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Fiduciary Framework for Considering the ERIP Amortization Period

The Board of Administration of the Los Angeles City Employees’ Retirement System should be
guided by the principles listed below as it considers the amortization period of the proposed Early
Retirement Incentive Program (ERIP). The decision is the Board’s alone to make, but it is important
that the discussion and decision process be structured to be consistent with the Board members’
fiduciary obligations and not be open to considerations that might divert any member of the Board
from those fiduciary obligations.

L

FUNDAMENTAL FIDUCIARY DUTIES

A. Exclusive Benefit Rule. California Constitution Article XVI Section 17 provides that

the Board members “shall discharge their duties with respect to the system solely in
the interest of, and for the exclusive purposes 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.”
[emphasis added]

. Duty of Impartiality. As an integral part of the “Duty of Loyalty,” the Board is not

permitted to show favoritism toward any group of beneficiaries. Board members must
consider their obligations both to current retirees and to future retirees, irrespective of
whether or not such future retirees are eligible for the ERIP and whether or not they
may be subject to being laid off or furloughed under certain circumstances.

. Duty of Prudence. The Board must act 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 aims.”



II.

APPROPRIATE FACTORS TO CONSIDER

The Board clearly may take into consideration any factors that they reasonably and prudently
conclude would affect the interests of LACERS participants and their beneficiaries, including,
but not limited to:

I

e LACERS?’ cash flow requirements and impairment of its ability to pay benefits timely
e LACERS’ long term funding obligations
e The ability of the City to meet its current and future obligations to LACERS, to the
extent that there would be impairment of (1) LACERS’ cash flow requirements and
ability to pay benefits timely, and/or (2) LACERS’ long term funding obligations
e The interests of active members keeping their jobs, to the extent that:
o possible job losses might affect them as pension beneficiaries, e.g., possible
negative impact on their pension benefits; and/or
o possible job losses might impact the first two bullet points listed above, i.e.,
LACERS’ cash flow requirements and/or long term funding obligations

PRUDENT DELIBERATION AND DECISION MAKING

The following is a recommended framework for a process of deliberation and decision making:

ALM/

Obtain and consider LACERS’ actuary’s recommendations and assurance of compliance
with actuarial standards of practice

Conduct open and public proceedings, in accordance with the Ralph M. Brown Act
Avoid “negotiating,” directly or indirectly, with the City Council, Mayor, CAO, or any
employee or retiree representatives, to avoid even the appearance of a quid pro quo
arrangement

Read a disclosure statement into the record (regarding active City employees who serve on
the Board), having received advice from the City Attorney’s Office that none of the Board
members have a disqualifying conflict of interest

Conduct full due diligence and independent analysis

Determine if there is an impact on members’ benefit security, and act in a manner
consistent with each Board member’s fiduciary responsibilities

Establish and maintain throughout the process a complete record of deliberations and
actions



