT - Fee for IRS Tax Residency Cert 185.00
Total 21840 - Prof & Spec Sv - Administrative Serv 1,875.99
22350 - Spec Dept Exp - Software 250,000.00 250,000.00 14,519.00 145,693.09 - 104,306.91 58%
1/7/2019 CPAS - 2019-02 Support 12,600.00
1/7/2019 CPAS - 2019-02 Maint 1,919.00
Total 22350 - Spec Dept Exp - Software 14,519.00
Depreciation Expense 242,777.87 242,777.87
Total Professional Service Budget 4,302,777.87 4,302,777.87 433,457.14 1,593,969.38 - 2,708,808.49 37%
Capital Asset Budget Adopted Current Budget Expended 01/2019 Expended YTD Encumbrances Bal Remaining % Exp YTD
84170 - Retirement Carpet 41,000.00 41,000.00 - 38,202.59 - 2,797.41 93%

Total 84170 - Retirement Carpet -

Total Capital Asset Budget Budget 41,000.00 41,000.00 - 38,202.59 - 2,797.41 93%
Administrative Service Budget Adopted Current Budget  Expended 01/2019 Expended YTD Encumbrances Bal Remaining % Exp YTD

10110 - Salaries & Wages 1,178,153.89 1,178,153.89 77,363.69 558,904.32 - 619,249.57 47%
1/11/2019 Office Payroll 1 38,710.75
1/25/2019 Office Payroll 2 38,647.19
1/30/2019 2018-11 PARS 5.75
Total 10110 - Salaries & Wages 77,363.69

20600 - Communications 5,050.00 5,050.00 342.51 2,088.37 - 2,961.63 41%
1/3/2019 AT&T - 2018-12 Comm Chgs 135.76
1/15/2019 2018-12 Comm Billing 206.75
Total 20600 - Communications 342.51

20900 - Household Expense 10,600.00 10,600.00 676.00 5,376.24 682.00 4,541.76 51%
1/2/2019 Geil - 2018-12 Janitorial 636.00
1/3/2019 Bob's Pest Control - 2018-12 Svcs 40.00
Total 20900 - Household Expense 676.00
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Merced County Employees' Retirement Association
Expenditures Report (Preliminary)
For the Month Ended January 31, 2019

Administrative Service Budget (Cont'd) Adopted Current Budget Expended 01/2019 Expended YTD Encumbrances Bal Remaining % Exp YTD
21000 - Insurance - Other 85,000.00 85,000.00 - 79,292.00 - 5,708.00 93%

Total 21000 - Insurance - Other -

21001 - Insurance - General Liability 3,072.00 3,072.00 241.52 1,730.95 - 1,341.05 56%
1/11/2019 PP 1 - General Liability 121.15
1/25/2019 PP 2 - General Liability 120.37
Total 21001 - Insurance - General Liability 241.52
21200 - Maintenance - Equipment 5,000.00 5,000.00 16.56 3,781.97 170.01 1,048.02 76%
1/16/2019 Dataflow - 2018-Q4 Taskalfa Usage 16.56
Total 21200 - Maintenance - Equipment 16.56
21301 - Maintenance Structure Improvement 19,100.00 19,100.00 784.31 10,051.62 - 9,048.38 53%
1/2/2019 Yard Masters - 2018-12 Landscape Maint 300.00
1/3/2019 2018-11 DPW Charges 297.97
1/18/2019 2018-12 DPW Charges 186.34
Total 21301 - Maintenance Structure Improvement 784.31
21500 - Membership 6,500.00 6,500.00 - 5,860.00 - 640.00 90%

Total 21500 - Membership -

21700 - Office Expense - General 21,000.00 21,000.00 342.73 18,059.41 116.07 2,824.52 86%
1/7/2019 First Choice - 2018-12 Water Svc 14.67
1/7/2019 First Choice - 2018-12 Cooler Rental 7.00
1/16/2019 2018-12 Stores Billing 301.06
1/16/2019 2018-12 Pacific Shredding 20.00
Total 21700 - Office Expense - General 342.73
21710 - Office Expense - Postage 15,750.00 15,750.00 1,120.37 6,576.78 - 9,173.22 42%
1/2/2019 FedEx - 2018-11 Delivery Chgs 91.36
1/15/2019 2018-12 IS Postage 912.86
1/16/2019 2018-12 Mail Room Chgs 116.15
Total 21710 - Office Expense - Postage 1,120.37
21805 - Prof & Spec Service - Audits 55,000.00 55,000.00 4,600.96 53,275.58 - 1,724.42 97%
1/25/2019 Brown Armstrong - FY 17-18 Audit Progress Through 2018-12 4,600.96
Total 21805 - Prof & Spec Service - Audits 4,600.96
21808 - Prof & Spec - BD Membership 12,000.00 12,000.00 400.00 5,100.00 - 6,900.00 43%
1/2/2019 2018-12 Bd Mtgs 100.00
1/2/2019 2018-12 Bd Mtgs 100.00
1/2/2019 2018-12 Bd Mtgs 100.00
1/2/2019 2018-12 Bd Mtgs 100.00
Total 21808 - Prof & Spec - BD Membership Fee 400.00
21811 - Prof & Spec - Court Reporters 2,000.00 2,000.00 - - - 2,000.00 0%

Total 21811 - Prof & Spec - Court Reporters -

21816 - Prof & Spec - Medical Services 80,000.00 80,000.00 - 3,730.80 - 76,269.20 5%

Total 21816 - Prof & Spec - Medical Services -
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Merced County Employees' Retirement Association
Expenditures Report (Preliminary)
For the Month Ended January 31, 2019

Administrative Service Budget (Cont'd) Adopted Current Budget Expended 01/2019 Expended YTD Encumbrances Bal Remaining % Exp YTD

21834 - Prof & Spec - Legal Services 300,000.00 300,000.00 9,338.20 110,544.30 222.30 189,233.40 37%
1/7/2019 PPC - 2018-12 Legal Svcs 397.50
1/18/2019 Ted Cabral - 2018-12 Disab Legal Svcs 5,251.50
1/18/2019 Ted Cabral - 2018-12 Admin 444.00
1/18/2019 Ted Cabral - 2018-12 Disab Legal Svcs 216.50
1/18/2019 Ted Cabral - 2018-12 Disab Legal Svcs 1,165.50
1/18/2019 Ted Cabral - 2018-12 Disab Legal Svcs 185.00
1/18/2019 Ted Cabral - 2018-12 Disab Legal Svcs 18.50
1/25/2019 Nossaman - 2018-12 Gen Adv & Couns 481.50
1/25/2019 Nossaman - 2018-12 AB 197 Lit 1,178.20
Total 21834 - Prof & Spec - Legal Services 9,338.20

21872 - Prof & Spec Sv - Investigations 1,000.00 1,000.00 - - - 1,000.00 0%

Total 21872 - Prof & Spec Sv - Investigations -

21900 - Publications & Legal Notices 4,500.00 4,500.00 - 2,400.00 - 2,100.00 53%

Total 21900 - Publications & Legal Notices -

22300 - Spec Dept Exp - Other 500.00 500.00 - 57.00 - 443.00 11%

Total 22300 - Spec Dept Exp - Other -

22310 - Spec Dept Exp - Election Expense 5,000.00 5,000.00 - - - 5,000.00 0%

Total 22310 - Spec Dept Exp - Election Expense -

22327 - Spec Dept Exp - Cost Allocation 151,282.00 151,282.00 12,606.83 88,247.81 - 63,034.19 58%
1/4/2019 2019-01 Cost Allocation 12,606.83

Total 22327 - Spec Dept Exp - Cost Allocation 12,606.83

22500 - Transportation & Travel 800.00 800.00 14.39 128.46 - 671.54 16%
1/3/2019 2018-12 Mail Runs 14.39

Total 22500 - Transportation & Travel 14.39

22505 - Trans & Travel - Staff Development 4,000.00 4,000.00 - 120.00 - 3,880.00 3%

Total 22505 - Trans & Travel - Staff Development -

22515 - Trans & Travel - In State 55,000.00 55,000.00 752.07 15,109.53 - 39,890.47 27%
1/14/2019 NCPERS - 2019 Legislative Conf 550.00
1/31/2019 CalPERS Meeting Travel Reimb 202.07

Total 22515 - Trans & Travel - In State 752.07

22516 - Trans & Travel - Out of State 9,000.00 9,000.00 - - - 9,000.00 0%

Total 22516 - Trans & Travel - Out of State -

22527 - Trans & Travel - Car Allowance 14,000.00 14,000.00 923.10 6,692.47 - 7,307.53 48%
1/11/2019 PP 1 - Car Allowance 461.55
1/25/2019 PP 2 - Car Allowance 461.55
Total 22527 - Trans & Travel - Car Allowance 923.10
22600 - Utilities 12,500.00 12,500.00 903.21 6,640.60 - 5,859.40 53%
1/2/2019 PG&E - 2018-12 Svcs 685.46
1/3/2019 City of Merced - 2018-12 WS&G 217.75
Total 22600 - Utilities 903.21
Depreciation Expense 13,130.08 13,130.08 - - - 13,130.08
Total Administrative Service Budget 2,068,937.97 2,068,937.97 110,426.45 983,768.21 1,190.38 1,083,979.38 48%
Total MCERA 6,412,715.84 6,412,715.84 543,883.59 2,615,940.18 1,190.38 3,795,585.28 41%
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Merced County Employees’ Retirement Association (MCERA)
RETIREMENT BOARD AGENDA ITEM

DATE: February 14, 2018
TO: MCERA Board of Retirement
FROM: Kristie Santos, Plan Administrator

SUBJECT:  Cost of Living Adjustment (COLA) rate for Tier 1 retired members effective April 1,
2019

ITEM NUMBER: 1
ITEM TYPE: Action

STAFF RECOMMENDATION:
Approve Cost of Living Adjustment (COLA) rate for Tier 1 retired members effective April 1, 2019.

DISCUSSION:

The cost of living adjustment (COLA) is determined annually based on increases in the December
Consumer Price Index (CPI) for All Urban Consumers in the San Francisco-Oakland-San Jose
area, using a base period of 1982-1984. The ratio is calculated and rounded to the nearest one-
half percent. Pursuant to the scope of retainer services under Cheiron’s agreement to provide
actuarial services to Merced CERA, they have computed the Cost of Living Adjustment (COLA)
percentages to be used by MCERA as of April 1, 2019. The calculations outlined in the attached
letter have been performed in accordance with 31870.1 of the County Employees’ Retirement
Law of 1937.

Per Cheiron, the CPIs described above were 289.896 and 277.414 for 2018 and 2017,
respectively. This represents an increase of 4.499%, which is subsequently rounded to 4.50%.
As a point of comparison, the U.S. City CPI increased by only 1.91% over the same time period.
The difference between the rates of increase in the Bay Area versus the U.S. average CPIl was
driven by the high rate of inflation in the Bay Area for all components identified by the Bureau of
Labor and Statistics.

Tier 1 members are subject to the provisions of County Employees Retirement Law of 1937
Section 31870.1, which limits annual COLA increases to 3.00% annually. Therefore, these
members should receive an increase in benefits of 3.00% as of April 1, 2019 and, based on the
current year change in the CPI, will have an increase in the accumulated carryover balances from
those as of April 1, 2018 to 1.5%. The attached exhibit summarizes the COLA calculations. Non-
Tier 1 members do not receive an automatic COLA from the Association.

Page 1
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Item 1a

>
CHE' RON é Classic Vilues, Innovative Advice

Via Electronic Mail

February 1, 2019

Ms. Kristen Santos

Plan Administrator

Merced County Employees’ Retirement Association
3199 M Street

Merced, CA 95348

Re:  Cost of Living Adjustment (COLA) as of April 1, 2019

Dear Kristie:

Pursuant to the scope of retainer services under Cheiron’s agreement to provide actuarial
services to Merced CERA, we have computed the Cost of Living Adjustment (COLA)
percentages to be used by the Association as of April 1, 2019. The calculations outlined herein
have been performed in accordance with 31870.1 of the County Employees’ Retirement Law of
1937.

Background

The cost of living adjustment (COLA) is determined annually based on increases in the
December Consumer Price Index (CPI) for All Urban Consumers in the San Francisco-Oakland-
Hayward arca, using a base period of 1982-1984. The ratio is calculated and rounded to the
nearest one-half percent.

COLA Calculations

The CPIs described above were 289.896 and 277.414 for 2018 and 2017, respectively. This
represents an increase of 4.499%, which is subsequently rounded to 4.50%. As a point of
comparison, the U.S. City CPI increased by only 1.91% over the same time period. The
difference between the rates of increase in the Bay Area versus the U.S. average CPI was driven
by the high rate of inflation in the Bay Area for all components identified by the Bureau of Labor
and Statistics.

Tier 1 members are subject to the provisions of Section 31870.1, which limits annual COLA
increases to 3.00% annually. Therefore, these members should receive an increase in benefits of
3.00%, based on the current year change in the CPI, with an increase in the accumulated carry-
over balances from those as of April 1, 2018 to 1.5%. The enclosed exhibit summarizes the
COLA calculations and carry-over balances for these members. Non-Tier 1 members do not
receive an automatic COLA from the Association.

Sincerely,
Cheiron

Graham Schmidt, ASA, FCA, MAAA, EA
Consulting Actuary

Exhibit



EXHIBIT

MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
COST OF LIVING ADJUSTMENTS (COLA) - Section 31870.1
As of April 1, 2019
Maximum Annual COLA: ~ 3.0%
April 1, 2018 Increase in the April 1, 2019
Annual
Accumulated Awerage CPI| ! Accumulated
Initial Retirement Date Carry-Over COLA Carry-Over
Actual Rounded
(A) (B) () (D) (E)

On or Before 7/1/1967 76.0% 4.5% 3.0% 77.5%
07/02/1967 to  07/01/1968 75.5% 4.50% 4.5% 3.0% 77.0%
07/02/1968 to  04/01/1969 74.5% 4.50% 4.5% 3.0% 76.0%
04/02/1969 fo  04/01/1970 72.0% 4.50% 4.5% 3.0% 73.5%
04/02/1970 to  04/01/1971 68.5% 4.50% 4.5% 3.0% 70.0%
04/02/1971 to  04/01/1972 65.5% 4.50% 4.5% 3.0% 67.0%
04/02/1972 to  04/01/1973 63.5% 4.50% 4.5% 3.0% 65.0%
04/02/1973 to  04/01/1974 62.0% 4.50% 4.5% 3.0% 63.5%
04/02/1974 to  04/01/1975 58.0% 4.50% 4.5% 3.0% 59.5%
04/02/1975 to  04/01/1976 51.0% 4.50% 4.5% 3.0% 52.5%
04/02/1976 fo  04/01/1977 44.0% 4.50% 4.5% 3.0% 45.5%
04/02/1977 to  04/01/1978 41.5% 4.50% 4.5% 3.0% 43.0%
04/02/1978 to  04/01/1979 37.0% 4.50% 4.5% 3.0% 38.5%
04/02/1979 to  04/01/1980 30.5% 4.50% 4.5% 3.0% 32.0%
04/02/1980 to  04/01/1981 25.0% 4.50% 4.5% 3.0% 26.5%
04/02/1981 fto  04/01/1982 13.0% 4.50% 4.5% 3.0% 14.5%
04/02/1982 to  04/01/1983 3.0% 4.50% 4.5% 3.0% 4.5%
04/02/1983 to  04/01/1984 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1984 to  04/01/1985 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1985 to  04/01/1986 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1986 to  04/01/1987 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1987 to  04/01/1988 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1988 to  04/01/1989 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1989 to  04/01/1990 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1990 to  04/01/1991 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1991 to  04/01/1992 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1992 to  04/01/1993 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1993 fto  04/01/1994 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1994 to  04/01/1995 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1995 to  04/01/1996 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1996 to  04/01/1997 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1997 to  04/01/1998 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1998 to  04/01/1999 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/1998 to  04/01/2000 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2000 to  04/01/2001 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2001 tfo  04/01/2002 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2002 to  04/01/2003 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2003 to  04/01/2004 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2004 to  04/01/2005 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2005 to  04/01/2006 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2006 to  04/01/2007 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2007 to  04/01/2008 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2008 to  04/01/2009 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2008 to  04/01/2010 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2010 to  04/01/2011 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2011 to  04/01/2012 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2012 to  04/01/2013 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2013 to  04/01/2014 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2014 to  04/01/2015 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2015 to  04/01/2016 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2016 to  04/01/2017 0.5% 4.50% 4.5% 3.0% 2.0%
04/02/2017 to  04/01/2018 0.0% 4.50% 4.5% 3.0% 1.5%

4.50% 4.5% 3.0% 1.5%

Exhibit ! Al Urban Consumers, San Francisco-Oakland-Hayward Area (1982-84 base). (G.C. 31870.1)
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Merced County Employees’ Retirement Association (MCERA)
RETIREMENT BOARD AGENDA ITEM

DATE: February 14, 2019
TO: MCERA Board of Retirement
FROM: Kristie Santos, Plan Administrator

SUBJECT: New Pay Code for Board Chair Differential - 501
ITEM NUMBER: 2
ITEM TYPE: Action

STAFF RECOMMENDATION:

Adoption of pay code 501 as pensionable for Merced County Board of Supervisor Chair
differential for Tiers 1 - 3 (including Tier 3R) and adopt pay code 501 as non-pensionable for Tier
4.

DISCUSSION: The County of Merced is requesting the approval of a new pay code that will
provide a differential for the Board of Supervisors member who is serving as the Board Chair.
Under current PEPRA guidelines this new pay code should be considered pensionable for Tier 1
— 3 board members and will not be pensionable for PEPRA Tier 4 members.

§7522.34 of PEPRA states that pensionable compensation for new members is defined as “the
normal monthly rate of pay or base pay of the member paid in cash to similarly situated members
of the same group or class of employment for services rendered on a full-time basis during normal
working hours, pursuant to publicly available pay schedules.” PEPRA excludes from Pensionable
Compensation payments for auto, uniform and other expense allowances, or similar payments
for new (Tier 4) members. Such payments are not excluded from Compensation Earnable for
Legacy (Tiers 1 - 3) members.

The County is currently using pay code 344 for the County of Merced Board of Supervisor Chair
differential, which is used primarily for department head allowances.

By designating a new pay code for the Merced County Board of Supervisors Chair, the County
believes the new pay code is more descriptive and appropriate.

Page 1
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Item 2a

I
—M £ R—CE D"é - COUNTY EXECUTIVE OFFICE Jamus L. Brown

County Executive Officer
COUNTY Human Resources

Marci R. Barrera
Director of Human Resources

2222 "M’ Street
Merced, CA 95340
(209) 385-7682

(209) 385-7375 Fax
www.co.merced.ca.us

Equal Opportunity Employer

DATE: February 6, 2019

TO: Merced County Employee’ Retirement Association (MCERA)
SUBJECT: Notification of New Pay Code

The County of Merced would like to formally notify MCERA of the addition of pay code
1501 BOS Chair Diff that will be used to provide the differential for Board of Supervisors
who serve as Chair. This is the first time a BOS Chair has been assigned in the new
payroll system (One Solution) and it has come to our attention that pay code 1344
Department Head Allowance was being used to pay this differential. Although the pay
calculation is the same for pay code 1344 and 1501, the Unrepresented Management
Resolution states that Board of Supervisors are not eligible for an Expense Allowance. In

the effort to pay the differential appropriately in accordance with the resolution, we have
created pay code 1501 BOS Chair Diff.

Sincerely,

Marci R. Barrera
Director of Human Resources

Cc: Merced County Auditors

STRIVING FOR EXCELLENCE



http:www.co.merced.ca.us

MCERA Pay Codes

Updated: February 14, 2019

rEE Description Legacy (Tiersll - 32 i | _PEPRA (Tier 4)
(P

001 Scheduled Regular Hours N N
002/RG Reg Hrs Worked Y Y
020/VAC/1AV Vacation Y Y
021/SLE/1AS Sick Leave Employee Y Y
022/SLF Sick Leave Family Y Y
023/HOL Holiday Schedule Y Y
024/PH Holiday Personal Y Y
025/CTO/1AC Comp Time off Regular Y Y
026 Furlough Bank Y Y
027/MTO/1AM Management Leave Y Y
028/ADM Administrative Leave Y Y
029/JUR Jury Duty Y Y
030/BER Bereavement Leave \ \
031 Furlough Day Y Y
032/MIL Military Leave Y Y
033 Sheriff Administrative Leave \ Y
034/CAO CAO Administrative Leave Y Y
035 Education Leave \ Y
036 Unit Holiday CTO Y Y
037 Witness Duty Y Y
038 MCMC Orientation Y Y
039 MCMC Training Time Y Y
040 Paid Non-Worked Mgt Hours N N
041/CLD Catastrophic Leave Donated N N
042/CLU Catastrophic Leave Used Y Y
043 Management Leave - Ineligible N N
044 Involuntary Furlough (Court) Y Y
045 Holiday Comp Time Off Y Y
046/AIP Attendance Incentive Program (Court) Y Y
099 B/R Retirement Y Y
101/WC Workers Comp Y Y
102/sDI State Disability Insurance N N
103/FCL Family Care Leave N N
104/LAM Approved LOA Medical N N
105/LAP Approved LOA Personal N N
106/LAU Unauthorized LOA N N
107/SUS Suspension N N
108/MLD Management LTD N N
109/MSD Management STD N N
110/MLA Approved Military LOA N N
111 LOA Military - Seniority N N
112/MSL Voluntary Furlough (Court) N N
198 Converted Hours Adjustments Y Y
199/WCN Workers Comp - No Cont Deducted N N
201/CTE Time & One Half Rate O/T CTE N N
202/0T Time & One Half Rate O/T PMT N N
203/CBC Callback CTE N N
204/CBO Callback Payment N N
205/HCE Holiday CTE N N
206/S0C Straight Time OT CTE N N
207/S0T Straight Time OT PMT N N
208 Sheriff Outside Police Protect N N
209 Sheriff Qtr Shift Change CTE N N
210 Sheriff Qtr Shift Change PMT N N
211 Sheriff Mandatory Training CTE N N
212 Sheriff Mandatory Training PMT N N
213 Traffic Night Court O/T N N
214 MCMC OR Double Time CTE N N
215 MCMC OR Double Time PMT N N
216 MCMC Registry Pay N N
217/CPO CTE Payoff After 7 Pay Periods N[4] N
218 Special Dist Time & One Half N N
219 Special Dist Straight Time OT N N
220/PPT Prior Pay Period Overtime N N
221 Budget Reduction Hours CTE N N
222 MCMC O/C Callback CTE N N
223 MCMC O/C Callback PMT N N
224 Physician O/T N N
225 MCMC Unit 6 N N
226 Sheriff K-9 Time 1/2 of PMT N N
227 Social Worker Phone/Doc PMT N N
228 Call Back Payment-Rounds N N
229 Special Day Remembrance CTE N N
230 Call Back Court CTE N N
231 Call Back Court Payment N N
301 On Call Standard Rate N[4] N
302 On Call Subpoena N[4] N
303 On Call MCMC RN Surg/OR/Rec Y N
304 On Call MCMC RN Other Areas Y N
305 On Call MCMC Non RN Lic/Cert Y N
306 On Call Physician Weekdays N[4] N
307 On Call Physician Weekends N[4] N
308 On Call Home Health RN Y N
309/BIL Bilingual Pay Y Y

Item 2b



310

Evening Shift Differential

Y Y

311 Night Shift Differential Y Y
312 Appraisers Differential Y Y
313 Auditors Differential Y Y
314 MCMC ICU/TCU/CCU Differential Y N
315 MCMC Charge Nurse Differential Y N
316 MCMC Relief Cook Differential Y N
317 MCMC Medical Records Dir Diff Y N
318 Mental Health BRITE Differential Y Y
319 Mental Health Supervisor Differential Y Y
320 Mental Health Mentor Differential Y Y
321 Group Counselor Lead Differential Y Y
322 DPW Licensed Engineer Differential Y Y
323 DPW Spraying Differential Y Y
324 DPW S/W Lead Worker Differential Y Y
325 Tool Replacement Allowance Y N
327 HSA Fair Hearing Duty Differential Y Y
329 HSA Underfill SW Il Differential Y Y
330 HSA Los Banos Supervisor Differential Y Y
331 HSA Social Worker Mentor Differential Y Y
332 Risk Management Director Differential Y Y
333 Uniform Allowance Y N
334 Medical Transcriptionist Differential Y Y
335 Sheriff Investigator Pay Y Y
336 S.W.A.T. Pay Y Y
337 Sheriff Deputy Field Training Officer Pay Y Y
338 Sheriff Sergeant FTO Pay Y Y
339 Sheriff Jail Training Officer Pay Y Y
340 Intermediate POST Certificate Y Y
341 Advanced POST Certificate Y Y
342/TPR Temporary Promotion Y N
343 Confidential Pay Y Y
344 Dept. Head Expense Allowance Y N
345 Dept. Head Car Allowance Y N
346/NHR No Extra Help Work Hours N N
347 Intermediate POST Certificate Y Y
348 Transferred to B/U N N
349 One-Way Vehicle Commute N N
350/VPO Vacation Payoff Y[1] [4] N
351/SSR S/L Payoff Service Retirement N[1] N
352/SDR S/L Payoff Disable Ret/Death N[1] N
353 MCMC Physician Unit of Service Y Y
354/SBS Sick Leave Sell-back (25" Pay Period) Y N
355 New Hire Error N N
356 Budget Unit Transfer Error N N
357/NOP New Hire Hours Not On Payroll N N
358/TNP Terminate Hours Not On Payroll N N
359/CPT CTE Termination Pay N[4] N
360 Car Allowance Adjustment Y Y
361 Expense Allowance Adjustment Y Y
362 Uniform Allowance Adjustment Y Y
363 Tool Allowance Adjustment Y Y
364 Special District Pay N N
365 HSA CWS Recruitment and Retention Diff Y Y
366 HSA CWS Recruitment and Retention Diff (2) Y Y
367/RS| Retroactive Merit Increase Y Y
368 Retroactive Temporary Promotion Y N
369 Retroactive Permanent Promotion Y Y
370 Retroactive Demotion Y Y
371 Retroactive Suspension Y Y
372 Retroactive Reclassification Y Y
373 Retroactive Overpay Adjustment Y Y
374 Retroactive Underpay Adjustment Y Y
375 Recruitment and Retention Y N
376 Extra Help Phy Therapy Differential 10% Y Y
377 Residents Pay Other Departments Y Y
378 MH Temporary Duty Differential Y N
379 DPW Tree Trimming Differential Y Y
380 Health Dept. Jail Differential Y Y
381 Acting Treasurer Differential Y Y
382 Court Room Differential Y Y
383 Asst CAO Metal Health Int HR Y Y
384 Health Dept. Jail Incentive Y Y
385 Advanced POST Certificate Y Y
386 Correctional Sergeant FTO Differential Y Y
387 Special Enforcement Reaction Team Y Y
388 W&M Insp Computer Differential Y Y
389 Special Duty Prosecution Pay Y Y
390 Retro Pay with Retirement Y Y
391 Retro Pay Without Retirement N N
392 DPW Bldg Inspector/Plan Check Differential Y Y
393/AVS Vacation Sell-back (Mgmt 25™ Pay Period) Y[3] N
394 LCSW, MFT or MFCC Differential Y Y
395 Court Interpreter Coordinator Differential Y Y
396 Coroner Differential Y Y
397 Castle Differential Y Y
398 Litter Control Worker Differential Y Y
399 Extra Help M/H LCSW or MFCC Lic Diff Y Y




400 Temp Promotion Unrep Management Y N
401 Sheriff 8 Hr Evening Shift Differential Y Y
402 Customer Care Unit Differential Y Y
403 HSA C-IV Project Differential Y Y
404 Loyalty Bonus Y N
405 Successor Pay 5% Y Y
406 HSA Satellite Facility Differential Y Y
407 CPA Differential Y Y
408 On Call Physician Holiday Pay N[4] N
409 MH Fellowship Differential Y Y
410 Public Defender Three Strikes Differential Y Y
411 Dept Head Comm Allowance Y N
412 Cty Counsel Family Violence Prevention Pay Y Y
413/ICA Judicial Cell Phone Allowance Y N
414 Full Day Differential N N
415 Correctional Sergeant Bonus N N
416 Juvenile Institutions Officer Prep Time Y Y
417 Dispatch Trainer Differential Y Y
419 Corrections Certificate Pay Y Y
420 Attorney Specialization Y Y
421 Officer in Charge Differential Y Y
422/JAD Judicial Assistant Conf Diff Y Y
423/LSP Court Lump Sum Payout N N
424 Fire Dept Driver/Operator Diff N/A N/A
425 Court One-Time Bonus N N
426/RTC CRR Certification Y Y
427/RTN Non CRR Certification Y Y
428 Court Exp/Comm Allowance Y Y
429 DPW Lead Worker Differential Y Y
430 Meal Reimbursement N N
431/CRT Courtroom Training Differential Y Y
432 On Call 24 Hours Period N N
433 Call Back Staff Psych N N
434 Educational Reimbursement N N
435 On Call 24 Hr Pr Dr llano N N
436 Call Back Dr. llano N N
437 Court Testimony N N
438 Psych Therapy and Admin of Meds Y Y
439 Court Child Custody Coordinator Y Y
440/CCA Court CEO Cell Phone Allowance Y N
441/11H/12H/13H Court 4 Hour Interpreter Shift N N
442/11F/12F/13F Court 8 Hour Interpreter Shift N N
443 Temp Transitional Pay Differential Y N
444/PHP Courts - Personal Holiday Payout N N
445/VS| Voluntary Separation Incentive N N
450/VPN Vacation Payoff In Excess Of Eligible Amount N N
501 Board of Supervisors Chair Differential Y N
901/EHR Extra-Help Regular Hours N N
902/EHO Extra-Help Overtime Hours N N
903/EHS Extra-Help Special Pays N N
921/EXS County Extra Help Sick Leave Employee N N
DCS Courts - FSA Dependent Care Spending N N
ECA Court Cell Phone Allowance Y N
EHT Court Extra Help Temporary Assignment N N
EXS Court Extra Help Sick Leave Employee N N
HCS Courts - FSA Health Care Spending N N
HIL Court Holiday Payout for Interpreter N N
LPF Interpreter Language Pair - Full Day Y N
LPH Interpreter Language Pair - Half Day Y N
LSP Lump Sum Payout N N
OBL OT Bilingual N N
ORC OT RT Cert N N
ORN OT RT Non Cert N N
oTP Overtime Temp. Promotion - Superior Courts N N
TAP Courts - Temporary Assignment Pay Y Y
VRF Interpreter Virtual Remote - Full Day Y N
VRH Interpreter Virtual Remote- Half Day Y N
N N

No Code (1 8(K)(1-3)
of Salary Reso.)

Bar Association Dues

No Code(18(J) of
Salary Reso.)

Corrections Certificate - REFER TO 419 Y Y

1

21

31

141

51

This item may be includable to the limited extent that such pay was earned and payable during the
member final compensation period, but was not taken during that period.

The differentials provided for in Pay Codes 365 and 366 apply to the same duties, but vary according to the
date the employee began receiving it, with those started before January 10, 1994 receiving 1.5 ranges and
others receiving 1.0 range.

The pensionable portion of the vacation sell back for any member may not exceed the limit that applies to
any group or class or most comparable class if only one member of a class.

Exclusion of these paycodes was stayed until July 12, 2014. Effective July 12, 2014 items were not
compensation earnable (awaiting final resolve concerning Merced Superior Court case #CV003073, also
known as AFSCME v. MCERA litigation). January 8, 2018 court decision made some of these
compensation earnable for Tier 1 through 3 members (specifically vacation payout earnings), except for
those reciprocal members (Tier 2R and 3R) starting with MCERA system on Feburary 8, 2018, or after.

Numeric Wage codes represent pay codes for County, Cemetery,& Solid Waste. Alpha Wage Codes
represent pay codes for Courts.




Merced County Employees’ Retirement Association (MCERA)
RETIREMENT BOARD AGENDA ITEM

DATE: February 14, 2019
TO: MCERA Board of Retirement
FROM: Kristie Santos, Plan Administrator

SUBJECT:  Appointment of Alternate Retiree Seat 8A to Retiree Seat 8 and appointment of
(Ronald) Scott Johnston to Alternate Retiree Seat 8A

ITEM NUMBER: 3
ITEM TYPE: Action

STAFF RECOMMENDATION:

To acknowledge Michael Rhodes, Alternate Retired member (Seat 8A) as the Retired member
(Seat 8) due to resignation of Leon Sandy Teague. Appoint (Ronald) Scott Johnston to Alternate
Retired member (Seat 8A), per recommendation by REMCO.

DISCUSSION: Per Government Code Section 31520.5 subsection (b) of the County Employees
Retirement Law of 1937 (CERL), Michael Rhodes, current Alternate Retirement member (Seat
8A), assumes the Retired Member's seat (Seat 8) for the remainder of the current Retired
Member’s term, which is December 31, 2020.

Section 31520.5 also allows the Merced County Employees’ Retirement Association Retirement
Board, by majority vote, to appoint a new Alternate Retired member (Seat 8A) from a list of
nominees submitted by REMCO. This appointment shall also serve until the expiration of the
current term of the Retired member (Seat 8). REMCO has requested that (Ronald) Scott Johnston
be appointed to the Alternate Retired Seat (8A).

Page 1
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Item 3a

February 5, 2019

MCERA Board of Retirement
3199 M Street
Merced, CA 95348

Dear Sirs,

On this date, February 5, 2019, the REMCO Board of Directors voted to recommend the
appointment of Ronald Scott Johnston to the Alternate Retired member seat on the MCERA
Board of Retirement. Mr. Johnston has years of prior experience serving on the Board of
Retirement and he would be an effective representative for MCERA retirees.

Should you have any questions, please do not hesitate to contact me.

Respecifully,
Gk (\ECWERRY

Jacqueline Walther-Parnell
President, REMCOAI

Cc: LaVon Justice
Secretary, REMCOAI

PO Box 3605
Merced CA 95344
(209) 722-8297
www.repicomerced.com
A 501(c)(7) Non-Profit Corporation, dba REMCOAI
Tax-ID # 464225341



PUBLIC PENSION CONSULTANTS
6510 A South Academy Blvd., #283 Colorado Springs, CO 80906
Tel: (719) 999-5941, E-mail: Lance@kjeldgaard-ppc.com

Legislative Review of Proposed Legislation for 1937 Act Systems
January 29, 2019

State Legislation

AB 287, Voepel. Public employees’ retirement: annual audits.
Re: Amends section 7512 of the Government Code.
Status: Introduced January 28, 2019.

Existing law creates state and local public pension and retirement systems that provide
pension benefits based on age at retirement, service credit, and final compensation.
Existing law requires each state and local public pension or retirement system, on and
after the 90th day following the completion of the annual audit of the system, to provide
a concise annual report on the investments and earnings of the system, as specified, to
any member who makes a request and pays a fee, if required, for the costs incurred in
preparation and dissemination of that report.

This bill would also require each state and local pension or retirement system to post a
concise annual audit of the information described above on that system’s internet
website no later than the 90th day following the audit's completion.

Item 4



2019:
Jan. 1
Jan.7
Jan. 10
Jan. 25
Feb. 22
Apr. 22

Apr. 26
May 3

May 10
May 17

PUBLIC PENSION CONSULTANTS
6510 A South Academy Blvd., #283 Colorado Springs, CO 80906
Tel: (719) 999-5941, E-mail: Lance@kjeldgaard-ppc.com

CALIFORNIA LEGISLATIVE CALENDAR:

Statutes take effect

Legislature reconvenes

Budget must be submitted by Governor

Last day to submit bill requests to the Office of Legislative Counsel

Last day for bills to be introduced

Spring Recess begins upon adjournment Apr. 1

Legislature reconvenes from Spring Recess

Last day for policy committees to hear and report to fiscal committees fiscal bills
introduced in their house

Last day for policy committees to hear and report to the Floor non-fiscal bills introduced
in their house

Last day for policy committees to meet prior to June 3

Last day for fiscal committees to hear and report to the Floor bills introduced in their
house. Last day for fiscal committees to meet prior to June 3

May 28 — May 31

May 31
June 15
July 10
July 12

Aug. 12
Aug. 30
Sep. 3-13

Sep. 6
Sep. 13
Sept. 13

2020:
Jan. 1

Floor session only. No committee may meet for any purpose except for Rules
Committee and Conference Committees

Last day for each house to pass bills introduced in that house

Budget Bill must be passed by midnight

Last day for policy committees to hear and report fiscal bills to fiscal committees
Last day for policy committees to meet and report bills Summer Recess beginson
adjournment, provided Budget Bill has been passed

Legislature reconvenes from Summer Recess

Last day for fiscal committees to meet and report bills

Floor session only. No committee may meet for any purpose except Rules Committee,
and Conference Committees

Last day to amend bills on the Floor

Last day for each house to pass bills Final Recess begins on adjournment

Last day for Governor to sign or veto bills passed by the Legislature before Sept.13
and in the Governor's possession on or after Sept. 13 noon

Statutes take effect



National Conference on

Item 4a

Public Employee Retirement Systems

NCPERS: Who We ARE

he National Conference on Public Employee
Retirement Systems (NCPERS) is the largest

trade association for public-sector pension
funds, representing more than 500 funds throughout
the United Statesand Canada. We are aunique network
of public trustees, administrators, public officials, and
investment professionals who collectively manage
approximately $3.7 trillion in pension assets. Our core
missions are federal Advocacy, conducting Research
vital to the public pension community, and Educating
pension trustees and officials — it's who we ARE.

Who do we benefit? The approximately $3.7 trillion in
public pension assets in the United States is managed
on behalf of 73 million public retirees and 14.5 million
active public servants who provide vital services, such
as law enforcement, fire and rescue, education, health
care, and more, to our communities. Currently, NCPERS
member pension funds provide a modest retirement
benefit — an average of approximately $25000 per
year — that helps afford a secure retirement for our
public servants and heroes.

Public pensions are financially sound and good
for the economy. On average, the nation’s public
pension plans are well funded. Almost all public
plans require employee contributions, and all public
plans invest their assets in growth vehicles that earn

additional income. According to a recent National
Institute on Retirement Security study, state and local
pension plans had a total economic impact of more
than $358 billion; supported more than 2.5 million
American jobs; and provided more than $57 billion in
annual federal, state, and local tax revenue in a single
year. Each taxpayer dollar invested in state and local
pensions supported $11.45 in total economic activity,
while each dollar paid out in benefits supported $2.36
in economic activity.

Public pensions are regulated by state and federal
laws. All public plans are governed by federal and state
laws that regulate how those plans are established
and the level of benefits they can provide. Public
plans are also governed by comprehensive financial
reporting standards established by the Governmental
Accounting Standards Board (GASB). These standards
provide the framework for the annual financial audits
that most governments contract to independent
accounting firms. Because credit rating agencies pay
close attention to the auditor's report in assessing
a government's credit quality, there is significant
incentive to adhere to GASB's standards. Although
public plans are not subject to many of the provisions
of the federal Employee Retirement Income Security
Act (ERISA) of 1974, state fiduciary laws governing
public plans often reflect ERISA's language.
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Tax Policy

401(a). As such, the plans and their participants receive certain tax advantages — pension plans are not

subject to tax on their assets or earnings generated by investments, and participants are not taxed on
contributions made by their employers (income and employment taxes) or on earnings of the trust fund until
pension distributions are made.

S tate and local governmental pension plans are qualified plans under Internal Revenue Code (IRC) Section

These are significant tax advantages. Due to their importance, the public pension community pays close
attention to changes in federal tax law or regulation that could affect the gualified status of our plans. In
Congress, this means paying attention to the actions of the House Ways and Means Committee and the Senate
Finance Committee, which have exclusive jurisdiction over the federal tax code. In the executive branch, this
means paying attention to the regulatory activities of the Department of the Treasury and Internal Revenue
Service (IRS).

Beginning early this year, the Democratic-controlled House of Representatives will look very closely at the tax
legislation approved by the previous GOP-controlled Congress and President Trump in 2017 Major issues will
be examined, including the $10,000 cap on the federal deductibility of state and local taxes, the impact on job
creation of the deep cuts to corporate tax rates, the repatriation of profits that have been held overseas by
U.S. companies, and the effects of the law on middie-income taxpayers. Given that the Senate is still controlled
by Republicans, it is unlikely that any major changes to the law will be made. However, there certainly will be
votes at least in the House on some of these key issues.

The new chairman of the House Ways and Means Committee, Richard Neal (D-MA), will also attempt to
develop a bipartisan bill to promote greater savings for retirement. Legislation dealing largely with savings
plans for private-sector workers was passed by the House in the 115th Congress (the Family Savings Act, H.R.
6757), but the House and Senate could not agree on a final set of provisions before adjournment.

NCPERS will closely monitor the tax policy issue for any significant developments in either Congress or the
executive branch agencies.

a4 | 2019 NCPERS Legislative Issues Book



Employer Pickups

rule, which is widely used by state and local pension plans. Under IRC Section 414(h)(2), governmental

entities may pick up (i.e., pay for) their employees' pension contributions and, in effect, transform post-
tax employee contributions into pre-tax employer contributions. Employee contributions that are picked up by
the employer are not includable in the employee's gross income until distributed.

O ne provision that was included in the initial version of the Family Savings Act dealt directly with the pickup

There are no regulations under Section 414(h)(2). Revenue Ruling 2006-43 and related private letter rulings(PLRs)
provide the primary guidance for a pickup. The rules do not permit participating employees to have aright to a
cash-or-deferred arrangement (CODA) with respect to designated employee contributions as of the date of the
pickup. Therefore, participating employees must not be allowed to opt out of the pickup treatment or receive
the contributed amounts directly instead of having them paid by the employing unit to the plan.

In recent years, PLR requests sought approval for use of the pickup in situations where a new defined-benefit
(DB) tier was created and the new tier would be available by election to existing employees. The employer
would continue to pick up the contributions of existing employees, but the employee contribution rate in the
new tier would be lower than the rate in the legacy tier. Existing employees who elect into the new plan would
see their salaries increase by virtue of the lower contribution rate. Treasury and IRS reasoned that by being able
to choose between the legacy and new tiers, existing employees would have a right to a CODA. Therefore, the
election between tiers would not be permitted.

Stand-alone federal legislation to make the pickup rule more flexible has been introduced in three of the last
four Congresses, with H.R. 2187 (115th Congress) being the most recent version. The Family Savings Act included
a pickup provision as well. It stated:

"[The] contribution shall not fail to be treated as picked up by an employing unit merely because the
employee may make an irrevocable election between the application of two alternative benefit formulas
involving the same or different levels of employee contributions.’

This language is identical to that found in the previous legislation.

In addition, earlier last year the following report language accompanied the House-passed Financial Services
Appropriations Bill:

"The Committee recommends that the Secretary of the Treasury and the Commissioner of the IRS initiate a
review of the existing regulatory guidance in Revenue Ruling 2006-43, and issue a revised revenue ruling that
allows state and local pension plan sponsors to give existing plan participants the choice to make certain
elections between pension plans or plan tiers without changing the tax treatment of employer contributions..”

While revising the pickup rule to provide more flexibility for plan sponsors was a priority for the GOP-controlled
House during the 115th Congress, it is much less likely that the Democratic-controlled House will share that view.
Instead, efforts on this issue are likely to turn to the Senate, the Treasury, and IRS.

NCPERS will closely monitor the pickup issue for any significant developments in either Congress or
the executive branch agencies.
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Unrelated Business Income Tax (UBIT)

n 2077, the House passed major tax legislation, which included a provision that would have subjected certain
investments of public pension plans to the unrelated business income tax (UBIT). Private equity and hedge
fund investments would have been most affected.

The UBIT proposal was included in tax reform legislation introduced in 2014 by then — Ways and Means
Committee Chairman Dave Camp (R-MI). The provision was described as a "clarification” of current law. In
2014, the Joint Committee on Taxation scored the UBIT provision as raising $100 million in new revenue over 10
years. In 2077, it was scored as raising $11 billion, which immediately made it a much more attractive provision.

The proponents of the provision defended it by saying that public pensions are qualified plans under IRC
Section 401(a), and Section 401(a) is referenced in the UBIT section of the tax code. Public plans take a different
view. We strongly believe that state and local governmental pension plans are exempt from all taxes by virtue
of IRC Section 115, which excludes from gross income certain income of entities that perform an essential
government function. Furthermore, application of a federal tax to state and local pension plans would erode
the immunity states and the federal government each enjoy from taxation by the other.

In the end, the UBIT provision was not included in the final tax legislation that was signed into law. While we
have not seen the provision since 2017, it could be raised again in future tax legislation.

NCPERS will continue to oppose the extension of UBIT to public pension plans.

6 | 20719 NCPERS Legislative Issues Book



The Public Employee Pension Transparency Act

(R-CA), who is now the second-most-senior Republican on the Ways and Means Committee. The most

_I_he Public Employee Pension Transparency Act (PEPTA) was first introduced in 2010 by Rep. Devin Nunes
recent iteration of the bill is H.R. 6230 (115th Congress).

This legislation would for the first time impose a federal reporting requirement on the funding status of state
and local pension plans. Fulfilling the reporting requirement would be the responsibility of the plan sponsor,
that is, the state or municipal government. Reporting would be required using two distinct methods. First,
funding status would be reported based on the economic assumptions and rate of return that each plan
currently uses as its expected long-term rate of return. Second, all plans that do not calculate their funding
status based on either fair market value of assets or the U.S. Treasury bond obligation yield curve (as defined
in the legislation) must recalculate their funding status based on the yield curve.

The Treasury obligation yield curve method would result in funding status outcomes that would show a |
dramatically lower funded status for the vast majority of public plans — on paper. This will create negative
headlines for public plans but will not add any new, useful economic information to aid in the analysis of these
plans. Versions of PEPTA have also included a provision that would penalize any plan sponsor that did not
comply with the reporting requirements by denying the sponsoir the ability to issue bonds that are exempt
from federal tax.

NCPERS opposes the Public Employee Pension Transparency Act.
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Miscellaneous Tax Provisions

considered including a provision to make it a requirement that all new contributions to defined-
contribution (DC) plans (e.g, IRAs and 401(k), 457(b), and 403(b) plans) be made under the rules related
to Roth accounts. Those rules require that contributions be made with after-tax dollars but that distributions
be tax free. This provision ultimately was not included in either the House or Senate bill but did appear
in a modified form on then - Senate Finance Committee Chairman Orrin Hatch's (R-UT) list of possible
amendments. That version would have required the Roth method for all age 50 or over catch-up contributions,
but the amendment was not offered.

D uring the lead-up to the release of the original version of the 2017 tax legislation, House Republicans

On catch-up contributions, in general, a provision included in the original Senate bill that would have prevented
a taxpayer who had wages of $500,000 or more in the preceding tax year from making a catch-up contribution
was dropped prior to Senate passage and not included in the House bill or the final conference report.

Also included in the original Senate bill but dropped prior to Senate passage were two provisions aimed at
normalizing contribution rules for 457(b) and 403(b) plans. The first provision would have prevented participants
from maxing out contributions to both a 403(b) and a 457(b) plan; this provision also would have repealed all
special rules related to post-employment contributions to 403(b) plans and catch-up contributions to 457(b)
plans within three years of reaching normal retirement age. The second provision would have subjected 457(b)
plan distributions to the early withdrawal penalty under IRC Section 72(t), where applicable. These provisions
were not included in the House bill or the final tax legislation.

Finally, the House-passed version would have allowed qualified plans to make in-service distributions beginning
at age 59} instead of the current age of 62. This provision was not included in the Senate bill or the final
conference report.

NCPERS will continue to provide input to Congress on these tax proposals if they are raised in
the 116th Congress.
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Annuity Accumulation Retirement Plan

introduced in the 114th Congress, S. 2381, Section 203. The annuity accumulation plan would allow

Q proposal to create a new qualified plan in the federal tax code (annuity accumulation plan) was last

state and local governmental plan sponsors to purchase private insurance annuity contracts for public

employees. Most experts believe that, once a state or local government begins down the path of the annuity
accumulation plan, it would also freeze existing DB plans. The result would be that the annuity accumulation
plan would become the primary retirement vehicle for state and local workers and would replace DB plans.

In this regard, NCPERS has several major concerns:

Replacement Income — The threshold question for our nation’s firefighters, police officers, teachers, and
other state and local governmental employees is whether distributions from the aggregation of fixed-rate
annuity contracts would provide a comparable level of replacement income during retirement to that of a
prefunded DB plan. In considering this question, it is important to note that, under the previous fegislative
proposal, the plan sponsor would be able to change its contribution rate each year, provided it does so for
all employees. It is likely, then, that the employer contribution would change each year depending on the
plan sponsor's financial and political circumstances.

Disallowance of Employee Contributions — Another factor in the replacement income discussion is that
the vast majority of DB plans for state and local governmental employees are contributory plans, which means
that the plans are funded by contributions from both employers and employees. Moreover, the percentage
of plans that are contributory continues to grow. In contrast, the annuity accumulation plan proposal would
not allow employees to contribute to their own retirement plans. It is unlikely that annuities funded only by
employers would be able to provide an adequate level of replacement income for retirees.

Survivor and Disability Benefits — The plan would not include traditional survivor or disability benefits.
These are essential benefits for those who provide firefighting services, police protection, or emergency
medical services. If plan sponsors separately add survivor or disability benefit policies, premium costs for
the annuities will rise significantly.

Aggregation Costs — Systematic aggregation of the annuity contracts will be necessary if plan participants
are to receive their full retirement income. It is not reasonable to place the burden on retirees to track each
of their annual annuity contracts. Private-sector aggregation services will charge fees, which are a hidden
cost to the plan participants. If a governmental entity is created to aggregate the annuity contracts, then
taxpayers will bear the cost.

Transition Costs — In the past, after careful review, many jurisdictions that were considering a change
from DB to DC plans chose not to proceed because of the high transition costs that were involved. Costs
associated with a transition to the annuity accumulation model are likely to be significant as well.

NCPERS opposes the annuity accumulation retirement plan.
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Annual Contribution Limits

contributions to both DB and DC plans, which, combined would result in a tax deferral of over $1.7

trillion over 10 years, according to the Treasury Department. The tax deferral is computed as the income
taxes forgone on current tax-excluded pension contributions and earnings, less the income taxes paid on
current pension distributions.

Q tax expenditure that has been discussed over the years as a potential source of revenue is tax-preferred

This expenditure could become difficult to ignore for purposes of revenue generation during consideration of
future tax legislation. While eliminating the tax-preferred treatment of pension contributions is not politically
attainable or sound long-term economics, reductions to the annual contribution limits could certainly be on

the table.

NCPERS supports maintaining the current tax treatment of pension contributions and does not
support reductions in the annual contribution limits.
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Infrastructure

there have been periodic meetings in Congress on the subject. Given the lack of political support for an
increase in the federal gas tax, a search for alternative means of financing has been underway for years.
Public pension plan assets appear as a ready pool of investment dollars.

Facilitating increased investment in infrastructure by public pension plans is not a new idea. Since 2014,

Some proponents of greater participation by public plans argue that it would be a benefit to plans to have full
or partial ownership of the actual infrastructure asset and the revenue stream produced by that asset. They
identify a barrier in federal tax law that they say creates an unlevel playing field among public plans today,
specifically the question of whether the public pension plan designated to acquire the public infrastructure
asset meets the criteria of an instrumentality of one or more states or political subdivisions as outlined in Rev.
Rul. 57-128. In particular, the question is whether the plan’s governing structure satisfies prong four of the
ruling's six-part test: "whether control and supervision of the organization is vested in public authority or
authorities” In addition, a second question is whether, for purposes of the private business test under IRC
Section 141 the acquisition by a public plan would trigger the arbitrage rule under IRC Section 148(b), which
would result in the underlying bonds, losing their tax-exempt status.

H.R. 6276, the Strengthening Pensions through Investment in Infrastructure Act, was introduced in the 115th
Congress by Rep. Mike Bishop (R-MI). The bill would make two changes to the tax code.

First, it would amend IRC Section 141(b) to state that use by a public pension fund of public infrastructure
property shall not be treated as private business use. It goes on to define the term public pension fund as "a
pension fund established or maintained for employees or former employees of a state, political subdivision of
a state, or an agency or instrumentality thereof’

Second, the legislation would amend IRC Section 148(b) to state that the term investment-type property
shall not include public infrastructure property. This portion of the bill is the legislative parallel to a pending
proposed regulation by Treasury-IRS, which would bring about the same result. Without this clarification - by
either legislation or regulation — the bonds used to finance the public infrastructure property would almost
certainly be treated as arbitrage bonds and would lose their tax-exempt status.

Rep. Bishop did not win his bid for reelection, so it is left to be seen whether another member of Congress will
reintroduce this legislation in the 116th Congress.

E(E NCPERS Legisiafive Issues Book | Ll




Infrastructure (cont’d)

In addition, House Budget Committee Chairman John Yarmuth (D-KY) is developing legislation that would
Create a National Infrastructure Development Bank, which would be financed through the sale of $75 billion
worth of Rebuild America Bonds on the credit of the United States. An additional $300 billion in bonds could
be issued at the request of the bank. Under the draft legislation, the bonds mature in 40 years and they may
not be resold until 10 years after the date of issuance. The bonds will bear an interest rate of 200 basis points

above the 30-year Treasury bond.

Interestingly for the public pension plan community, the bonds may be purchased only by pension plans —
both plans governed by ERISA and governmental plans as defined by ERISA, which include state and local

governmental pension plans.

NCPERS will closely monitor all legislative and regulatory proposals related to infrastructure
investments by public pension plans.
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Affordable Care Act

promise to repeal and replace the Affordable Care Act (ACA). They were able to repeal the individual

"'I_he Republican-controlled 115th Congress and President Trump were unable to achieve their long-standing
mandate to have health insurance as part of the 2017 tax legislation.

Now, with a Democratic-controlled House, repeal and replace efforts are no longer viable. The ACA's protection
for those with preexisting conditions was a potent issue in the midterm elections. Patient groups and others
have long urged Congress not to repeal major parts of the ACA without first developing a replacement that
guarantees patients the same protections. Going forward, the question will be whether Republicans will now
work to improve and make technical corrections to the ACA. Some Republicans have been willing to advance
legislation to stabilize the individual insurance marketplace.

A continuing focus of NCPERS will be to repeal the 40 percent excise tax on healthcare plans that exceed
certain annual cost thresholds, formerly known as the Cadillac Tax. The annual thresholds are set at $10,200
for individual and $27500 for family coverage. The thresholds are set higher for certain high-risk professions,
such as firefighters and police officers. Those rates are $11,850 for individual and $30,350 for family coverage.
The excise tax will be imposed on issuers of insured plans and plan administrators (usually plan sponsors) of
self-funded plans. The effective date of the excise tax has been delayed to 2022.

NCPERS will closely monitor all legislative and regulatory work on the ACA. NCPERS supports
full repeal of the 40 percent excise tax.
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Mandatory Social Security

after December 31,1983. However, when the system was created in 1935, concerns grounded in federalism

led to the exclusion of state and local governmental employees. Under federal law, state and local
governments can opt to enroll their employees in the Social Security program or they can remain out of Social
Security coverage if they provide a separate retirement plan that meets certain criteria, commonly known as
a FICA replacement plan. Today, approximately 25 percent of state and local governmental employees are not
covered by Social Security.

"I_he Social Security system provides coverage for all private-sector employees and federal employees hired

One option to extend the solvency of the Social Security Trust Fund is to expand Social Security coverage to
include all newly hired state and local governmental employees — so-called mandatory Social Security. The
Congressional Budget Office (CBO) included this option in a recent revenue options report; it would raise $78.4
billion over the next 10 years. If Social Security reform legislation gains traction in 2019, mandatory Social
Security, in some form, could be a part of the debate.

Mandatory Social Security is being advanced as a panacea to ensure Social Security's solvency, but it is not a
panacea at all. In fact, while the short-term estimates mentioned above show substantial additional revenues,
CBO also points out that the estimate does not include any changes to outlays during the 10-year scoring
period. In fact, CBO states that outlays, due to the increase in the number of eligible beneficiaries, will grow
in the coming decades.

Mandatory Social Security will also increase payroll taxes on state and local governments. Governmental
employers will have to pay 6.2 percent of payroll up to the wage cap ($132,900 in 2019) for all new employees.

NCPERS opposes expanding Social Security coverage to noncovered state and local
governmental employees.
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Windfall Elimination Provision/Government
Pension Offset

retirees of state and local governments who earned a pension in public-sector employment that was

not covered by Social Security. The Government Pension Offset (GPQ) is a reduction of Social Security's
dependent or survivor benefits that is applied to beneficiaries who receive a pension from employment that
was not covered by Social Security.

_I"he Windfall Elimination Provision (WEP) is a reduction of Social Security benefits that is applied to

In the 115th Congress, S. 915, introduced by Sen. Sherrod Brown (D-OH), would repeal both WEP and
GPO. The measure had 27 cosponsors. H.R. 1205, introduced by Rep. Rodney Davis (R-IL), was the House
companion bill, with 195 cosponsors. Both had a bipartisan list of cosponsors. Historically, however,
despite having a significant number of cosponsors, full repeal legislation has not gotten any traction
in Congress because of the high costs associated with repeal.

In addition to the full repeal bills, former Ways and Means Chairman Kevin Brady and current Chairman Richard
Neal developed a WEP-only repeal bill, H.R. 6933 (115th Congress). The core of this proposal is a proportional
formula, which is referred to as the public servant fairness (PSF) formula, based on each worker's actual work
history. The new formula would become effective for those first becoming eligible for Social Security (age
62) beginning in 2025. For current retirees, a flat-rate rebate of $100 per month ($50 per month for a spousal
benefit) would begin in 2020. The rebate would be indexed each year. The legislation would also direct the
Social Security Administration (SSA) to report uncovered years on the annual SSA statement and initiate a
study to explore what information public pension plans have that may help with the data challenge.

Issues have been raised on H.R. 6933, principally concerning the interplay between the new proportional
formula and the existing exemption from WEP, known as the substantial earnings test. Under current law, once
you reach 21 years of substantial earnings (i.e., earnings from Social Security — covered employment over a
certain dollar amount) your WEP penalty begins to phase out by 5 percent each year. Once you reach 30 years
of substantial earnings, the WEP penalty is completely eliminated. Those who are on a path to this phaseout
would like for it to remain available to them rather than be subjected to the new proportional formula.

NCPERS will closely monitor developments in this area in the 116th Congress, particularly to see if Chairman
Neal charts a different course on WEP and GPO repeal.

NCPERS will closely monitor all legislative proposals that would repeal or modify the WEP and
GPO penalties.
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Healthcare Enhancement for Local Public
Servants (HELPS II)

n the Pension Protection Act of 2006, NCPERS successfully lobbied Congress to approve the Healthcare
I Enhancement for Local Public Safety (HELPS) Retirees Act. This act allows a yearly pre-tax distribution of

up to $3,000 from a governmental DB, 403(b), or 457(b) plan to retired public safety officers for use toward
healthcare insurance and/or long-term care premiums. The HELPS Retirees Act took effect on January 1, 2007

Prior to HELPS, retirees paid for their health or long-term care premiums entirely with after-tax dollars. Since
2007, eligible public safety retirees have been able to use pre-tax dollars from their qualified pension plans to
pay for some of their health premiums. For retirees who are in the 25 percent federal marginal tax rate bracket,
this could be a tax savings of up to $750 per year.

In the T16th Congress, NCPERS will advocate for legislation to enhance the benefits provided in the original
HELPS Retirees Act. The Healthcare Enhancement for Local Public Servants (HELPS Il) proposal would do the

following:

= Expand the coverage of the HELPS Retirees Act to allow all public-sector retirees to be eligible for the benefit
= Increase the $3,000 benefit and then index that amount for inflation in future years

Transform the income exclusion into a deduction; the deduction could be used even by non-itemizers
Allow surviving spouses to be eligible for the deduction

Make technical changes to the direct payment requirement to accommodate innovative healthcare

programs

NCPERS supports and will work toward enactment of the Healthcare Enhancement for Local Public
Servants (HELPS Il) proposal.
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Retiree Medical Trust

Employees and current employee groups across the nation have taken steps to develop prefunding

vehicles for ever-expanding healthcare costs. Retirees and employees near retirement have little or
no time to establish a meaningful savings vehicle for retiree health care. Therefore, NCPERS believes that
dedicating a portion of a retiree’s savings for the sole purpose of health care in retirement is a fiscally and
socially responsible position.

| I ealthcare costs for retirees continue to drain the pension benefits of our retired public sector employees.

The Economic Growth and Tax Relief Reconciliation Act of 2001 authorized increased limits, portability, and
efficiency through consolidating pension assets through transfers and rollovers between plans. Also, the
Pension Protection Act of 2006 provided for pre-tax payment of a portion of healthcare premiums by public
safety officers through the HELPS Retirees Act.

NCPERS supports allowing retirees and employees near retirement to roll over assets from a
governmental plan, such as a 401(a), 403(b), 457(b), or deferred retirement option plan, into a
qualified medical trust or voluntary employees’ beneficiary association (VEBA) for the sole purpose
of purchasing health care in retirement. Distributions from the qualified medical trust or VEBA would
be tax free.
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Early-Age Medicare

their lives in the service of their communities for modest pay. They look forward to the benefits their

pension plans provide in their retirement years. Most public employees are eligible to retire after 20 —
25 years of service, and most in physically and mentally demanding occupations, such as law enforcement and
firefighting, retire in their mid-50s.

O ur nation’s first responders — police officers, firefighters, and emergency medical personnel — risk

Unfortunately, the rising costs associated with employer-sponsored health care are gradually eroding
retirement income and the peace of mind that comes with it. For retirement systems designed to provide
pensions only, offering a healthcare plan has become burdensome and is putting pension reserves at
risk. Public plans are finding it increasingly difficult to fund retiree health care and are scaling back or

eliminating plans.

One simple way we could immediately usher in an affordable option is through a universal benefit already
accessible in every state — Medicare. If made available to retired first responders, Medicare would provide a

soft landing for these heroes.

Sen. Sherrod Brown (D-OH) is working with the public safety community to develop legislation in this area. In
draft form, the legislation would allow retired first responders who have reached age 55 to buy into Medicare
under the same terms as individuals who have reached the current eligibility age of 65. All facets of Medicare
— Part A {(hospital insurance), Part B (medical insurance), Part C (Medicare Advantage), and Part D (prescription
drug coverage) — would be available to the eligible first responders.

Providing this early avenue into Medicare will help ensure that our first responders have the dignified retirement
they've earned.

NCPERS supports legisiation to allow retired public safety officers to buy into Medicare
at age 55.
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Proxy Advisory Firms

independent data and analytical research to help them formulate their corporate governance and

proxy voting policies. In addition, in some instances our members ask the proxy advisory firms to
implement their proxy voting instructions on their behalf, following their plans’ guidelines. The use of proxy
research reports prepared by proxy advisory firms is one important way that our members exercise their due
diligence to make independent, well-informed decisions.

M any pension plan administrators employ proxy advisory firms to provide them with unbiased and

In the 115th Congress, NCPERS wrote to House Speaker Paul Ryan (R-WI) and Minority Leader Nancy Pelosi (D-
CA) in opposition to H.R. 4015, the Corporate Governance Reform and Transparency Act, which was introduced
by Rep. Sean Duffy (R-WI). As the letter stated, the legislation is riddled with worrisome provisions, premised
on false assumptions, that undercut the ability of pension plans to receive independent, unbiased corporate
governance research, introducing new costs and burdens to pension plans and undermining their ability to
effectively exercise their fiduciary responsibilities.

H.R. 4015, which was approved by the House but not considered by the Senate, would (1) grant corporations
the “right to review" proxy research reports before the pension plan receives the report; (2) mandate that proxy
advisory firms hire an ombudsman — a cost that pension funds would ultimately pay — to receive and resolve
corporations' complaints; and (3) if the ombudsman is unable to resolve a complaint, and if the corporation
submits a written request, require proxy advisory firms to publish the corporation’s dissenting statement.

This provision would effectively allow corporations the privilege to make the “final cut” on a report that is
requested and paid for by the pension plan. Such corporate interference in the affairs of its shareholders is
unprecedented and would dilute the independence of the proxy firms’ reports and ultimately the independence
of pension plans.

In the T16th Congress the new Democratic House majority is not expected to support H.R. 4015 or similar
legislation. Instead, bipartisan Senate legislation, S. 3614, is a more likely focal point for issues related to proxy
advisors. This legislation does not contain the provision discussed earlier but would require proxy advisor firms
to register as investment advisors. |

NCPERS will continue to oppose any legislation similar to H.R. 4015 if it is introduced in the
116" Congress.
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Secure Choice Plans

plans for private-sector workers. In 2016, the Department of Labor (DOL) finalized two rules related to

state or local government-run retirement plans for private-sector workers. DOL's final rule on state-run
savings arrangements established safe harbors from ERISA for certain state-run payroll-deduction savings
programs for private sector workers. The rule made clear that it was in the nature of a safe harbor and,
consequently, did not prohibit states from taking additional or different action, or experimenting with other
programs or arrangements. DOL also issued a final rule that would extend the state-run plan rule to certain
political subdivisions. In discussing the safe harbor approach, DOL was always quick to point out that, while
this was the position of DOL, the courts would be the ultimate arbiter of whether a plan triggered ERISA.

N CPERS has been a strong advocate for secure choice retirement plans, which are state-run retirement

Unfortunately, both of these safe harbors were repealed in 2017 by the Republican-controlled 115th Congress
under the Congressional Review Act (CRA). Resolutions of disapproval, H.J. Res. 66 (for state-run plans) and
67 (for political subdivision - run plans), were approved by Congress and signed into law by the president. If
the president and Congress are politically aligned, the CRA is a powerful tool for rescinding recently—issued
regulations of a prior administration. Once Congress rescinds an agency's rule through the CRA, the agency may
not reissue the rule in substantially the same form or issue a new rule that is substantially the same, unless
Congress enacts specific statutory authorization to do so.

Given that the House is now controlled by the Democrats, NCPERS is eager to work with sympathetic members
of Congress to develop strategies that would be helpful to state and local efforts to create these retirement

savings programs.

It's important to note that following passage of the CRA resolutions, legislation was introduced to statutorily
protect certain payroll-deduction, IRA-based savings plans established by states or qualified political
subdivisions. The legislation, known as the Preserve Rights of States and Political Subdivisions to Encourage
Retirement Savings Act (the PROSPERS Act), was introduced by Sen. Martin Heinrich (D-NM) and Rep. Suzanne
Bonamici {D-OR), S.1035 and H.R. 2523 (115th), respectively.

NCPERS supports state-run plans for private-sector workers, previous DOL regulations that provide
a safe harbor for secure choice plans, and the PROSPERS Act. We are currently working with like-
minded stakeholders to determine if additional legislation is needed in this area.

20 | 2019 NCPERS Legislative Issues Book



Federal Bankruptcy Law

n recent years, proposals have been discussed to amend the federal bankruptcy code to allow states to
bypass state-based constitutional protections and other legal impediments in order to make changes to their
pension funding and benefit structures.

In 2016, the Manhattan Institute released a proposal to create a new Section 113 of the U.S. Bankruptcy Code -
Proceeding to Protect Essential State Actions. Under the plan, which was released in both descriptive and draft
legislative form, states would be allowed to publish a proposal to make changes to pension benefits that, in the
state's view, are necessary and/or appropriate to ensure the undiminished and unimpaired performance of any
essential state action by the state or any subdivision, agencys or municipality thereof. Public hearings would
be required and any proposal would have to be approved by the state legislature and signed by the governor
in the same manner as general statutes of that state. Such legislation (the proposal to change benefits) would
then be filed as a petition in a U.S. bankruptcy court.

It's critical to understand which state or local legal protections would be cast aside by this new bankruptcy
provision. The proposal states that pension benefits may be modified to ensure the performance of essential
state actions, notwithstanding any prohibition against or limitations on changes to pension benefits contained
in any state constitution, statute, law, regulation, judicial decision, contract, or other local legal document,
decision, or rule.

In order to understand the broad sweep of this proposal, we focus on two key definitions:

= Essential State Action — Any undertaking by the state in furtherance of (1) providing for the health,
safety, or welfare of persons residing within the state; (2) addressing, remedying, or preventing fiscal
emergencies of the state or any subdivision, agency, or municipality thereof; or (3) ensuring the ability
of the state and its subdivisions, agencies, and municipalities to fund essential governmental services on
reasonable terms.

= Pension Benefits — Any accrued or prospective, vested or unvested pension, health or other employee
or retiree benefit, which a state or any subdivision, agency, or municipality thereof funds or is required
to fund.

The proposal's proponents argue that the authority for this change is found in the bankruptcy clause to the US.
Constitution, which gives Congress the specific power to enact uniform laws on the subject of bankruptcies
throughout the United States. [n addition, the Manhattan Institute’s white paper states that the U.S. Supreme
Court has held that the U.S. Constitution "does not impair Congress’ ability under the bankruptcy clause to
define classes of debtors and structure relief accordingly.”
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Federal Bankruptcy Law (cont'd)

The proposal includes the ability of an affected person to challenge a petition by demonstrating by clear and
convincing evidence that the petition is unnecessary. However, in evaluating challenges, the bankruptcy court
must defer to the judgment of the state legislature and the governor regarding revenue and spending, unless
there is no rational basis underlying that judgment. That is a high hurdle for any challenge to clear.

Federal legislation has not yet been introduced on this or any other proposal to allow the restructuring of
state or local pension benefits through the bankruptcy code. Be assured that NCPERS will closely monitor this

matter.

NCPERS opposes efforts to amend federal bankruptcy law to provide a mechanism for reducing state
and local pension benefits.
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Normal Retirement Age

n 2007, Treasury-IRS promulgated regulations that would define the term normal retirement age for pension
plans. Specifically, the regulations provided that pension plans must have an age-based criterion for normal
retirement.

Since most pension plans for public employees provide eligibility for non-disability retirement based on years
of service (YOS) or a combination of YOS and age, not on attainment of a certain age, public plans protested
the new regulations in formal comments to Treasury-IRS and direct meetings attended by NCPERS and other
national groups.

In 2012, Treasury-IRS issued Notice 2012-29, which announced their intention to issue revisions to the 2007
regulations to clarify their application to state and local governmental plans. Then, in early 2016, Treasury-
IRS issued proposed regulations. The proposed regulations are responsive to most of the concerns raised by
NCPERS and the plan community.

For public safety, the proposed regulations modify the age 50 safe harbor provision for public safety employees
to ensure its application in instances where public safety employees are only a subset of a larger plan that
includes other public-sector employees. The proposed regulations would also add two additional safe harbors:
(1) the "rule of 70 whereby the sum of the participant's age and years of credited service are added together,
and (2) attainment of 20 years of credited service.

Regarding all other governmental plans, the proposed regulations clarify that, if they do not provide in-service
distributions before age 62, they do not need to have a definition of normal retirement age. Additional safe
harbors are as follows: the later of age 60 or the age at which the participant has at least 5 years of credited
service; the later of age 55 or the age at which the participant has at least 10 years of credited service; the
"rule of 80" and the earlier of the age at which the participant has reached 25 years of credited service or the
normal retirement age under another safe harbor.

Issuance of final regulations on this matter is included in the Treasury-IRS initial priority guidance plan for
2018 - 2019.

NCPERS supports the direction of Treasury Notice 2012-29 and the proposed regulations and will
work with the Treasury Department and IRS on final regulations.
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Definition of Governmental Plan

n November 2071, Treasury-IRS issued an Advance Notice of Proposed Rulemaking (ANPRM) announcing their
intention to issue regulations defining the term governmental plan under IRC Section 414(d). The ANPRM also
included a draft notice of proposed rulemaking and invited public comment.

NCPERS joined with a number of other national groups in submitting joint comments. The comment letter
called for the creation of safe harbors, grandfather treatment, and a greater focus on transition-related issues,
and it raised certain practical administrative concerns.

The basic structure of the ANPRM, which is the initial step in creating the first set of federal regulations
under Section 414(d), is a facts and circumstances test. Of particular interest is the test that would determine
whether an entity is an "agency or instrumentality of a state or political subdivision of a state” The ANPRM
contains a test for this definition that is based on five major factors and eight other factors. The factors include
most of the areas of inquiry that logically would be investigated in a determination of whether an entity is a
governmental plan, such as state or political subdivision contral of the entity, state responsibility for general
debts and liabilities of the entity, delegation of sovereign powers, treatment as a governmental entity for
federal tax purposes, and whether the entity is determined by state law to be an agency or instrumentality.
However, there is no certainty that meeting four or five or even six factors would be sufficient for an entity
to satisfy the new federal regulatory test outlined in the ANPRM. We continue to believe that more clarity is

needed.

In January 2075, Treasury~IRS released Notice 2015-7 which provides a five-part test for the definition of public
charter school. The charter school community submitted some 2000 comments in response to the ANPRM
because of concerns related to whether charter schools would be able to meet the test of being established
and maintained by a state or political subdivision of a state. The five-part test is expected to be included in

the proposed regulations.

Issuance of proposed regulations on this matter is included in the Treasury-IRS initial priority guidance plan
for 2018 — 2019.

NCPERS will work with the Treasury Department and IRS as they develop proposed regulations on
the definition of governmental plan.
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