MINUTES OF THE TOWN OF FARMINGTON RETIREMENT BOARD MEETING

HELD ON DECEMBER 5, 2019
PRESENT:

Board Members




   Other:




Bruce Charette




Christopher Rowlins


Ken Miller





Joseph Swetcky

  
Robert Brochu





Rebecca Sielman
Joan Valenti





Jennifer Castelhano


Geoffrey Porter
Stephen Cohen
Kyle Cunningham

Joshua Allen
          
CALL TO ORDER

The meeting was called to order at 4:30 p.m. by Mr. Charette.
PUBLIC COMMENTS 
There were no members of the public present.
REVIEW AND ACTION ON THE MINUTES OF THE MEETING OF SEPTEMBER 9, 2019
Mr. Porter moved to approve the minutes of the Retirement Board meeting of September 9, 2019. Ms. Valenti seconded the motion, and the minutes were approved as presented.
REVIEW AND POSSIBLE ACTION ON THE DRAFT JULY 1, 2019 ACTUARIAL REPORT
Ms. Castelhano from Milliman presented the July 1, 2019 Actuarial Report. She reported that as of July 1, 2019 there were 320 active participants in the pension plan. There were also 262 participants in payment status. The average age of retirees was 70.9 years and the average annual benefit was $28,202. The rate of return on a market value basis was 5.16%. Using Milliman’s June 30, 2018 Capital Market Assumptions, the expected long-term annualized median return of the portfolio is 6.4%. On July 1, 2019, the accrued liability was $128.4 million, the unfunded accrued liability was $35.7 million, and the funded ratio was 72.2%. The actuarially determined contribution for Fy2020/2021 was calculated to be $3,866,272, an increase of $319,000 over the previous year’s contribution.

Ms. Castelhano also brought two items to the Retirement Board’s attention. First, in January 2019 the mortality tables used for pension valuations were updated to reflect public sector employees. The new tables use longer life expectancies then the previous tables. This means that when used as part of the valuation process the tables cause an increase in the unfunded liability which results in an increase in the actuarially determined contribution. Applying the new mortality tables to the July 1, 2019 valuation results in the required contribution increasing from $3,866,272 to $4,376,460. 
The second item Ms. Castelhano presented to the Board was a need to adjust the assumed rate of return. She noted that Milliman’s projected rate of return for the current portfolio was 6.4% and the assumed rate of return was currently 7.0%. If the assumed rate of return were dropped by .25% it would increase the actuarially required contribution by $848,000. If the Board were to adopt the new mortality tables and drop the assumed rate of return by .25, it would increase the required contribution to $5,062,733, for an increase of $1.5 million over the current year required contribution.

After much discussion over the two proposed changes, the Retirement Board members decided to approve the implementation of the new mortality tables but to postpone decreasing the assumed rate of return until the July 2020 valuation. Ms. Valenti made the motion which was seconded by Mr. Miller and approved unanimously.  
INVESTMENT PERFORMANCE REVIEW AND POSSIBLE ACTION ON RECOMMENDATIONS: QUARTER ENDED SEPTEMBER 30, 2019
Governance Calendar

Under the Defined Benefit Fiduciary Governance Calendar at this meeting the Retirement Board should review the Plan’s asset allocation. Mr. Rowlins stated that FIA develops risk and return assumptions for each major asset class on an annual basis. Assumptions are developed for both a full market cycle (7-10 years) and a long-term outlook (20 years). Based on FIA’s risk and return assumptions model the Farmington Target Allocation had assumed returns of:





Full Market

Long Term





Cycle


Outlook

Core Fixed Income

3.05%


3.85%

Global Fixed Income

3.60%


4.05%

U.S. Large Cap

6.20%


7.15%

U.S. Small Cap

6.65%


7.55%

International Developed
6.95%


7.85%

Emerging Markets

7.90%


8.65%

Private Real Estate

5.80%


6.50%

As of September 30, 2019 Plan assets stood at $94.0 million of which $30.96 million or 32.9% was in fixed income: $28.99 million or 30.8% was in domestic equity; $20.55 million or 21.9% was in international equity; $6.24 million or 6.6% was in real estate; and, $6.54 million or 7.0% was in an asset allocation fund (GMO Global Asset Allocation). 

Investment Performance
For the quarter, the Plan’s assets gained $443,721 or .5%. This was below the Plan’s blended benchmark which returned .8%. Year to date Plan investments have returned $10.6 million or 12.7%. This was .1% better than the benchmark. By asset class performance was broken down:



Plan

Benchmark

Fixed Income

+1.3%

+2.0%

Domestic Equity
+1.6%

+1.2%

International Equity
- 2.3%

- 1.8%

Real Estate 

+1.1%

+1.1%

Asset Allocation
+0.2%

+0.8%

The Templeton International Foreign Companies fund was placed on FIA’s watchlist during the quarter. The reason was more qualitative versus performance based. The fund’s chief investment officer and Director of Research are retiring at the end of 2019 and the management of the fund restructured the analysts’ coverage responsibilities. The GMO Global Asset Allocation fund underperformed their benchmark which was a drag on the portfolio’s total performance. 

For the month of October 2019 total plan assets stood at $94.7 million, a gain of $700,000 or 1.3%. This return was .4% below the blended benchmark. Year to date the Plan’s investments returned 14.2% versus the benchmark return of 14.6%. Fixed income

 -.1%; domestic equity -.8%; and, International equity -.4% all underperformed their benchmarks. GMO Global Asset Allocation outperformed its benchmark by + .3%.
GMO Global Asset Allocation 
At the request of the Retirement Board at a previous meeting Mr. Rowlins presented a portfolio analysis of the GMO Global Allocation Strategy. Mr. Rowlins summarized the report. He noted that FIA had recommended the GMO fund for several reasons which included:

GMO’s tactical expression complemented the Plan’s overall static allocation across global markets.
It has attractive global diversification benefits.
It has a hybrid return profile.
Its value orientation serves to temper growth bias tendencies.

Mr. Rowlins also pointed out that GMO’s focus since 2014 has been on non-U.S. and emerging markets. This has resulted in its underperformance in recent years. Its value orientation has also been out of favor over the past five years. 

Mr. Rowlins suggested that if the Board members wish to eliminate the Plan’s holdings in GMO then FIA’s recommendation would be to reallocate the assets in GMO across the current portfolio instead of finding another asset allocation fund. The Board members debated the performance of GMO and its drag on the total portfolio. After the discussion, Ms. Valenti moved that the Plan’s holdings in the GMO Global Asset Allocation fund be liquidated and the assets be allocated across the other Plan investments in accordance with a schedule provided by FIA. Mr. Miller seconded the motion and it was approved unanimously.

As part of the discussion, Mr. Brochu expressed a desire to have FIA prepare some model allocations for the Plan’s assets based on a target asset allocation of  70% equities and 30% fixed income, instead of the current target allocation of 65% equities and 35% fixed income. He made a motion requesting that FIA prepare the information. The motion was seconded by Ms. Valenti and approved unanimously.   


There being no further business, Mr. Miller made a motion to adjourn the meeting. The motion was seconded by Mr. Cunningham and approved. The meeting adjourned at 5:55 p.m.

Respectfully submitted,
Joseph Swetcky, Jr.
Director of Finance
Approved by the Farmington Retirement Board of June 4, 2020.

