Agenda Item Number 12



My conclusion is that paying a rate of interest on the Additional Contribution
account that is sufficiently high to cause members to forego participating in the
County Deferred Compensation program is not in the best interests of the
members and will have some impact on the funding requirements for the benefits
defined in the Retirement Plan.

Rationale for the Current Recommended Rate

This issue was raised by staff as early as 2006-2007. It is the staff’s opinion that
the Additional Contribution Accounts should not have an impact on the general
funding of the defined benefit structure set forth in the Retirement Plan. However,
the staff also recognizes that establishing a rate of interest to be credited to these
accounts should not be an arbitrary exercise to be debated every year. The
question then is what measure or index should be used to set this rate?

As a starting point, we look to the actuarial assumed earnings assumption — which
is currently 7.75%. There was general agreement among the Committee and the
entire Board that the rate of interest paid on these accounts should not exceed the
actuarial earnings assumption rate in any given period. The proposed resolution
before you reflects this policy.

The concept of crediting the Additional Contribution Accounts based on portfolio
performance was discussed and also has merit. The question here is the
performance measurement period. In 2008, the portfolio returned -27.6% as noted
above, the rate credited to the additional Contribution Accounts was 7.25%. Under
the new policy, the interest rate credited to the Additional Contribution Accounts
would have been 0.0% In the future, negative returns on the Trust investment
portfolio will result in 0% interest being credited to the Additional Contribution
Account. The resolution before you reflects this policy.

For 2009, it appears that the portfolio is on track to return somewhere between 18
to 20% This would argue for an interest crediting rate in the area of 7.25% —
7.75%. From the staff’s perspective, this volatility in return argues against an
annual adjustment of the rate based on one year of portfolio performance.

In order to determine an appropriate interest crediting rate for the additional
Contribution Account a more objective measure would be to look at the interest
crediting rate being paid by the aforementioned Government Guaranteed Fund
that is one of the options available in the Deferred Compensation program. This
fund is a collection of U.S. Government Securities and Agency Securities that
have the explicit or implied backing of the U.S. Treasury. As noted above, the rate
paid on this investment is currently 3.80%.

Pegging the interest crediting rate for Additional Contribution Accounts to the

Great West Deferred Compensation Provider Government Guaranteed Fund offers
several advantages. This fund invests in a cross section of maturities and issues in
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the treasury market. Thus, the rate is not dependent on a single maturity issue in
the Treasury market. It is generally at or above the current rate of inflation and the
rate on this investment fund is reset each quarter. It does not impact funding of the
defined benefit programs to any substantial degree (remember that in years where
the Pension Trust portfolio returns are negative, the interest crediting rate for
Additional Contribution Accounts is 0%). It does not compete with the Deferred
Compensation program for member contributions. It provides a degree of
“coordination” in savings incentives for participants and it is obtained and
verifiable through a third party (Great West Retirement Services).

This action is taken annually by your Board in discharge of your duties under
Retirement Plan Section 5.07:_ Additional Contributions.

Results:

Approval of this Resolution will set the rate of interest being paid on Member
Additional Contribution Accounts for the period beginning December 27, 2009
and continuing through December 25, 2010 at 3.80%.

Respectfully Submitted,

Tony Petruzzi
Executive Secretary
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SAN LUIS OBISPO COUNTY
PENSION TRUST

PRESENT:

ABSENT:
RESOLUTION NO. 2009-04

A RESOLUTION ESTABLISHING THE RATE
OF INTEREST TO BE PAID ON THE
ADDITIONAL CONTRIBUTIONS OF MEMBERS FOR THE PERIOD
BEGINNING DECEMBER 27,2009 AND ENDING DECEMBER 25, 2010

WHEREAS, Plan Section 5.07 provides for the crediting of interest to Member Additional
Contributions at an annual rate to be determined by this Board of Trustees; and

WHEREAS, the duties of this Board of Trustees under Plan Section 16.02 require the Board to
interpret, construe and apply all provisions of the Plan, and to approve interest rates; and

WHEREAS, at the Regular Meeting of the Board of Trustees held November 23, 2009, the Board of
Trustees reviewed the matter of crediting Additional Contribution Accounts with appropriate rates of
interest, such that participants in said Additional Contribution Accounts receive a rate of return that is
not inconsistent with the funding requirements of the Trust; and

WHEREAS, at the Regular Meeting of the Board of Trustees held November 23, 2008, the Board of
Trustees stated its intent that the policy to credit interest to Additional Contribution Accounts should
be determined on the basis of portfolio performance, but in no event should the rate be below 0% or
be above the established assumption rate; and

WHEREAS, the Board of Trustees finds that portfolio performance on a year-over year basis is
potentially volatile, and that such volatility in the determination of the interest crediting rate is not
desirable and, therefore. a more stable and objective benchmark to determine the rate of interest
credited to the Additional Contribution Accounts is preferable, and

WHERAS, the Board of Trustees affirms the policy recommendation that the rate of interest to be
determined and applied to the Additional Contribution Account be established in a range of not less
than 0% and not greater than the established actuarial assumption rate; and

WHEREAS, said policy will ensure the principal amount of a member’s contributions be preserved;
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and

WHEREAS, the staff recommends and the Board of Trustees finds that the Great- West Government
Guaranteed Fund offered through the County Deferred Compensation Program provides a reasonable
and objective benchmark for the determination of the appropriate interest crediting rate for Additional
Contribution Accounts; and

WHEREAS, based on the foregoing, the staff has recommended that the rate of interest to be credited
to the Employee Additional Contribution Accounts be established based on the interest crediting rate
applied to the Great-West Government Guaranteed Fund as of October 1, 2009 which is 3.80%.

NOW, THEREFORE, BE IT RESOLVED AND ORDERED by the Board of Trustees of the San Luis

Obispo County Pension Trust as follows:

1. That, for the period beginning December 27, 2009, and ending December 25,2010, the annual
rate of interest to be credited to the Member Additional Contribution Accounts, under Plan
Section 5.07 is hereby fixed at three and eight tenths of one percent (3.80%).

2. That commencing December 26, 2010, and thereafter, the annual rate of interest to be credited
to the Member Additional Contributions Account under Plan Section 5.07 shall be determined
by action of the Board of Trustees and shall be based on the interest crediting rate applied to
the Great-West Government Guaranteed Fund.

3. That implementation of this Resolution is hereby assigned to the Executive Secretary of this

Pension Trust.

Adopted: November 23, 2009

(Wmmﬁgorm and Legal Effect
Raymon(h A. Bierind
General Counsel

SIGNED:

Caryn Maddalena, President
Board of Trustees
San Luis Obispo County Pension Trust

ATTEST:
Tony Petruzzi
Executive Secretary
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