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KENT COUNTY PENSION REVIEW COMMITTEE

Minutes

Thursday, August 14, 2008
Kent County Administrative Complex
555 Bay Road, Dover, DE

Call to Order & Determination of a Quorum: 2:05 p.m.
Members Present: 





Members Absent:

David Craik, Chairman 



Thomas Leary
Kelly Crumpley

Susan Durham
Duke Strosser

Margaret Talley, ex-officio





Guests Present:
Allan Angel, Levy Court Commissioner

W.G. Edmanson, Levy Court Commissioner

Michael Petit de Mange, County Administrator

Frank Carofano - Segal Advisors, Inc.

Allan Kujala, Personnel Director

Chairman Craik presiding
Call of the roll revealed a quorum was present.

1.
Approval of the Minutes from May 15, 2008 quarterly meeting.
A motion was made by Ms. Durham, seconded by Mr. Crumpley, and carried unanimously to approve the meeting minutes for May 15, 2008.
2.
Segal Advisors – 2nd Quarter 2008 Fund Performance Report.
Mr. Carofano presented “An Analysis of Investment Performance through June 30, 2008".  He reported the value of total pension assets was $22,686,329 with a quarterly decrease of $389,437 ($22,795/investment gains, $412,232/ withdrawals). At quarter’s end 47.00% of the assets were invested in equities, 9.94% in international equities, and 42.36% in fixed income and 0.70% in cash.  For the quarter, the County pension fund returned 0.07%, outperforming the -1.88% Policy index.  For the one year period, the Total Fund outperformed the Policy Index -5.49% vs. -6.59%, and for the three year period it outpaced the Policy Index returning 5.17% versus 4.42%.  

INTECH (Large Cap Growth – 25.23%) showed strong growth with a return of -3.20% compared to 1.25% for the Russell 1000 growth index. For the one year, INTECH was slightly ahead of the comparative index returning -8.05% compared to -9.06% for the index, and maintains a 7.37% growth rate compared to 5.61% for the index since inception.  


Wedge (Large Cap Value – 22.46%) outpaced the index  for the quarter with a return of -0.69% compared to -5.31% for the Russell 1000 value index.  The Wedge investment returns for the one year period are -12.76% compared to -13.57% for the index and maintains a 9.03% growth rate compared to 6.05% for the index since inception.


McKinley (International – 9.95%) was established December 1, 2007 and reversed itself in the second quarter with a positive return of 2.27% compared to -2.25% for the MSCI NET EAFE index.

Amalgamated (Fixed Income – 42.36%) was just established on March 30, 2008, replacing Weiss, Peck & Greer, which had decided to exit the fixed income market. Amalgamated (an enhanced index bond product) lagged the index slightly during the quarter with a return of -0.87% compared to -0.81% for the Lehman Aggregate Bond index. 

Mr. Carofano noted that the County’s investment managers all scored very well in the most recent quarter considering the volatility of the market.  He expected the market to continue to be volatile until after the election and into early next year after the new president is inaugurated.  
3.
DelRIP – 2nd Quarter 2008 Retiree Benefits Pool Performance Report.
Chairman Craik reported that at the recommendation of the State Pension Fund tax attorneys, the Pension Office had sought legislation establishing a separate retiree benefits fund from the Delaware Local Government Retirement Investment Pool to meet GASB reporting standards for OPEB funds. He advised that the County’s retiree benefits funds were moved from the DelRIP to the new Delaware Local Government OPEB Pool on May 31, 2008.  He said the new OPEB pool is less diversified than DelRIP, with no exposure to the alternative fund managers.  Approximately $85 million (State, Kent & Sussex) is now set up in three index funds with Vanguard with about 38% in domestic equities, 20% in international equities, and 40% in bonds with about 2% in money market.  For about a month, the County’s funds were held in a money market account earning about $11.01, or about 2.2% on an annual basis. He noted that the State Pension Fund earned -1.3% for the one year period, so the money market allowed the OPEB funds to have a positive return rather than a loss. 

Mr. Kujala expressed concern that the County funds were transferred to the new account without any prior notification.  He noted that all previous fund manager relationships would have dictated extensive communication relative to the change.  He reported the County was not advised of the change until an e-mail from the pension office some two months later on August 5, 2008.

Mr. Craik explained that the State Pension Office was rushing to establish the new fund and complete the switch, which also included State funds, prior to the end of the fiscal year.  He pledged that the Pension office would have greater communication with the two counties as their retiree benefits fund manager.
As of June 30, 2008, the Retiree Benefits Fund market value was $8,898,031.52, which included the County’s annual contribution of $475,000 made in early June.
4.
Staff – Draft Pension Amendments.
Mr. Kujala reported that at the request of the Personnel Administration Board, he had drafted an amendment to the Retirement Ordinance to better define what is and is not included in employee compensation for benefit calculation purposes.  

The suggested amendment for Chapter 83-3 of the Kent County Code is:

SALARY – Pay rate or compensation approved by the County government for the position(s) held and paid over a one year period, excluding overtime, longevity, shift differential, accrued time payouts, bonuses or any other special pay other than base wages.  Payroll deductions shall not reduce the annual compensation or salary amount.

SALARY – Annual compensation approved and paid by the County government for the position(s) held, excluding overtime or special pay.  Payroll deductions shall not reduce the annual compensation (salary) amount.

A motion was made by Mr. Strosser, seconded by Ms. Durham, and carried unanimously to recommend approval by Levy Court of the proposed definition language.

5.
Staff – Draft Pension Actuary RFP.
Mr. Kujala reported that the last Actuarial Consulting Services RFP was advertised six-years ago which included the original three-year agreement and one extension.  

After some discussion, it was suggested that an insurance provision be added to the document. 

A motion was made by Mr. Strosser, seconded by Ms. Durham, and carried unanimously to move forward with advertising the RFP once the insurance provision is added. 

6.
Staff – Full Asset Management by State Pension Office Discussion.
Mr. Kujala presented the following Staff Report addressing the proposal that the State Pension Office manage all County pension funds:

STAFF REPORT

To:
Pension Review Committee

From:
Susan Durham, Director of Finance 


Allan Kujala, Pension Administrator

Date:
August 13, 2007
Re:
Review of Proposal to Invest all Pension Funds with DelRIP

Background

Staff was asked by the Kent County Pension Review Committee to review a proposal to invest all County pension funds with the Delaware Retirement Investment Pool, which is managed by the State Pension Office. DelRIP has enjoyed good fund performance over the years as illustrated by the table below and averages an investment allocation of 70% equities and 30% fixed income.

	Year
	State Pension
	County Pension

	2007
	9.20%
	6.68%

	2006
	15.00%
	9.47%

	2005
	7.00%
	8.18%

	2004
	13.00%
	9.34%

	2003
	22.80%
	19.43%

	2002
	-9.70%
	-13.90%

	2001
	-7.40%
	-9.55%

	2000
	10.50%
	-1.33%

	1999
	14.10%
	7.37%

	1998
	14.50%
	25.16%


The DelRIP allocation differs from the County’s investment policy and would be considered more risky than the policy average allocation of 60% equities (25% for large capitalized growth stocks, 25% for large capitalized value stocks, 10% for international non-US growth stocks), and 40% for fixed income.    
Investment Manager Fees

The Pension Fund’s investment managers include INTECH (large cap growth) effective November 30, 2003; Wedge Capital Management (large cap value) effective September 30, 2004; McKinley Capital Management (international growth) effective November 30, 2007; and Amalgamated Bank 
(fixed income) effective April 30, 2008. 
	Fund Manager
	Fee

	Intech
	52 bps

	Wedge
	50 bps

	McKinley
	100 bps

	Amalgamated
	12 bps

	AVERAGE
	39 bps


The State Pension Plan asset management fee is 30 bps. 
Fund Expenses

Pension and fee payments are drawn from the fixed income segment and transferred to the pension fund custodian on a monthly basis. For 2007, pension payments totaled $964,933.07 with a total of 137 recipients at year end. An additional $60,843.64 was withdrawn to cover expenses from Segal Advisors ($26,000) for consulting services; Wachovia Retirement Services ($17,243.64) for custodial services such as processing checks, reports, and trades; and to Aon Consulting ($17,600) for pension benefit calculations and the biennial actuarial valuation.
The next biennial actuarial valuation of both the pension and retiree benefits programs will be performed as of January 1, 2009.

Comments and Observations

1.
Based on our estimate, the County pension fund would have achieved additional earnings, if all funds had been invested in DelRIP for the past 10 years. 

2.
If Kent County invested all funds with DelRIP, all investment control by the Board of Trustees would be transferred to the Delaware State Pension Board of Trustees. This is permitted by the pension ordinance. The investment policy would need to be rescinded. 

3.
The State pension plan only permits two withdrawals per year, so approximately $1 million to $1.2 million would have to be retained in an interest bearing account - which reduces the overall funds available for investment.  

4.
In order to maintain a 60/40 ratio, the County could opt to retain its fixed income fund manager (Amalgamated) if the manager would agree to manage funds equal to only about $2.3 million. 
5.
If the asset transfer were approved, staff recommends retention of the pension consultant to regularly review the State Pension Plan’s performance with the various indices. It is estimated the cost for this limited review would be considerably less than the current fee for such services.

End of Report

During discussion on the report, Mr. Kujala pointed out that the Pension Review Committee would have a less important role and would not need to meet quarterly.  He suggested it could meet semi-annually or annually.  He said the group may want to recommend the retention of Segal Advisors to prepare an annual evaluation of the State Pension Plan’s performance to insure that the County program will meet actuarial funding expectations.  He said the Levy Court would need to rescind the Investment Policy, since all control would be given to the State.   

Ms. Durham asked if the Pension Office would improve its communication with the County on plan activities and if performance reports could provide more detail. 

Mr. Craik assured the Committee that communication would be enhanced and reports could be improved to contain all the information needed by the County auditors.

Ms. Durham voiced support for retaining a portion of the pension funds with Amalgamated Bank to achieve 60% equity and 40% fixed income allocation. 
Mr. Strosser asked if the County would be able to influence the investment process at all if it moved all assets to the Pension Office for investing.

Mr. Craik said that a State Pension Advisory Council was established by the State Legislature to provide such guidance and it includes representatives from various group participants.  He noted that two vacancies currently exist, one of which is an at-large seat that could possibly be offered to the County participants.  

A motion was made by Mr. Strosser, seconded by Mr. Crumpley and carried by a 2 -1 vote (Strosser and Crumpley in favor, Durham opposed, and Craik not voting) to recommend to Levy Court that all County pension funds be invested in DelRIP for State Pension Office fund management provided the State Pension Office agrees to review the biannual withdrawal process, consider County membership on the Pension Advisory Council, and agree to provide enhanced fund performance reports.
Ms. Durham stated that she favored moving a portion of the assets, but retaining some with the current fixed income manager (Amalgamated) to achieve a 60/40 allocation ratio. 
7.
Staff – Quarterly Pension Activity Report.



Mr. Kujala presented a detailed Pension Activity Report to help keep the Committee members apprised of the annual and monthly administrative changes to the pension fund.  A summarized version of the report is presented below:
	Pension Payment Date
	Gross $ Paid
	# Recipients
	Comments

	August 1, 2008
	$93,976.59
	139
	+1 retiree; +1 beneficiary

	July 1, 2008
	$84,966.31
	137
	+1 retiree

	June 1, 2008
	$84,246.16
	136
	

	May 1, 2008
	$84,546.16
	136
	

	April 1, 2008
	$84,246.16
	136
	-2 retirees

	March 1, 2008
	$85,590.65
	138
	

	February 1, 2008
	$85,590.65
	138
	+2 retirees

	January 1, 2008
	$84,671.84
	136
	-1 beneficiary

	December 1, 2007
	$84,759.92
	137
	+1 pensioner; -1 pensioner; +1beneficiary

	November 1, 2007
	$84,679.00
	136
	+1 pensioner; -2 retirees

	October 1, 2007
	$86,281.30
	137
	+1 retiree; +1 retiree/active elected official

	September 1, 2007
	$84,824.38
	135
	+1 retiree

	August 1, 2007
	$84,004.56
	134
	+2 retirees; -1 retiree

	July 1, 2007
	$81,270.22
	133
	+2 retirees; -1 retiree

	June 1, 2007
	$76,169.07
	132
	

	
	
	
	

	Pending Pensions/Type
	Eligibility Date
	Service/Age
	Estimated Monthly Benefit

	 (R)  Public Works/WWF
	8/31/08
	16.71yrs/63
	$1,196.56

	(R)  Public Works/Eng.
	10/31/08
	5.53yrs/62
	$228.02


8.
Any other additional business properly brought before the Committee:
None
9.
Next Meeting.

By consensus, Committee members agreed to meet Thursday, November 13, 2008 at 2:00 p.m. in the Kent County Administrative Complex. 

Meeting adjourned at 3:20 p.m.

Minutes drafted by Allan Kujala and are subject to change at a future Committee meeting

