Board of Supervisors Memorandum

October 3, 2017

Resolution 2017-
Adoption of 457(b) Deferred Compensation Plan

Background

This item originally appeared on the September 5, 2017 Board of Supervisors agenda for
direction regarding the County’s deferred compensation plans. The Board continued this
item to the October 3, 2017 meeting and requested additional information in response to
Supervisor Bronson’s September 5, 201 7memorandum {Attachment 1).

My September 27, 2017 response memorandum to Supervisor Bronson is included herein as
Attachment 2.

Recommendation

Staff recommends that Pima County participate in the Arizona State Retirement System’s
457(b) deferred compensation plan. If the Board of Supervisors decides to participate in that
plan, we recommend the Board approve Resolution No. 201 7-__ (Attachment 3).

If the Board decides not to participate in the Arizona State Retirement System’s plan, staff
will issue a Request for Proposals to replace the County’s existing three plans and will bring
back to the Board of Supervisors a recommendation for investment policies and the structure
of an investment review committee.

Respectfully submitted,

C.H. Huckelberry
County Administrator
CHH/mjk — September 27, 2017

Attachments

c: Tom Burke, Deputy County Administrator for Administration

Allyn Bulzomi, Director, Human Resources
Keith Dommer, Director, Finance and Risk Management
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PIMA COUNTY MEMORANDUM

Sharon Bronson
Chair, Pima County Board of Supervisors

Date: September 5, 2017

To: Chuck Huckelberry From: Sharon Bronson
Pima County Administrator Chair, Pima County Board of Supervisors

Re: September 5, 2017 Board of Supervisors Agenda Item 25 Deferred Compensation Plan

How has Human Resources determined that the ASRS plan is a “good deal” for employees?
Was a qualified consultant with experience in governmental plans used to insure that your employees
are getting the best pricing, product and service available?

How has Human Resources determined that the ASRS plan is a “good deal” for employees? Was a
qualified consultant with experience in governmental plans used to insure that your employees are
getting the best pricing, product and service available?

The Board, as a Fiduciary to the plan, has an obligation to ensure that the plan approved is the best
option available to our employees. With many millions of dollars in play, a competitive bid process
seems necessary. At many Board meeting contracts of much less consequence are brought to us for
approval and are awarded using the RFP process.

While it appears that the State plan has a low Daily Asset Charge (.6% if memory serves), the fees
charged by the individual funds are not the lowest available. Are the individual funds sharing
revenue? If so with whom? How will the new provider provide service to our employees? Are their
staffing levels adequate? Are the company's web resources adequate? All of these are questions that a
well drafted RFP would answer.

The bottom line is that the Board is a Fiduciary to the plan with millions dollars at risk. Given that, I
believe it would be prudent to conduct a competitive bid process with a consultant that has a deep
understanding of the marketplace to ensure that we had the best possible solution for the employees of
the County.

o While staff has done some of due diligence, it does not represent a complete review. It seems
that staff only spoke to Nationwide about potential options, but did not engage the other two
existing providers. Staff would not know whether ICMA or Prudential could offer similar,
better, or worse solutions than ASRS if the plan were to consolidate to a single provider. Plus, a
host of other providers in the industry might certainly submit an offer to the County.



While it appears Nationwide is willing to grandfather in the high fixed account rate for
existing participants, the new rate for the individuals mapped over from the other two
carriers could be well below what we might get in an RFP. The attached plan
performance document says their stable value (fixed rate) is only 1.76%.

Stable value rates in recent bids from Empower, ICMA, and Voya have ranged from
1.80% to as high as 3.25%. Voya in particular is currently transitioning Kern County,
CA’s 457 plan from Empower and expect the stable value crediting rate to be in the range
of 3.05% - 3.50%. So if stable value/fixed rates are important to Pima County
employees, there are clearly higher rates available in the marketplace.

Aside from the interest rate issue, leaving existing participants in the Nationwide Fixed
Account might have some risk. The Nationwide Fixed Account is a general account
product where the assets sit on Nationwide’s balance sheet and are subject to
Nationwide’s creditors in event of insolvency. The Stable Value fund with ASRS or a
stable value fund with other vendors are separate accounts (not held on the provider’s
balance sheet) that provide creditor insulation.

I believe that the County could compete favorably in an RFP with the fees offered by the
ASRS plan. The stated fee for the plan is a low .06% but the fees charged by the
individual funds seems high. I suspect that the individual funds are "revenue sharing"
with some entity although I can't be sure of that or with whom.

How does the ASRS plan handles service? Do they have local representatives (or enough
of them) that can meet with County employees regularly to help them with enrollment,
financial planning and service related issues? Is that important to the County? Do our
employees value that as much as they value having a product with the absolute lowest
fees? Most Counties of our size have at least 1 dedicated representative for the plan. For
example, Kern County has 1 full time representative for its 5,000 employees. County of
San Bernardino has 4 full time reps for its 19,000 employees.



Suppiementai >aiary vererrai Fian investment uptions
Performance History for Period Ending March 31, 2017

Nauonwiae’

The following are the percentage changes in Net Assets (with capital Performance data current to the most recent month-end may be The Average Annual Returns indicated below are net of Gross Expense

gains and income dividends reinvested) without reduction for

Plan Charges for the respective periods ended March 31, 2017, The
results shown represent past performance and do not represent
expected future performance or experience. Past performance does
not guarantee future results. Investment return and principal value
of an investment will fluctuate so that an investor’s units or shares,
when redeemed, may be worth more or less than their original cost.
Current performance may be lower or higher than the data quoted.

Funa Name (l1erj

obtained by visiting www.azssdp.com.

Please consider the fund’s investment objectives, risks, charges,
and expenses carefully before investing. The underlying fund
prospectuses contain this and other information about the
investment company. Prospectuses are available by calling
602-266-2733 or by visiting www.azssdp.com. Read carefully
before investing. Please see other important disclosures at the
end of this report. Investment options are subject to change.

Ratios but not net of plan administrative fees (i.e., the returns do
reflect Gross Expense Ratios but do not reflect the deduction of Plan
Charges assessed to Plan Participants). The Plan charges an explicit
administrative fee of .06% (36 per $10,000 annually)

- Index

Nioriey staple value Ketirement Fund (2) 1.78% N/A N/A N/A 1.04% 0.76% 1.63% 3.48% 12/31/93
- Barclays Capital 1-3 Year Government Index 0.25% 065% 207%

Vanguard Total Bond Market Index Fund {1)* Intermediate-Term Bond VBTLX 0.06% 0.43% 2.27% 4.23% 4.23% 11/12/01
« Barclays Capital US Aggregate Float Adjusted Bond Index 049% 2.35% NA

Metropolitan West Total Return Bond Fund M (2) Intermediate-Term Bond MWTRX 0.67% 0.70% 3.46% 5.57% 6.38% 03/31/97
- Barclays Capital US Aggregate Bond Index 044% 2.34% 427%

Ivy Asset Strategy Fund A (2)* World Allocation WASAX 0.99% 4.94% 2.39% 5.03% 6.76% 07/10/00
- World Allocationh 911% 469% 3.89%

- S&P500TRUSD 1717% 13.30% 751%

Nationwide Investor Destinations Conservative Fund Svc (2)* Conservative Allocation NDCSX 0.87% 4.20% 313% 3.29% 3.57% 03/30/00
- Conservative Index (10% S&P 500+5% S&P 400+5% MSCI EAFE Index Net Dividends +40% BC Agg+40% 3Mo TBill)A 5.78% 3.37% 3.79%

- Barclays Capital US Aggregate Bond Index 0.44% 2.34% 4.07%

Nationwide Investor Destinations Moderate Fund Svc (2)* Moderate Allocation NSDMX 091% 10.37% 6.41% 4.39% 4.22% 03/30/00
- Moderate Index (30% S&P 500+10% S&P 400+5% Rusself 2000+15% MSCI EAFE Index Net Dividends+25% BC Agg+15% 3Mo Tbil)» 10.53% 704% 5.06%

- Russell 3000 18.07% 13.18% 754%

Nationwide Investor Destinations Aggressive Fund Svc (2)* Aggressive Allocation NDASX 0.92% 15.45% 9.13% 4.67% 417% 03/30/00
- Aggressive Allocation’ 14.91% 9.09% 466%

« Russell 3000 18.07% 13.18% 754%

Vanguard 500 Index Fund (1)* Large Cap Blend VFIAX 0.05% 17.13% 13.26% 7.50% 5.52% 11/13/00
PRIMECAP Odyssey Stock Large Cap Blend POSKX 0.69% 20.72% 14.65% 8.86% 9.98% 11/01/04
- Standard & Poor’s 500 Stock Index 1717% 13.30% 751%



runa Name (11er}
Index

Vanguard Mid Cap Index Fund - Investor Shares {1)*
« CRSPUS Mid Cap

Dreyfus Premier Structured Mid Cap Fund1(2)
- S&P MidCap 400 TR

Vanguard Small Cap Index Fund (1)*
« CRSPUS Small Cap

JP Morgan Small Cap Equity Fund A 2)
» Russell 2000

Vanguard lotal International Stock Index Fund (1)*
« FTSE Global All Cap ex USA

American Funds EuroPacific Growth Fund R4 (2)
- MSCIACWI Ex USA

Lazard Emerging Markets Fund - Open Class (2)

« MSCI EMF Index Net Dividends

INVESCO Global Real Estate Fund A (2)
« MSCl World Index

* Denotes passively managed fund

A Anadditional Index has been provided for this fund that may be more representative
of the underlying asset allocation than the index shown that s listed in the fund’s
prospectus. Marketindices have been provided for comparison purposes only; they are
unmanaged and no fees and expenses have been reflected here. Individuals cannot
investdirectly in an index.

} The return since inception dates shown are calcaulated from the inception of the oldest
share lass to the present. The number will differ from Morningstar, which lists a load
adjusted return for the same period.

Bond funds: Bond funds have the same interest rate, inflation and credit risks that are
associated with the underlying bonds owned by the fund.

International/emerging markets funds: Investing internationally involves risks not
associated with investing solely in the U.S., such as currency fluctuation, political risk,
differences in accounting and the limited availability of information.

Real estate funds: Real estate investing entails the risks of real estate business generally,
including sensitivity to economic and business cycles, changing demographic patterns
and government actions.

Asset Allocation funds: The Asset Allocation Funds are designed to provide diversification
and asset allocation across several types of investments and asset classes, primarily by

Mid Cap Blend VIMAX 0.08%
Mid Cap Blend DPSRX 1.00%
Small Cap Blend VSMAX 0.08%
Small Cap Blend VSEAX 1.28%
Foreign Large Blend VTIAX 0.11%
Foreign Large Growth REREX 0.85%
Diversified Emerging LZOEX 1.37%
Specialty-Real Estate AGREX 1.43%
N/A N/A N/A

investing in underlying funds. Therefore, in addition to the expenses of the funds, you
areindirectly paying a proportionate share of the applicable fees and expenses of the
underlying funds.

Small company funds: Stocks of small or emerging companies may have less liquidity
than those of larger, established companies and may be subject to greater price volatility
and risk than the overall stock market.

Gross expense ratios represent the fund’s total aperating expenses expressed as a
percentage of the assets held in the fund. For more information about gross expense
ratios, read the fund’s prospectus.

Nationwide Retirement Solutions, Inc. and its affiliates (Nationwide) offer a variety of
investment options to public sector retirement plans through variable annuity contracts,
trust or custodial accounts. Nationwide may receive payments from mutual funds or
their affiliates in connection with those investment options. For more detail about the
payments Nationwide receives, please visit www.nrsforu.com.

Inception date is the date the underlying fund was established. Some mutual funds may
impose a short term trade fee. Some funds may be subject toa trade restriction policy.
Please read the underlying prospectus carefully.

Investor category data provided by Morningstar®. ©2010 Morningstar, inc. All
Rights Reserved. The Morningstar information contained herein: (1) s proprietary to
Morningstar and/or its content providers; (2) may not be copied or distributed; and

16.74% 12.88% 7.82% 9.95% 11/12/01
16.80% 13.04% 7.80%

17.71% 13.25% 7.70% 8.87% 06/29/01

2092% 13.32% 8.96%

21.51% 12.89% 8.20% 9.10% 11/13/00
2147% 13.00% 857%

21.69% 13.36% 9.86% 13.16% 12/20/94

26.22% 12.35% 712%

13.74% 4.83% 1.36% 4.20% 11/29/10
13.32% 492% 1.91%

12.70% 6.27% 3.23% 7.37% 06/07/02
13.13% 436% 1.35%

22.10% 0.78% 3.31% 6.63% 01/08/97
1722% 0.81% 272%
0.83% 6.45% 0.68% 5.45% 04/29/05
14.77% 937% 4.21%

N/A N/A N/A N/A N/A

(3)is not warranted to be accurate, complete or timely. Neither Morningstar nor its
content providers are responsible for any damages or losses arising from any use of this
information. Although data is gathered from reliable sources, including the fund houses,
data accuracy and completeness cannot be guaranteed.

Investing involves market risk, including the possible loss of principal. Retirement
Spedialists are Registered Representatives of Nationwide Investment Services
Corporation, member FINRA.

Nationwide, the Nationwide N and eagle and Nationwide ProAccount are service marks of
Nationwide Mutual Insurance Company. © 2016 Nationwide

NRX-0227AZ-AS.017.5 (05/17)





























