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Honorable Mayor and Members 
     of the City Council 
200 East Santa Clara Street 
San Jose, CA  95113 

Honorable Chair and Members of the  
     Boards of Administration of the Federated  
     City Employees’ Retirement System and the  
     Police and Fire Department Retirement Plan 
1737 North First Street, Suite 580 
San Jose, CA  95112 
 

 
 Transmitted herewith is the report An Audit of Retirement Services’ Travel Expenses.  
This report is in accordance with City Charter Section 805.  An Executive Summary is 
presented on the blue pages in the front of this report.  Responses to the audit are shown on the 
yellow pages before the appendices.  The City Clerk has indicated her agreement with 
Recommendations #19 and #20, and upon adoption by the City Council will proceed with their 
implementation. 
 
 I will present this report at the following meetings: 

• September 4, 2008 meeting of the Police and Fire Retirement Board, 
• September 11, 2008 meeting of the Federated Retirement Board, and  
• September 18, 2008 meeting of the Public Safety, Finance and Strategic Support 

Committee 
 
 If you need any additional information, please let me know.  The City Auditor’s Office 
staff members who participated in the preparation of this report are Steve Hendrickson, 
Jorge Oseguera, and Michael Houston. 
 
  Respectfully submitted, 

 
  Sharon W. Erickson 
finaltr City Auditor 
SE:bh 
 
cc: Russell Crosby Rick Doyle Scott Johnson 
 Debra Figone Mollie Dent Lee Price 
 Christine Shippey Veronica Niebla Russell Richeda 
 Deanna Santana Alex Gurza  
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Introduction 

In accordance with the City Auditor’s 2007-08 Audit Workplan, we have 
completed An Audit of Retirement Services Travel Expenses.  We conducted 
this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the 
audit to obtain sufficient, appropriate evidence to provide a reasonable basis 
for our findings and conclusions based on our audit objectives.  We believe 
that the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives.  We limited our work to those 
areas specified in the Audit Objective, Scope, and Methodology section of 
this report. 

The City Auditor’s Office thanks the Retirement Services Department 
(RSD), the Boardmembers of the Federated City Employees’ Retirement 
System and the Police and Fire Department Retirement Plan, staff of the 
City Clerk’s Office, and staff of the Finance Department who gave their 
time, information, insight, and cooperation during the audit process. 

  
Background 

The City’s Pension Plans 

City of San José employees are served by two pension plans – the Federated 
City Employees’ Retirement System (Federated) and the Police and Fire 
Department Retirement Plan (Police and Fire).   

Both pension plans use investment income and employer and employee 
contributions to provide eligible retirees with defined-benefit pensions 
based on their years of service and highest compensation.  The plans also 
provide eligible retirees with medical benefits, and “…survivor benefits and 
permanent disability benefits to qualified members and their beneficiaries.” 

While they serve the same function, the two pension plans differ from each 
other in some key ways including their retirement eligibility requirements; 
employee and employer contribution rates; eligibility for benefits for 
retirees’ spouses, dependents, and beneficiaries; and compensation 
formulas. 

At the close of fiscal year 2006-07, the fair value of Federated’s 
investments exceeded $1.86 billion.  The fair value of Police and Fire’s 
investments exceeded $2.7 billion. 
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According to its 2006-07 Comprehensive Annual Financial Report (CAFR), 
the time-weighted rates of return for Federated’s assets during fiscal year 
2006-07 was 16.22 percent versus the Benchmark return of 15.69 percent, 
which placed Federated’s total return in the second quartile of the Trust 
Universe Comparison Service Public Fund (TUCS®) and in the third 
quartile of the TUCS Master Trust Universe.  Over long term periods, the 
portfolio has earned total annualized returns of 11.74 percent over the past 
three years and 11.78 percent over the past five years, and ranked in the 51st 
and the 26th percentiles, respectively, of the TUCS Public Fund Universe.  
During fiscal year 2006-07, Police and Fire earned a time-weighted rate of 
return of 19.3 percent on investments, compared to 18.8 percent for its 
benchmark and 17.6 percent for the Trust Universe Comparison Service 
Public Fund Median.1   

The Boards Of Administration 

Per the San José Municipal Code, the two pension plans are managed, 
administered, and controlled by their respective Boards of Administration.  
The Boards’ specific duties include: 

• Considering requests for retirement; 

• Holding exclusive control of the administration and investment of 
the retirement funds; 

• Determining employees’ eligibility for membership in the pension 
plans; and 

• Determining employees’ eligibility for retirement benefits. 

The Boards hold sole fiduciary responsibility for the security of members’ 
pension resources.  In fulfilling their fiduciary responsibilities, the Boards 
enlist outside consultants for an array of professional services.  The Boards 
possess broad and flexible investment authority.  They also possess the 
authority to make and enforce reasonable rules and regulations for the 
administration, management, and control of the pension plans.  The 
following exhibitions detail the Boards’ composition. 

                                                 
1 According to the current RSD Director, “Different consultants lead to different asset allocations based on 
their return/risk assumptions.  The index returns for each of those allocations roll up to a unique trust fund 
benchmark.  Not unusual in the trust fund world, where even within families of funds, different boards lead to 
very different results.” 
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Exhibit 1:  Membership Of The Two Boards Of Administration 

Federated City Employees’ 
Retirement System 

Police And Fire Department 
Retirement Plan 

2 City of San José Councilmembers 2 City of San José Councilmembers 

1 Fire Department Employee 
2 City Employees 

1 Police Department Employee 

1 Plan Retiree 1 Plan Retiree 

1 Public Member 1 Employee of the City of San José 
Administration 

1 Civil Service Commissioner 1 Civil Service Commissioner 

Source: Generated using the San José Municipal Code. 

Exhibit 2:  Board Committees 

Federated City Employees’ 
Retirement System 

Police And Fire Department 
Retirement Plan 

Joint Committee 

Solutions to Retiree Health Care Committee 

Committee Committee 

Investment Committee Investment Committee 

Real Estate Committee Real Estate Committee 

Investment Committee of the Whole Investment Committee of the Whole 

  Audit Committee 

Source: Generated from information provided by RSD Staff. 

The Retirement Services Department  

RSD’s core service is to “Administer Retirement Plans” by implementing 
“policies and procedures to deliver retirement benefits and maintain the 
retirement plans.”  In delivering this core service, RSD performs the 
following key functions: 

Supervises the Investment of Plan Assets.  RSD’s investment staff 
work with and monitor external investment managers and ensure 
that they are complying with the Boards’ investment policies and 
guidelines. 

Provides Retirement Planning and Counseling.  RSD advises 
current and former City employees and their beneficiaries on their 
retirement benefits.  RSD provides these services through in-person 
consultations as well as through seminars, courses, and other group 
educational events. 
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APPENDIX F

KEY CONCEPTS IN TRAVEL POLICIES

City of San José Employee Travel Policy
Employees shall fly coach class on the lowest cost flight available
Employees shall choose the lowest cost for all other modes of transportation
Rental cars are only allowed for business  (to and from a hotel and conference)  
Employees are responsible for reducing rental costs
When meals are provided at an event, employees will not be eligible for per diem
Maximum amount reimbursable for incidental and meals is 150% of CONUS standard
Alcoholic beverages expenses are not allowed
All expenses other than per diem and incidentals must be supported by itemized receipts
Prorate per diem allowance for the first and last day of travel (75%)
Local travel is not eligible for a per diem

Los Angeles City Employees' Retirement System Education & Travel Policy
Requires new trustees to participate in an orientation program
Restricts that no more than 2 boardmembers will attend a single event
Recognizes that travelers need to travel in a cost-effective manner, minimizing costs wherever possible
Head of the department certifies the expenses incurred were for official business
Requires a report back to the board
Requires an end of year travel activity summary report
Adopts the travel policy of the Controller's Office with few exceptions
Falsification of documents will be grounds for appropriate disciplinary action

City of Fresno Retirement Systems Continuing Education and Due Diligence Visitations Policy
Restricts that no more than 2 boardmembers will meet for business purposes without appropriate public 
notice
Does not allow per diems if meals  are provided
Consider conference start date the first day that significant content is covered
Notes that boardmembers are responsible for complying with the Political Reform Act

City of Compton Expense and Reimbursement Policy
Clearly lists items that the City will not reimburse
Emphasizes the need to seek the most economical mode of transportation
Reservations  should be made at least 14 days in advance
Rental vehicles should be justified with a business reason or economic benefit to support rental
Lodging expenses should not exceed the group or conference rate
Travelers should seek government rates
Requires ethics training
Lists consequences for violating the policy

City of Gatlinburg Travel Policy
Adjusts mileage reimbursement to account for what one would normally travel to work
Notes that whenever possible, employees should refuel before returning rental vehicles
Lodging expenses are restricted to those established in CONUS

California State Teachers' Retirement System Proposed Travel Expense Policy
Emphasizes that only reasonable and necessary expenses should be incurred
Discloses that all boardmembers and staff are subject to the disclosure and reporting requirements of the 
System’s Conflict of Interest Code and Fair Political Practices Commission regulations
No per diem allowed when third parties provide meals

Some key concepts covered by the other policies that are excluded or unclear in 
the Retirement Boards' Policies
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