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RECOMMEND 1 JN

The Retirement Boards have reviewed and approved the attached Comprehensive Annual
Financial Reports for the fiscal year ended June 30, 2013, and recommend that the City
Council receive and accept the reports for informational purposes.

SUMMARY

The Retirement Boards are proud to submit their June 30, 2013 Comprehensive Annual
Financial Reports (“CAFR”} to the City Council for informational purposes to keep the City
Council informed and provide knowledge of the Retirement Systems’ activities from the past
fiscal year.

CAFR Information

At their December 9, 2013, Retirement Board meeting, the Boards approved the attached
Comprehensive Annual Financial Reports (“CAFR") for the fiscal year ended June 30, 2013.
At that meeting, the Boards directed the Retirement Administrator to submit each CAFR to the
City Council, Mayor and City Manager and to keep the City informed on the activities of the
Retirement Systems.

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City
of Fresno Retirement Systems for each of their Comprehensive Annual Financial Reports for
the fiscal year ended June 30, 2012. In order to be awarded a Certificate of Achievement, a
government must publish an easily readable and efficiently organized comprehensive annual
financial report. These reports must satisfy both generally accepted accounting principles and
applicable legal requirement
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The two City of Fresno Retirement Boards, which oversee the administration of the Retirement
Systems and combined investments of $2.2 billion as of June 30, 2013, respectfully submit the
results of their fiscal year 2013 investment earmings and the funding status of the Systems.

The Comprehensive Annual Financial Reports ("CAFR") of the City of Fresno Retirement
Systems for the years ended June 30, 2013 and 2012 are submitted herewith. Information
contained in these reports are designed to provide a complete and accurate review of the
year's operations. Responsibility for both the accuracy of the data, and the completeness and
fairness of the presentation, rests with the management of the Systems. For a general
overview of the Systems’ finances, please refer to Management's Discussion and Analysis
ietter in the Financial Section of the reports.

In addition to the information in the CAFR reports, | have prepared the attached schedule of
summary information on the City’s Retirement Systems. These documents are intended to
provide Council members with an overview of the Systems. For a summary of major
initiatives of the retirement plans, see pages v, vi and vii in the Introductory Section of the
attached Financial Reports.

The Financial Reports were prepared as of June 30, 2013, and consist of six sections:

1. The Introductory Section describes the Systems’ management and organizational
structure, a summary of the plan provisions and a listing of the professional services
providers; and

2. The Financial Section contains the general purpose financial statements of the
Systems and the Independent Auditor’s Opinion Letter; and

3. The Investment Section includes a letter from the Systems’ investment consultant,
NEPC, recapping the fiscal year investment results and activities, along with
performance and asset allocation information; and

4. The Actuarial Section includes the certification letter produced by the independent
actuary, The Segal Company, along with supporting schedules and information; and

5. The Statistical Section which includes trend information and graphs; and

0. The Compliance Section which includes the Independent Auditor's Internal Control
Letter.



















CITY OF FRESNO RETIREMENT SYSTEMS
SUMMARY HIGHLIGHTS FOR FISCAL YEARS 2013 and 2012

Fire & Police Employees Combined Combined Net
Description System System Systems Systoms Change
FY 2013 FY 2013 Totals EY 2013 Totals FY 2012
Net Assets Held in Trust for Benefits $1,193,053,930 | $1,024,665,557 | $ 2,217,709,487 $2,010,796,133 | 10.25%
Net increase (decrease) in Assets $ 112,660,522 | % 94,262,832!% 206,923,354 (62,791,947)
Retirement Benefits Payments $ 51,826,738 |% 45806771]% 97,633,509 93,701,998 |  4.20%
Annualized Investment Returns:
One Year Performance 13.59% -0.11%
Three Years Performance 12.13% 12.53%
Five Year Performance 5.31% 1.38%
Ten Year Performance 7.65% 6.73%
Fifteen Year Performance 6.17% 6.57%
Twenty-Five Year Performance 8.41% 8.42%
Asset Aliocation Targets:
Domestic Equities- Large Cap 22.50% 22,50%
Domestic Equities-Small Cap 7.50% 7.50%
International Equities 22.80% 22.80%
Emerging Market Eguities 7.20% 7.20%
Total Equities 60.00% 60.00%
Domestic Fixed income 15.00% 16.00%
High Yield Bonds 10.00% 10.00%
Real Estate 15.00% 15.00%
Total Fixed Income & Real Estate 40.00% 48.00%
Total Asset Allocation 100.00% 100.60%
Membership:
Active 1,021 1,846 2,867 2,967 -3.37%
Refired 962 1,700 2,662 2,615 1.80%
Inactive Deferred Vested 49 205 254 261 -2.68%
Totals 2,032 3,751 5,783 58433 -1.03%
Member Contributions $ 7,398,730 { $ 7,995145 | % 15,393,875 $ 13,047,158 17.99%
City Contributions $ 18,724,714 | $ 13,329,655 | $ 32,054,269 $ 34,248,875 6.41%
Actuarial Funding Staus (GASB 25) 106.4% 99.9%
Market Value Funding Status 108.5% 101.8%
Actuarial Assumptions:
Annual Infiation 3.25% 3.25% 3.50%
Annual Investiment Assumption 7.50% 7.50% 8.00%
City Normal Contribution rates: Member Momber City City
Fire and Police Tier 1 4.87% 26.22% 28.57%
Fire and Police Tier 2 9.00% 19.56% 19.77%
Fire and Police Blended City rate net 19.84% 23.94%
Employees System 5.53% 12.63% 10.21%
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COMPREHENSIVE ANNUAL FINANCIAL REPORT

For Fiscal Year Ended June 30, 2013

City of Fresno Employees Retirement System
Fresno, California

The EMPLOYEES RETIREMENT SYSTEM was established on June 1, 1939 and is
maintained and governed by Article 5 of the Fresno Municipal Code. The
Employees Retirement System (the System) provides retirement benefits for all
qualified non-sworn employees of the City of Fresno.

Mission Statement

To provide System members and the employer with flexible, cost-effective,
participant-oriented benefits through prudent investment management and
superior member services.

Board and Staff Commitment

To carry out our mission through a competent, professional, impartial and open
decision-making process. In providing benefits and services, all persons will be
treated fairly and with courtesy and respect. Investments will be managed to
balance the need for security with superior performance. We expect
excellence in all activities. We will also be accountable and act in accordance
with the law.

Goals

To create an environment in which Board Members can maximize their
performance as trustees. To improve the level of benefits and delivery of
services provided to members and employees. To improve communications
with members and the employer. To attract, develop and retain competent
and professional staff. To achieve and maintain top quartile investment
performance as measured by the Public Fund Universe.
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Caring for Your Future

November 21, 2013

Dear Board Members:

Stanlev L. McDivitt
RETIREMENT ADMINISTRATOR

As Retirement Administrator of the City of Fresno Employees
Retirement System, it is with great pleasure that | submit the Comprehensive Annual
Financial Report (CAFR) for the fiscal years ended June 30, 2013 and 2012.

The global economic recovery has continued to proceed in fits and starts. While still
somewhat disappointing, it is moving forward and it is doing so at multiple speeds. These
various speeds reflect different paths toward self-sustained growth, with each path carrying
its own mix of risks. The monetary and fiscal policy shifts around the globe while welcomed,
come with a realization that it will take a delicate balancing act to boost growth in a more
sustainable way throughout the world, raise inflationary expectations to beat deflation in
countries where that exists and to secure the sustainability of huge public debt. In the United
States, large imbalances had built up prior to the crisis and eventually erupted, but the
economy has undergone significant adjustment, which is beginning to bear fruit. The
combination of a repaired financial system and a revival in confidence is driving growth.

Despite the persistent and overwhelming challenges of the global economy, the City of Fresno
Employees Retirement System (the System) is well funded at or near a fully funded status on
both a market value and actuarial basis. From a long-term perspective, the System is
positioned to provide a solid rate of return that is equal to or better than the respective asset
classes market indices even as we enter yet another year that is filled with uncertainty in the
global economic and financial markets. The Retirement Board (the Board) carefully managed
the investment portfolio through last year’s continued turbulence in the global financial
markets and we remain confident that new investment opportunities will arise and the Board,
with the required amount of due diligence and vigilance, will position the System’s
investments for future long-term growth.

In fiscal year 2013, the System’s gross of fee returns provided by its custodian Northern Trust,
when compared to other institutional investors and weighted policy benchmarks, were
somewhat favorable. The System’s one-year gross of fees return was 13.59 percent; 1.03
percent above its policy benchmark return of 12.56 percent; and outperforming its actuarial
interest rate assumption of 8.00 percent by 5.59 percent. The five-year annualized gross of
fees return of 5.31 percent was positive but slightly below its policy benchmark return of 5.43
percent by 0.12 percent. The System’s ten-year annualized gross of fees return at 7.65

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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The Employees Retirement System remains highly funded and well positioned to serve our
members and retirees. The System’s 20 and 25-year, long-term returns of 8.41 percent and
9.14 percent, respectively, as of June 30, 2013, illustrate the System’s ability to achieve our
long-term objectives over extended periods of time. Meanwhile, the System’s actuarial and
market value funding status continues to be the highest of any public pension defined benefit
plan in California.

THE COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR)

The Comprehensive Annual Financial Report (CAFR) of the City of Fresno Employees
Retirement System for the years ended June 30, 2013 and 2012 is submitted herewith.
Information contained in this report is designed to provide a complete and accurate review of
the year’s operations. Responsibility for both the accuracy of the data, and the completeness
and fairness of the presentation, rests with the management of the System. For a general
overview of the City of Fresno Employees Retirement System’s finances, please refer to the
Management’s Discussion and Analysis in the Financial Section of this report. The CAFR
consists of six sections:

The Introductory Section contains our Mission Statement, a Letter of Transmittal, a
description of the System’s management and organizational structure, a listing of the
professional services providers, and the Government Finance Officers Association’s Certificate
of Achievement for Excellence in Financial Reporting.

The Financial Section contains the opinion of the independent auditor, Brown Armstrong
Accountancy Corporation, Management’s Discussion and Analysis Letter and the basic financial
statements of the System.

The Investment Section includes the Retirement Administrator’s Investment Report, a letter
from the System’s Investment Consultant, NEPC, LLC recapping the fiscal year investment
results and activities, along with performance and asset allocation information.

The Actuarial Section includes the certification letter produced by the independent actuary,
The Segal Company, along with supporting schedules and information.

The Statistical Section contains significant detailed data pertaining to the System.
The Compliance Section contains the Independent Auditor’s Report on Internal Control over
Financial Reporting and on Compliance and Other Matters based on an audit of financial

statements performed in accordance with Government Auditing Standards.

| trust that you and the members of the System will find this CAFR helpful in understanding
the System, and our commitment to financial integrity and member services.

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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EMPLOYEES RETIREMENT SYSTEM AND ITS SERVICES

The Employees Retirement System was established on June 1, 1939, under Charter
Section 910 and is governed by Article 5 of Chapter 3 of the City of Fresno Municipal Code.
The System provides retirement allowances and other benefits to the non-safety members
employed by the City of Fresno. The System also provides lifetime retirement, disability, and
death benefits to its members. The Retirement Board is responsible for the prudent
investment of member and employer contributions, and defraying reasonable expenses of
administration.

The Employees Retirement Board is responsible for establishing policies governing the
administration of the System, making benefit determinations, and managing the investment
of the System’s assets. The Board operates under the authority vested in Article 5 of Chapter
3 of the City of Fresno Municipal Code and the California Pension Protection Act of 1992.
Article XVI, Section 17(b) of the Constitution of the State of California provides that “the
members of the Retirement Board of a public retirement system shall discharge their duties

solely in the interest of, and for the exclusive purpose of providing benefits to,
participants and their beneficiaries, minimizing employer contributions thereto, and
defraying reasonable expenses of administering the System. A Retirement Board’s duty to its
participants and their beneficiaries shall take precedence over any other duty.” Section 17(a)
further provides that the Board has ... “the sole and exclusive responsibility to administer the
System in a manner that will assure prompt delivery of benefits and related services to the
participants and their beneficiaries.”

The Retirement Board has five (5) members, two (2) management employees who are
appointed by the Mayor and confirmed by the City Council, one (1) employee who is elected
by the manual workers of the System, and one (1) employee who is elected by the clerical or
supervisory workers of the System, both of which serve a four-year term. The fifth and final
member of the Board is a qualified elector of the City, not connected with its government,
elected by the previously designated four members.

The Board oversees the Retirement Administrator and staff in the performance of their duties
in accordance with the Municipal Code and the Boards’ Rules, Regulations and Policies.

MAJOR INITIATIVES

The Board, jointly with the Fire & Police Retirement System Board (the Boards), retained the
services of the law firm of Ice Miller, LLP in 2010, to assist in reviewing the plans from a tax
compliance perspective. Each Board filed with the Internal Revenue Service for a tax
determination letter and the plans were submitted into the IRS’s voluntary compliance
program (VCP). The IRS made a favorable determination on the plans based upon the
information that we supplied. The letter of determination relates only to the status of the
plans under the Internal Revenue Code and it expires on January 31, 2014. Ice Miller LLP has
now prepared the application for submission to the IRS for a renewed letter of favorable tax

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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determination for each System. The plans will submit a request for a favorable determination
prior to January 31, 2014.

The Board, jointly with the Fire & Police Retirement System Board, completed a Request for
Proposal process for General Investment Consulting Services to the Systems which began in
July 2012. Effective February 1, 2013, the Boards appointed NEPC, LLC as their new
investment consulting firm. NEPC, LLC immediately began its review of our risk controls and
portfolio manager structure.

The Boards’ current agreement with its Master Custodial Bank and Securities Lending Services
provider, Northern Trust, expired on September 30, 2013. Upon review of the renewal fees
proposed, it was determined that the level of increase in the fees dictated that it would be
prudent for the Boards to issue a Request for Proposal (RFP) for Master Custodial Bank and
Securities Lending Services given the significant economic impacts in the areas of Securities
Lending and Brokerage Commission Recapture Programs over the past several years which
impact revenues earned by all global custodial banks. The Board, jointly with the Fire &
Police Retirement System Board, issued an RFP for Master Custodial Bank and Securities
Lending Services in December 2012. Pleased with the overall services provided by Northern
Trust, Northern Trust was asked to rebid. Proposals submitted by four firms were reviewed
and results indicated no substantial reason to change custodians. Therefore, staff and the
Boards’ legal counsel finalized negotiations regarding fees and legal agreements and the
Boards concluded the process of selection reappointing Northern Trust with a five year
agreement effective October 1, 2013.

We developed and implemented a new “paperless process” for Retirement Board Members
and staff to receive and review their Board agenda materials electronically. This new process
will save a lot of paper, time and money for the Systems.

During the prior fiscal year, the Retirement Boards jointly approved a major two-year project
to program and install an upgrade to our original pension administration system that was
installed in 1997. The LRS Pension Gold Retirement Solutions’ Version 3 project is an upgrade
to a web based, fully integrated software administration system that includes imaging of
documents, workflow processes and a new member portal allowing members secure access to
their information in our system including Deferred Retirement Option Program (DROP)
account information. This project began in fiscal year 2013 with the kickoff of the Project
Work Plan Development and Requirements Confirmation phases of the project. Imaging of
documents commenced in February 2013 and User Acceptance Testing for Member Basics and
Employer Reporting started on June 3, 2013. Staff remarkably accomplished imaging of all
active member records and full implementation of the remaining retired and vested
terminated records is expected by the end of the 2014 calendar year.

On November 7, 2012, the Board, jointly with the Fire & Police Retirement System Board,
adopted a Comprehensive Actuarial Funding Policy which establishes and documents the
funding objectives and policy set by the Retirement Boards for the City of Fresno Employees

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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Retirement System and the City of Fresno Fire & Police Retirement System (Systems). The
Boards have created the actuarial funding policy to help ensure the systematic funding of
future benefit payments for members of the Systems. In addition, the policy documents
certain guidelines established by the Boards to assist in administering the Systems in a
consistent and efficient manner.

With the assistance of its actuary and staff, the Board completed the annual actuarial
valuation for June 30, 2012, and an Experience Study of the System utilizing the census data
from the last three annual actuarial valuations as of June 30, 2012. On May 8, 2013, based
upon the results of the Experience Study, which sets forth changes in certain actuarial (non-
economic and economic) assumptions, the Board adopted the Experience Study and proposed
actuarial assumptions including the modification of the Board’s assumption for its investment
rate of return to 7.50 percent to be used in preparing the June 30, 2013 annual actuarial
valuation.

PROFESSIONAL SERVICES

Professional Services Consultants and Investment Portfolio Managers are retained by the
Board to provide professional services essential to the effective and efficient operation of the
System.

An opinion from the certified public accountant and the actuary are included in this report
along with a summary investment report from the Board’s Investment Consultant. The
Consultants and Investment Managers retained by the Board are listed in the following section
of this report.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Fresno Employees Retirement System for its comprehensive annual financial report for the
fiscal year ended June 30, 2012. The Certificate of Achievement is a prestigious national
award recognizing excellence in the preparation of public employee retirement system
comprehensive annual financial reports.

In order to be awarded a Certificate of Achievement, a government entity must publish an
easily readable and efficiently organized comprehensive annual financial report. This report
must satisfy both generally accepted accounting principles and applicable legal requirements.
A Certificate of Achievement is valid for a period of one year only. The City of Fresno
Employees Retirement System has received a Certificate of Achievement for the last fifteen
years. We believe that our current comprehensive annual financial report continues to meet
the Certificate of Achievement Program’s requirements and we are submitting it to the GFOA
to determine its eligibility for another certificate.

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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ACTUARIAL FUNDING STATUS

The System’s funding objective is to meet long-term benefit promises by retaining a well-
funded plan status and obtaining superior investment returns while minimizing employer
contributions. The Board’s objective for employer contributions is to establish a rate as a
level percent of member payroll. The greater the level of overall plan funding, the larger the
ratio of assets accumulated compared to the actuarial accrued liability and the greater the
level of investment potential. The advantage of a well-funded plan is that the benefits
earned by participants are funded during their working careers and not by future generations
of taxpayers.

The June 30, 2012, actuarial valuation is presented in this CAFR. As of June 30, 2012, the
funded ratio of the Employees Retirement System was 102.2 percent. The funded ratio was
determined by using the actuarial value of the assets in accordance with Governmental
Accounting Standards Board Statement No. 25. The actuarial accrued liability of the System at
June 30, 2012 amounted to $871,958,000. The actuarial value of assets at June 30, 2012
amounted to $957,891,137 and the valuation value of assets amounted to $891,366,137. The
market value of the assets at June 30, 2012 amounted to $930,402,725.

The Board engages an independent actuarial consulting firm to conduct annual actuarial
valuations of the System. The valuation purpose is to reassess the magnitude of the benefit
commitments. This is compared to the assets expected to be available to support those
commitments so employer and member contributions can be adjusted accordingly.
Recommendations are presented to the Board for consideration. The Segal Company is the
System’s independent actuarial consultant.

The Actuarial Section of this report contains a more detailed discussion of funding.

ACCOUNTING SYSTEM & REPORTS

The management of the System is responsible for establishing and maintaining an internal
control structure designed to ensure that System assets are protected from loss, theft, or
misuse.  Responsibility for the accuracy, completeness, and fair presentation of the
information, and all disclosures, rests with the management of the System.

The accounting firm of Brown Armstrong Accountancy Corporation provides financial audit
services. The financial audit ensures that the System’s financial statements are presented in
conformity with generally accepted accounting principles and are free of material
misstatement. The internal controls are designed to provide reasonable but not absolute
assurance that these objectives are met. The System recognizes that even sound internal
controls have their inherent limitations. Internal controls are reviewed to ensure that the
System’s operating policies and procedures are being adhered to and that controls are
adequate to ensure accurate and reliable financial reporting and to safeguard the System’s
assets. The objective is to provide a reasonable, rather than absolute assurance, that the

CITY OF FRESNO EMPLOYEES RETIREMENT SYSTEM
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financial statements are free of any material misstatements given the prudent need to ensure
that the cost of a control should not exceed the benefits to be derived.

This report has been prepared in accordance with Generally Accepted Accounting Principles
for State and Local Governments (GAAP) as established by the Governmental Accounting
Standards Board (GASB).

The System’s transactions are reported on the accrual basis of accounting. Revenues are
taken into account when earned, regardless of the date of collection. Expenses are recorded
when the corresponding liabilities are incurred, regardless of when the payment is made.

INVESTMENTS

Article XVI, Section 17(c) of the Constitution of the State of California, provides that “the
members of the Retirement Board of a public pension or retirement system shall discharge
their duties ... with the care, skill, prudence, and diligence under the circumstances then
prevailing that a prudent person acting in a like capacity and familiar with these matters
would use in the conduct of an enterprise of a like character and with like aim.” By
permitting further diversification of investments within a fund, the prudent expert rule may
enable a fund to reduce overall risk and increase returns. A summary of the asset allocation
can be found in the Investment Section of this report.

The prudent expert rule permits the Board to establish an investment policy based upon
professional advice and counsel, and allows for delegation of investment authority to
professional investment advisors. The Investment Objectives and Policy Statement of the
Board outline the responsibility for the investment of the fund and the degree of risk that is
deemed appropriate for the fund. Investment advisors are to execute the policy in
accordance with the Board policy and guidelines.

For the fiscal years ended June 30, 2013 and June 30, 2012, the System’s investments
provided a 13.59 percent and (0.11) percent gross of fees rate of return, respectively.
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