
TO: HONORABLE MAYOR AND FROM: John Flynn 
CITY COUNCIL 

SUBJECT: OFFICE OF RETIREMENT DATE: April 17, 2026 
  SERVICES’ FY26-27 PROPOSED 

ADMINISTRATIVE BUDGET  

RECOMMENDATION   

Approve the Office of Retirement Services’ (ORS) proposed administrative expense budget for 
Fiscal Year 2026-2027. 

BACKGROUND 

Following the City Auditor’s Report 17-06 (October 2017), which identified the need for a more 
clearly defined ORS budget process, several recommendations were made to strengthen 
transparency and City Council oversight. These included requiring a comprehensive annual 
budget, incorporating personnel and staffing plans into Council approval, and ensuring annual 
adoption of the budget by each retirement board in accordance with the City Charter. 

In alignment with these recommendations, the ORS combined administrative expense budget is 
submitted through the Manager’s Budget Addendum (MBA) process for approval as part of the 
Mayor’s June Budget Message. 

ANALYSIS 

Administrative and Comprehensive Budget Analysis 

Historically, the ORS prepared an annual administrative expense budget that was approved by both 
the Police and Fire Department Retirement Plan and Federated City Employees’ Retirement 
System Boards individually at their April meetings (Attachments A and D). Due to the City 
Auditor’s recommendations, the ORS prepared a comprehensive budget through the MBA process. 

The ORS administrative expense budget is organized into four categories: personnel, non-
personnel/equipment, professional services, and medical providers. The forecast is lower than the 
FY 2025–2026 adopted budget, primarily due to savings in professional services. Accordingly, the 
proposed FY2026-2027 budget includes the following: 

• Personnel costs are increasing due to staffing changes, including the addition of one
Benefits Program Manager and the reclassification of a Senior Investment Officer to a
Deputy Chief Investment Officer.

MANAGER’S BUDGET ADDENDUM #4 
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• Non-personnel/equipment costs remain stable, while professional services costs are 
decreasing, primarily due to moderated legal expenditures. Medical services costs are 
increasing due to new contracts.  

• Overall, the proposed budget reflects a 3.4% increase to $16.4 million, which ORS is 
requesting for City Council approval. 
 
 

TABLE 1 – Office of Retirement Services Proposed Administrative Budget 
 

Expense Category 2025-2026 
Adopted  

(A) 

2025-2026 
Forecast 

(B) 

2026-2027 
Proposed 

(C) 

% Increase 
(Decrease) 

(A to C) 

% Increase 
(Decrease) 

(B to C) 
Personnel Services $10,562,000 $10,483,400 $11,182,000          5.9% 6.7% 
Non-personnel / Equipment $1,694,000 $1,448,100 $1,690,000 (0.2%) 16.7% 
Professional Services $3,133,000 $2,313,600 $2,972,000 (5.1%) 28.5% 
Medical Services $505,000 $174,300 $585,000 15.8% 235.6% 
TOTAL $15,894,000 $14,419,400 $16,429,000 3.4% 13.9% 

 
The amounts in the table above are included in the source and use statements, which are part of 
the City’s operating budget documents.  However, the source and use statements are shown for 
display purposes only. The medical providers category is combined with the professional services 
in the source and use statements. 
 
ORS has prepared a comprehensive proposed budget encompassing both revenue and expenses of 
the plans described in Table 2 below.  The budget documents consist of: 
 

• Police and Fire Department Retirement Plan Budget Proposal Presentation 
• Federated Retirement System Budget Proposal Presentation 
• Police and Fire Department Plan FY 26-27 Proposed Budget 
• Federated Retirement System FY26-27 Proposed Budget 

 
These presentations, memos and budgets were presented to the Boards individually at their April 
meetings for both the Police and Fire and Federated Retirement Boards, respectively.  The table 
below combines both plans to represent the Office of Retirement Services proposed 
comprehensive budget.   
 

TABLE 2 – Office of Retirement Services Proposed Comprehensive Budget 
  

 2024-2025 
Actual 

2025-2026 
Adopted 

2025-2026 
Forecast 

2026-2027 
Proposed 

Source of Funds     
Beginning Balance –  
Claims Reserve 

 
$9,008,213,000 

 
$9,913,976,000 

 
$9,913,976,000 

 
$10,344,252,600 

COLAs 9,700 11,000 7,000 8,000 
City Contributions 514,540,000 480,386,000 481,472,000 523,624,000 
Participant 
Contributions 

94,208,000 97,004,000 97,005,000 102,654,000 
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Investment Income, 
net of expenses* 

 
954,006,000 

 
501,765,000 

 
536,684,000 

 
561,296,000 

Total Source of Funds $10,570,976,700 $10,993,142,000 $11,029,144,000 $11,531,834,600 
     
Use of Funds     

COLAs    9,700 11,000 7,000 8,000 
Benefits 573,215,000 594,153,000 595,539,000 623,661,000 
Health Insurance 69,014,000 70,908,000 74,926,000 78,965,000 
Personnel Services  9,579,000 10,562,000 10,483,400 11,182,000 
Non-personnel/ 
Equipment 

 
2,674,000 

 
1,694,000 

 
1,448,100 

 
1,690,000 

Professional Fees 2,509,000 3,638,000 2,487,900 3,557,000 
Ending Balance –  
Claims Reserve 

 
$9,913,976,000 

 
$10,312,176,000 

 
$10,344,252,600 

 
$10,812,771,600 

Total Use of Funds $10,570,976,700 $10,993,142,000 $11,029,144,000 $11,531,834,600 
 
* Based on the 2024 Annual Fee Reports, total management and incentive fees for the pension and healthcare trusts for 
the Police and Fire Plan was $46.4 million and for the Federated System was $26.6 million for a total of $73.0 million. 
 
It should be noted that the personnel services costs reflected in the above table can vary from the 
amount included in the Budget Office’s 2026-2027 Proposed Budget due to the Budget Office 
revisions of salary, retirement, and benefit costs when compared to those that were approved by 
the Federated Retirement Board and the Police and Fire Retirement Board in April. In addition, 
personnel costs related to vacation sellbacks, management performance program, rehired retirees 
and interns were added. 
 
The combined comprehensive budget nets investment manager fees and other consultant expenses 
against investment income. Attachments C and F provide the most recent Comprehensive Annual 
Fee Reports presented to the Boards. 
 
For calendar year 2024, total management and incentive fees were $46.4 million for the Police and 
Fire plan and $26.6 million for the Federated plan and healthcare trusts, with fee ratios of 0.89% 
and 0.82%, respectively, for a combined total of $73.0 million. These reports include management, 
incentive, consultant, and other investment-related fees, some of which are based on calculations 
provided by investment managers. 
 
The calendar year 2025 Fee Reports are expected to be completed in September and will be 
presented to the City Council thereafter. 
 
 
Investment Fee Analysis 
 
Since the Comprehensive Fee Report for calendar year 2025 will not be available until November 
2026 and ORS’ commitment to transparency and desire to meet the spirit of the City Auditor’s 
recommendation #3, ORS has prepared a Pro Forma Investment Fee Analysis of potential 
investment fees for the 2025-2026 fiscal year.   
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Below are pro forma fee projections in dollar terms calculated by multiplying each plan’s asset 
allocation policy targets as of April 2026 by calendar year 2024 fee ratios and plan assets as of 
December 2025.  Please note these projections are based on many assumptions with a wide 
margin of error. 
 
Notes on Methodology 
 

• The Pro Forma fees shown are approximations of projected fees with a wide margin of 
error. 

• Actual fund management fees will vary as the composition of underlying funds and fund 
types change over time. 

• Incentive fees do not reduce the Fund’s income from investments. Such “fees” (carried 
interest) are a profit share that affords the fund manager an ownership alignment with the 
other equity partners. The IRS does not treat carried interest income the same as fee income 
to managers. Accordingly, while for convenient reference we refer to the managers’ equity 
interest as a “fee”, that reference needs to be understood in the context of aligning our 
interests with the managers. Unlike a fee, the manager only earns the incentive amount if 
we also earn a profit over a set hurdle amount. 

• Actual incentive fees will vary from the values shown since incentive fees are calculated 
based on the actual performance of underlying funds which is uncertain and subject to 
change. Calendar year 2024 incentive fee ratios are used as the reference point for 
estimation purposes, but do not reflect the current performance or expected future 
performance of investments. 

• Other investment-related costs include salary and benefits compensation for investment 
staff (including a 50% allocation for the CEO), cost of consultants (general, absolute return, 
risk), custodian bank, other third-party vendors utilized by the investment program, and 
investment staff travel. 

• The calendar year 2025 Fee Report is expected to be available by November 2026. 
• Some values may not sum due to rounding. 

 
A summary of the pro forma fees for a combination of all four retirement plans is below and 
followed by a breakdown of each plan individually. The total pro forma fund management fees, 
incentive fees, and operating expenses of $88.9 million with a fee ratio of 0.93% compares to 
$89.1 million with a fee ratio of 0.91% in calendar year 2024 as shown in the 2024 Fee Reports. 
As shown in the 2024 Fee Reports, total pro forma other investment-related costs of $5.6 million 
with a fee ratio of 0.06% in 2024 compared to $6.0 million with a fee ratio of 0.07% in 2023. 
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COORDINATION   
 
This memorandum has been coordinated with the City Manager’s Budget Office. 
 
 
 
                /s/ 
 JOHN FLYNN 
 Chief Executive Officer 
 
 
 
For more information on this memorandum, please contact John Flynn, CEO, 408-794-1000. 
 
 
Attachment A: Police and Fire Department Retirement Plan Budget Proposal Presentation  
Attachment B: Police and Fire Department Plan FY 26-27 Proposed Budget 
Attachment C: Police and Fire Department Plan Comprehensive Annual Fee Report for Calendar 

Year 2024 
Attachment D: Federated Retirement System Budget Proposal Presentation 
Attachment E: Federated Retirement System FY26-27 Proposed Budget 
Attachment F: Federated Retirement System Comprehensive Annual Fee Report for Calendar 

Year 2024 
 



Fiscal Year 2027

Police and Fire Department
Retirement Plan

Proposed Administrative Expense Budget
Fiscal Year 2026-27

John Flynn, Chief Executive Officer
April 15, 2026

Presented to the Board of Administration for Review and Approval



FY2027 Budget Approval Process

The budget follows a parallel approval process through the City and each board.

Late January Personnel budget proposals submitted to City

City budget process begins

Late February Full budget submitted to City

All categories and amounts filed

March Respond to City Manager's Budget Office questions

Mayor's Budget Address delivered

Mar — April Continue responding to Budget Office questions

Work with CMO Budget Office to understand which requests are being supported

April Develop final ORS budgets incorporating City feedback

Deliver to Retirement Board meetings for review and approval by fund

Today Board review and approval — Police and Fire Plan

The budget approval follows a parallel approval process through the City and through each board

June City Council adopts FY2026-27 budget

Budget becomes effective
2



Sources and Uses of Funds - Overview

The plan is funded by three sources and pays out through three categories of uses.

SOURCES OF FUNDS

Investment Income

Net of fee returns generated by the plan's investment program. 
The largest and most variable source, fluctuating with market 
conditions each year.

Participant Contributions

Estimated contributions made by active members based on 
contribution rates and total covered payroll shown in the 
actuarial reports for June 30, 2025.

City Contributions

Contributions made by the City of San José as the plan's sponsor, 
based on contribution rates and total covered payroll shown in 
the actuarial reports for June 30, 2025.

USES OF FUNDS

Pension Benefits

Return of contributions and retirement, disability, and 
survivorship payments to plan members and beneficiaries. 
Estimated based on 5-year average year over year increase.

Health Insurance

Retiree healthcare premiums paid on behalf of eligible members. 
Estimated based on 5-year average year over year increase.

Administrative Expenses

The cost of operating the plan, including staff, equipment, 
expenses, professional services, and technology. This is the 
budget the board is asked to approve today.

NOTE: investment professional services, consultants, and investment manager fees and capitalized costs not included in administrative expense.

3



Sources and Uses – Seven Year Trend

Police and Fire Department Retirement Plan. Amounts in millions.
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Administrative Budget – Seven Year Trend

Budget to budget comparison. 

P Proposed  |  Amounts in thousands. Five year average year over year increase (FY2022 through FY2026): +8.80% 5



FY2027 Administrative Budget – Board Discussion

PROPOSED BUDGET

$8,799,000
FY2026 adopted: $8,517,000

YEAR OVER YEAR INCREASE

+3.31%
$282,000 over FY2026 adopted

THIS BUDGET INCLUDES

Adds two positions and eliminates one to sustain 
business need and support succession planning.

Adjusts Professional Services budgets to align with 
new major contracts now in place.

Continues overstrength Admin Staff Specialist and 
Retiree Rehire support.

Continues cybersecurity testing and support program.

For context: the five year average year over year budget increase (FY2022 through FY2026) was 8.80%.

This budget does not include or estimate needs for strategic planning initiatives. Those will be defined through 
the strategic planning process and may be addressed separately.

6



Personnel services

FY2027 PROPOSED

$5,895,000
FY2026 adopted: $5,581,000

YEAR OVER YEAR CHANGE

+5.63%
$314,000 over FY2026 adopted

NEW THIS YEAR

Deputy Chief Investment Officer
Replaces a Senior Investment Officer position. Strengthens 
investment program leadership, supports succession planning, and 
most importantly, reflects the organization’s current operation.

Benefits Program Manager converted to permanent
Makes the overstrength position permanent.  This position will 
manage the Disability Program, Front Desk, and PG Modernization.

Items outside the Labor Distribution Report

Includes vacation sell-backs, MPP, rehired retirees, intern, etc.

CONTINUED SUPPORT

Overstrength Admin Staff Specialist and Retiree 
Rehire support continued.

50% funding for Cybersecurity IT Specialist 
continued.

7



Non-Personnel / Equipment

FY2027 PROPOSED

$835,000
FY2026 adopted: $824,000

YEAR OVER YEAR CHANGE

+1.33%
$11,000 over FY2026 adopted

SAVINGS

-$74K 5th floor build-out

Net reduction reflecting completion of one-time build-
out costs, offset by planned 6th floor refurbishments.

-$13K Payroll remittance to electronic distribution

Estimated savings from planned transition, reducing 
printing and postage costs.

NEW AND INCREASED COSTS

+$69K IT-related expenses

ACFR software, Boardroom AV upgrades, Penetration 
testing, web AI-enabled search, and bank transition.

+$20K New lease

Increase in rent based on the new lease.

+$10K Educational travel

Increase in the projected educational travel budget.

Non-personnel budget excludes investment professional services, manager fees, and capitalized costs. 8



Professional Services

FY2027 PROPOSED

$1,649,000
FY2026 adopted: $1,752,000

YEAR OVER YEAR CHANGE

-5.88%
$103,000 below FY2026 adopted

SAVINGS

-$40K Reduction in legal services based on three-
year average.

-$40K Reduction in temporary staffing costs due to a 
planned full vacancy.

-$64K Reduction for cybersecurity consultant support 
of audit.  Death audit vendor contract updates.

-$30K Reduction in actuarial services — no 
experience study scheduled.

NEW AND INCREASED COSTS

+$35K Addition for outsourced internal audit 
services under contract.

+$21K Addition for executive search firm to support 
planned senior management recruitment.

+$15K Other costs, including CPI-related increases 
across current services.

Capitalized pension administration system costs are excluded from the administrative budget. 9



Professional Services - Detail

SERVICE FY2026 FY2027 $ CHG % CHG

Legal
General, fiduciary, DRO, disability, and tax legal services (excludes investments).

$841,000 $801,000 -$40,000 -4.76%

Actuary
Annual valuation and GASB reports, benefit calculations, and other consultations.

$290,000 $260,000 -$30,000 -10.34%

Audit
Annual financial audit and outsourced internal audit.

$185,000 $222,000 +$37,000 +20.00%

Pension admin system
PensionGold annual maintenance, ad hoc changes, disaster recovery, 
enhancements, and web hosting.

$131,500 $140,000 +$8,500 +6.46%

Temp agencies
Temporary staffing to fill vacant positions and assist with open enrollment.

$115,000 $75,000 -$40,000 -34.78%

Governance services
Governance services, CEO/CIO metrics, policy review, and strategic planning support.

$75,000 $75,000 -- 0.00%

Other services
Death Audit, cybersecurity IT specialist consultant, and communications consultant.

$114,500 $76,000 -$38,500 -33.62%

Total $1,752,000 $1,649,000 -$103,000 -5.88%

Capitalized pension administration system costs are excluded from the administrative budget. 10



Medical Services

FY2027 PROPOSED

$420,000
FY2026 adopted: $360,000

YEAR OVER YEAR CHANGE

+16.67%
$60,000 over FY2026 adopted

WHAT CHANGED

+$60K Following a competitive procurement, ORS entered new contracts with the retained incumbent 
Independent Medical Examiner (IME) vendor and a newly selected IME vendor, both at updated rates. 
Independent medical examiners evaluate disability applicants for members.

Note on case volume

This budget supports a number of cases based on staff capacity and the allocation ratio between the Police and Fire Plan and the Federated 
System. Recent Police and Fire disability applications are running at approximately twice the monthly average for this time of year.
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Retirement Services

Artificial Intelligence at the Office of Retirement Services

AI literacy is an investment. ORS is building the foundational knowledge and skills that will allow staff to identify 
opportunities for efficiency, cost savings, and improved member services. The return is not yet defined, but without 
the investment it will not come.

WHAT WE HAVE DONE

City Digital Privacy Officer presentation

Presented at the ORS quarterly all-staff meeting on practical 
uses and risks of AI, building awareness with appropriate 
safeguards from the start.

Advanced AI upskilling for senior staff

Senior staff enrolled in the City's multi-month advanced 
ChatGPT certification program. ORS has secured enrollment 
to develop deeper capability in supervisors and managers.

Member website AI-enabled search

A member-facing priority identified through website user 
surveys. Deferred in FY2026 for WCAG 2.1 AA compliance. 
Now a dedicated FY2027 budget line.

THE INVESTMENT AHEAD

AI literacy for all staff

Leverage the City's new learning management system to 
provide AI courses across the organization, building comfort 
with AI vocabulary and practical everyday applications.

Prompt engineering workshop

Exploring engagement of an external trainer or professor to 
deliver hands-on prompt engineering training, moving 
supervisors and managers from awareness to applied skill.

Staff-driven opportunity identification

Once staff have the foundation, challenging supervisors and 
managers to identify where AI can improve efficiency, reduce 
costs, or enhance member services.

12



Why Actuarial Liability is a Better Benchmark
Using market value of assets introduces noise from funding status. Actuarial liability (“AL”) reflects what the plan actually 
owes members.

Police and Fire — actual (85% funded)

Market value

$5.97B

Actuarial liability

$7.02B

Admin expense

$7.88M

BPS of Market Value

13.2
BPS of Actuarial Liability

11.2

Police and Fire — hypothetical (60% funded)

Market value

$4.21B
hypothetical

Actuarial liability

$7.02B
unchanged

Admin expense

$7.88M
unchanged

BPS of Market Value

18.7
+5.5 BPS from funding ratio alone

BPS of Actuarial Liability

11.2
Unchanged

The same plan, with the same administrative costs, serving the same members, but AUM-based BPS swings by 
5.5 basis points simply because of a lower assumed funding ratio. Actuarial liability removes this distortion 
entirely. All peer comparisons in this presentation use actuarial liability as the denominator.
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Market Value of Assets
Administrative Expense – Basis Points of Market Value of Assets
Retained for historical continuity. Sensitive to funding status — see prior slide. FY2025* data. 
LA Co ERA excluded for scale.

BPS ADMIN $M AUM $B

SJ Police and Fire 13.2 $7.88 $5.97

SJ Federated 17.4 $6.88 $3.95

SJ Combined 14.9 $14.76 $9.91

5-15B AL peer avg 13.7 $10.44 $7.79

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 14



of Actuarial Liability

Administrative Expense – Basis Points of Actuarial Liability
Primary comparison metric. Lower basis points indicate lower cost relative to plan obligations. FY2025*. 
LA Co ERA excluded for scale.

BPS ADMIN $M AL $B

SJ Police and Fire 11.2 $7.88 $7.02

SJ Federated 11.7 $6.88 $5.86

SJ Combined 11.5 $14.76 $12.88

5-15B AL peer avg 11.9 $10.44 $8.81

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 15



Personnel Expense – Basis Points of Actuarial Liability
Personnel services is the largest component of administrative expense. FY2025*. 
LA Co ERA excluded for scale.

BPS PERS $M AL $B

SJ Police and Fire 7.2 $5.06 $7.02

SJ Federated 7.7 $4.52 $5.86

SJ Combined 7.4 $9.58 $12.88

5-15B AL peer avg 7.8 $7.02 $8.81

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 16



Members per Employee

Higher ratios indicate more members served per staff FTE. FY2025*.

MPE MEMBERS FTE

SJ Police and Fire 200.0 4,719 23.6

SJ Federated 528.6 11,312 21.4

SJ Combined 356.2 16,031 45.0

5-15B AL peer avg 509.2 19,237 40.9

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 17



Questions and Action

QUESTIONS

The board is invited to ask questions on any aspect 
of the proposed budget before taking action.

ACTION REQUESTED

Approve the proposed administrative expense 
budget for fiscal year 2026-2027 in the total amount 
of $8,799,000.

BUDGET CATEGORY FY2026 ADOPTED FY2027 PROPOSED CHANGE

Personnel services $5,581,000 $5,895,000 +$314,000
+5.63%

Non-personnel / equipment $824,000 $835,000 +$11,000
+1.33%

Professional services $1,752,000 $1,649,000 -$103,000
-5.88%

Medical services $360,000 $420,000 +$60,000
+16.67%

Total administrative budget $8,517,000 $8,799,000 +$282,000
+3.31%

The administrative expense budget becomes effective upon approval by both boards and adoption by the City Council, which is expected in June 2026. 18



 
 

 
 

 
 

  

TO: Board of Administration for the  
 Police and Fire Department Retirement 
 Plan (Plan) 

FROM: Benjie Chua Foy 
 
 
 
 SUBJECT: Consideration of Proposed Budget 

 for Fiscal Year 2026-2027 
DATE: March 23, 2026 

 
                                              ______ 
Approved               Date 
              
 
RECOMMENDATION 
 
Discussion and action on the proposed administrative budget for fiscal year 2026-2027. 
 
BACKGROUND 
 
The Board approves the contribution rates recommended by the actuary which is made by the City.  The 
Board also approves the administrative expense budget for reporting on the Source and Use Statements 
submitted for inclusion in the City’s operating budget.  The amounts approved by the Board are the total 
category amounts and not the individual line items.  If the individual line item goes over budget, no approval 
is required from the Board as long as the total category amount remains under budget. This proposed budget 
is provided to the Board for discussion and approval, and if necessary, a revised and final budget will be 
prepared for approval at the next meeting.  Highlights of the proposed budget are as follows: 
 
ANALYSIS 
 
SOURCES OF FUNDS 
 
CITY CONTRIBUTIONS 
 
The City contribution for the retirement and health benefit plan for the coming fiscal year is estimated to 
be $254,955,000. 
 
The actual contribution amount is based on the City contribution rates recommended by the actuary and 
adopted by the Board, applied as a factor against the City’s total covered payroll.  The FY27 contribution 
amounts assume the Board’s adoption in May, as shown in the June 30, 2025 actuarial reports for pension 
and healthcare, using the beginning of the year amounts if the City prefunds the Police and Fire Tier 1 and 
healthcare contributions, similar to the prior year.  
 
PARTICIPANT CONTRIBUTIONS 
 
Total member contributions are estimated at $52,174,000, an 8.8% increase from the 2025-2026 adopted 
amount.  Member contributions are calculated based on the contribution rate for each tier.  Police Tier 1 
contribution rates for pension increased from 10.39% to 11.44% while their covered payroll decreased 
slightly from $67.7 million to $65.7 million.  Fire Tier 1 contribution rates for pension decreased slightly 
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from 12.00% to 11.88% while covered payroll increased slightly from $64.5 million to $65.0 million. Police 
Tier 2 contribution rates for pension increased from 13.55% to 14.64% and covered payroll increased from 
$114.4 million to $127.6 million.  Fire Tier 2 contribution rates for pension decreased slightly from 15.01% 
to 14.55%, while covered payroll increased from $47.3 million to $53.6 million.  Healthcare contribution 
rates remain at 8.0% per the Municipal Code for Tier 1 members, while Tier 2 members are required to go 
into the VEBA.   
 
INVESTMENT INCOME 
 
Investment earnings are calculated based on the actuarial assumed rate of return of 6.625%.  The beginning 
fund balance, along with the City’s contributions and member contributions offset with the expenditures 
are expected to earn less than the full rate since these amounts will occur throughout the year. 
 

 

 
 
 
 
USES OF FUNDS 
 
PENSION BENEFITS AND HEALTH INSURANCE 
 
The pension benefits budget increased to $335,444,000, an increase of $17,274,000 over the forecast, or 
5.43%, which is the average increase for the past five years.  Pension benefits include service pensions, 
disability and survivorship pensions, death benefits and refunds of contributions.   
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The health insurance budget increased to $40,383,000, an increase of $2,884,000 over the forecast, or 
7.69%, which is the average change for the past five years.  Health insurance includes health and dental 
insurance subsidies, as well as Medicare reimbursements. 
 
ADMINISTRATIVE EXPENSE BUDGET 
 
The proposed administrative expenses budget of $8,799,000 is a net increase of $282,000 or 3.31% from 
the prior year adopted budget of $8,517,000.   
 
PERSONNEL SERVICES 
 
The budget for personnel services was increased to $5,895,000, an increase of $314,000, or 5.63% above 
the prior year adopted budget of $5,581,000.  The Budget Office’s labor distribution report (LDR) drives 
the personnel budget, which covers all the staff in Retirement Services.  The salaries and benefits of all 
staff, except for investment staff, is split 50/50 between the Plan and the Federated City Employees’ 
Retirement System (System).  The investment staff is split 60/40 between the Plan and the System, which 
is roughly based on asset size.  The headcount at Retirement Services will increase by one due to the 
following proposals.  The proposed personnel changes for FY26-27 are to 1) add a Deputy Chief Investment 
Officer, 2) delete one of the Senior Investment Officer positions, and 3) make the over-strength Program 
Manager in the Benefits division permanent.  The add / delete in Investments will result in a net increase 
of approximately $20,000 while the Benefits division additions will increase the budget by approximately 
$213,000 for the fiscal year.  In addition, Staff is continuing funding for an overstrength position for one 
year for a Staff Specialist in the Administrative division and continuing the funding for 50% of the 
Cybersecurity IT Specialist.  Furthermore, additional funding was added for expenses not included in the 
LDR such as funding for interns, rehired retirees, overtime, higher-class assignments and vacation 
sellbacks.  
 
NON-PERSONNEL / EQUIPMENT  
 
The budget for non-personnel / equipment was increased to $835,000, an increase of $11,000, or 1.33% 
from the prior year adopted budget of $824,000.  This category includes rent, insurance, information 
technology hardware/software (other than pension administration system-related expenses), postage and 
printing, training, travel, and other office expenses.  The overall increase of $11,000 is primarily attributable 
to the completion of the 5th-floor expansion, which resulted in a $74,000 reduction in costs, along with an 
additional $13,000 savings in printing expenses due to the planned transition to electronic distribution of 
payroll remittance advices. These savings were partially offset by $69,000 in new IT-related expenses, 
including ACFR software, upgraded audio/visual equipment for Board meetings, penetration testing, a 
chatbot for the website and costs associated with a bank transition. The budget also reflects $20,000 in 
additional rent related to the expansion and a $10,000 increase in the travel budget, along with minor 
adjustments based on FY25–26 projections. 
 
PROFESSIONAL SERVICES 
 
The budget for professional services of $1,649,000, is a decrease of $103,000, or 5.88% from the prior year 
adopted budget of $1,752,000.  Professional services comprise of actuarial services, financial audit services, 
legal services, governance services, and temporary staffing services.  This net reduction reflects a $40,000 
decrease in legal services based on the three-year average, a $40,000 reduction in temporary staffing agency 
costs due to a planned full vacancy, a $35,000 reduction for a cybersecurity IT specialist consultant, a 
$30,000 decrease in actuarial services due to no experience study being scheduled, and a $29,000 reduction 
for the death audit vendor based on a new contract. These decreases were partially offset by a $35,000 
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addition for outsourced internal audit services under contract and a $21,000 addition for an executive search 
firm, with the remaining difference attributable to CPI increases. 
 
 
MEDICAL SERVICES 
 
The budget for medical services increased by $60,000 or 16.67% from the prior year budget of $360,000.  
This category is for expenses related to the processing of disability applicants, which include costs for 
medical services from independent medical examiners (IME).  A new contract was signed with a new 
vendor, resulting in an increase to the budget.  
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FISCAL YEAR 2026-2027

POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
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POLICE & FIRE DEPARTMENT RETIREMENT PLAN

Statement of Source and Use of Funds
(A) (B) (C) (D) (A) to (B) (B) to (C) (C) to (D)

2024-2025 2025-2026 2025-2026 2026-2027 Increase Increase Increase
Actual Modified Forecast Proposed (Decrease) (Decrease) (Decrease)

SOURCE OF FUNDS  
Beginning Fund Balance
Claims Reserve 5,440,434,000 5,966,077,000 5,966,077,000 6,232,365,600 525,643,000 0 266,288,600

Total Beginning Fund Balance 5,440,434,000 5,966,077,000 5,966,077,000 6,232,365,600 525,643,000 0 266,288,600

Transfers
City Contributions 248,700,000 248,934,000 249,991,000 254,955,000 234,000 1,057,000 4,964,000
1970 COLA 400 800 300 400 400 (500) 100
1980 COLA 3,500 3,500 1,900 2,100 0 (1,600) 200
1990 COLA 3,000 3,700 2,200 2,500 700 (1,500) 300

Total Transfers 248,706,900 248,942,000 249,995,400 254,960,000 235,100 1,053,400 4,964,600

Revenue
Participant Income 46,513,000 47,978,000 47,980,000 52,174,000 1,465,000 2,000 4,194,000
Investment Income, net of expenses 579,007,000 311,887,000 331,564,000 345,819,000 (267,120,000) 19,677,000 14,255,000

Total Revenue 625,520,000 359,865,000 379,544,000 397,993,000 (265,655,000) 19,679,000 18,449,000

TOTAL SOURCE OF FUNDS 6,314,660,900 6,574,884,000 6,595,616,400 6,885,318,600 260,223,100 20,732,400 289,702,200

USE OF FUNDS

Expenditures
Benefits 306,618,000 320,371,000 318,170,000 335,444,000 13,753,000 (2,201,000) 17,274,000
Health Insurance 34,076,000 34,332,000 37,499,000 40,383,000 256,000 3,167,000 2,884,000

Personnel Services (Ret.) 5,064,000 5,581,000 5,548,800 5,895,000 517,000 (32,200) 346,200
(1)Non-Personnel/Equipment 1,325,000 824,000 715,600 835,000 (501,000) (108,400) 119,400

Professional Fees 1,494,000 2,112,000 1,313,000 2,069,000 618,000 (799,000) 756,000
1970 COLA 400 800 300 400 400 (500) 100
1980 COLA 3,500 3,500 1,900 2,100 0 (1,600) 200
1990 COLA 3,000 3,700 2,200 2,500 700 (1,500) 300

Total Expenditures 348,583,900 363,228,000 363,250,800 384,631,000 14,644,100 22,800 21,380,200

Ending Fund Balance
Claims Reserve 5,966,077,000 6,211,656,000 6,232,365,600 6,500,687,600 245,579,000 20,709,600 268,322,000

Total Ending Fund Balance 5,966,077,000 6,211,656,000 6,232,365,600 6,500,687,600 245,579,000 20,709,600 268,322,000

TOTAL USE OF FUNDS 6,314,660,900 6,574,884,000 6,595,616,400 6,885,318,600 260,223,100 20,732,400 289,702,200

Amount not included in budget since no cash outlay:
Amortization expense for PG3 and GASB 
adjustments  $                  611,356 

(1) Non-personnel equipment FY24-25  $               1,325,000 

Rounding in ACFR                           ( 401)
Amortization expense                     (611,356)

As shown in Administrative Expenses 
Schedule $                   713,243
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POLICE & FIRE DEPARTMENT RETIREMENT PLAN
Total City Contributions & Covered Payroll

3
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(Forecast)

FY 26-27
(Proposed)

Total City Contributions 232,513,000 235,866,000 248,700,000 249,991,000 254,955,000

Total City Contribution % Change -4.2% 1.4% 5.4% 0.5% 2.0%

 Total Covered Payroll 254,356,000 265,551,000 283,398,000 294,100,000 311,900,000

 Total Covered Payroll % Change 1.3% 4.4% 6.7% 3.8% 6.1%
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POLICE & FIRE DEPARTMENT RETIREMENT PLAN
Pension Benefits and Health Insurance

4

FY 22-23 - Actual FY 23-24 - Actual FY 24-25 - Actual FY 25-26 - Forecast FY 26-27 - Proposed

Total Benefits 303,352,000 322,654,000 340,694,000 355,669,000 375,827,000

 Health Insurance 27,528,000 30,699,000 34,076,000 37,499,000 40,383,000

 Pension Benefits 275,824,000 291,955,000 306,618,000 318,170,000 335,444,000

 Health Insurance % Change 4.0% 11.5% 11.0% 10.0% 7.7%

 Pension Benefits % Change 6.1% 5.8% 5.0% 3.8% 5.4%
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POLICE & FIRE DEPARTMENT RETIREMENT PLAN

Administrative Expenses: FY 2026-2027
(A) (B) (C) (D) (A) to (B) (B) to (C) (C) to (D)

2024-2025 2025-2026 2025-2026 2026-2027 Increase Increase Increase
Actual Adopted Forecast Proposed (Decrease) (Decrease) (Decrease)

PERSONNEL SERVICES  
Salaries and employee benefits           5,064,476         5,581,000         5,548,800         5,895,000        516,524        (32,200)       346,200 

Total Personnel Services           5,064,476          5,581,000          5,548,800          5,895,000        516,524         (32,200)        346,200

NON-PERSONNEL / EQUIPMENT
Rent              180,579             250,000             213,500             270,000          69,421         (36,500)          56,500
Insurance              192,713             213,000             202,200             212,000          20,287         (10,800)            9,800
IT hardware / software              110,018             106,000               74,200             175,000           (4,018)         (31,800)        100,800
Postage and printing                44,423               45,000               30,800               32,000               577         (14,200)            1,200
Training and travel                39,109               40,000               45,000               50,000               891            5,000            5,000
Other non-personnel / equipment                55,327            140,000             129,000               66,000         84,673        (11,000)        (63,000) 
Office supplies and board meeting expense                33,753               30,000               20,900               30,000           (3,753)           (9,100)            9,100

Total Non-personnel / Equipment              655,922             824,000             715,600             835,000        168,078       (108,400)        119,400

PROFESSIONAL SERVICES
Actuary / actuarial audit              256,074            290,000             262,100             260,000           33,926         (27,900)           (2,100)
External auditor                91,480               95,000               94,300               97,000            3,520              (700)            2,700
Internal audit consultant                      -               90,000               90,000             125,000          90,000                -          35,000
Governance services                25,462               75,000               27,500               75,000          49,538         (47,500)          47,500
Legal              703,895            841,000             453,300             801,000        137,105       (387,700)        347,700
Pension administration system (LRS)1

               74,333            131,500             133,700             140,000          57,167            2,200            6,300
Temporary staffing agencies              120,141            115,000               68,500               75,000           (5,141)         (46,500)            6,500
Other professional services                71,820            114,500              52,300               76,000            42,680         (62,200)          23,700

Total Professional Services           1,343,205         1,752,000         1,181,700         1,649,000       408,795      (570,300)       467,300 

MEDICAL SERVICES
Independent medical examiners              208,029            360,000            131,300             420,000          151,971       (228,700)        288,700

Total Medical Services              208,029            360,000            131,300            420,000       151,971      (228,700)       288,700 

TOTAL ADMINISTRATIVE EXPENSES           7,271,632          8,517,000          7,577,400          8,799,000     1,245,368       (939,600)     1,221,600

1 $57,321 in pension administration costs for FY24-25 were previously budgeted under the Non-Personnel / Equipment category
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POLICE & FIRE DEPARTMENT RETIREMENT PLAN
Administrative Expense Budget

FY 2023 to FY 2027

FY 22-23 FY 23-24 FY 24-25 FY 25-26 (Adopted) FY 26-27 (Proposed)

 Admin Exp Budget* $6,526,000 $7,614,000 $8,221,000 $8,517,000 $8,799,000

% Change 7.8% 16.7% 8.0% 3.6% 3.3%
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OFFICE OF RETIREMENT SERVICES________

Departmental Position Detail 

7

2024-2025 2025-2026 2025-2026 2026-2027 Increase / Increase /
Position Adopted Adopted Forecast Proposed (Decrease) (Decrease) Explanation

(1) (2) (3) (4) (2 to 4) (3 to 4)

Account Clerk II 1.00 1.00 1.00 1.00                 -                 -

Accountant I/II 2.00 2.00 2.00 2.00                 -                 -

Analyst I/II 9.00 9.00 9.00 9.00                 -                 -

Assistant Director and Chief Investment Officer 1.00 1.00 1.00 1.00                 -                 -

Department Information Technology Manager 1.00 1.00 1.00 1.00                 -                 -

Deputy Chief Investment Officer 0.00 0.00 0.00 1.00               1.00               1.00  Proposed addition to replace a Senior Investment Officer 

Deputy Director 1.00 1.00 1.00 1.00                 -                 -

Director of Retirement Services / CEO 1.00 1.00 1.00 1.00                 -                 -

Division Manager 2.00 2.00 2.00 2.00                 -                 -

Executive Assistant 1.00 1.00 1.00 1.00                 -                 -

Financial Analyst 1.00 1.00 1.00 1.00                 -                 -

Investments Operations Supervisor 1.00 1.00 1.00 1.00                 -                 -

Information Systems Analyst 1.00 1.00 1.00 1.00                 -                 -

Network Technician I/II/III 1.00 1.00 1.00 1.00                 -                 -

Program Manager 0.00 1.00 1.00 2.00               1.00               1.00  Proposed addition to add a PM in Benefits 

Retirement Investment Analyst I/II 2.00 2.00 2.00 2.00                 -                 -

Retirement Investment Officer 3.00 3.00 3.00 3.00                 -                 -

Senior Accountant 2.00 2.00 2.00 2.00                 -                 -

Senior Analyst 3.00 3.00 3.00 3.00                 -                 -

Senior Auditor 1.00 0.00 0.00 0.00                 -                 -

Senior Office Specialist 2.00 2.00 2.00 2.00                 -                 -

Senior Retirement Investment Officer 2.00 2.00 2.00 1.00             (1.00)             (1.00)  Proposed deletion to add a Deputy Chief Investment Officer 

Senior Supervisor, Administration 1.00 1.00 1.00 1.00                 -                 -

Staff Specialist 6.00 6.00 6.00 6.00                 -                 -

Total Positions 45.00 45.00 45.00 46.00 1.00 1.00



OFFICE OF RETIREMENT SERVICES 
Proposed Organizational Chart

Budget FY26-27

City Council

Board of Administration for the Police 
and Fire Department Retirement Plan

Board of Administration for the Federated 
City of Employees' Retirement System

Chief Executive Officer                  
John Flynn

Chief Investment Officer
Jay Kwon

Administrative Program 
Manager 

Amanda Hiew

Chief Operating Officer
Barbara Hayman

Deputy Chief Investment 
Officer

 PROPOSED ADD

Executive Assistant  
Cynthia Ayala

Senior Investment 
Officer               

Dhinesh 
Ganapathiappan

Senior Investment 
Officer

  Vacant
PROPOSED DELETE

Staff Specialist       
Edith Orosco

Staff Specialist     
Sherrell Aledo

Senior Analyst - 
Pension

Jesselle Holcomb

Benefits Division Manager
Sandra Castellano

Accounting Division Manager 
Benjie Chua Foy

Department Information 
Technology Manager

Shilpi Dwivedi       

Retirement 
Investment Officer   

David Aung

Retirement 
Investment Officer    

Christina Wang

Benefits Program Manager
PROPOSED ADD Senior Accountant

Nam Cao

Information Systems 
Analyst

 May Cheung 

Accountant I        
Nga P Nguyen

Senior Accountant
Gina Rios

Network Technician 
III 

Chris Ha

Investment Analyst
Arun Nallasivan

Investment Analyst
Harrison Pearce

Health Analyst 
Diana Medina

Staff Specialist      
Patricia Olague

Analyst        
Jake Cho

Pension Analyst     
Anh Trinh

Pension Analyst     
Michelle Saechao Accountant II       

Trang Vo

Retirement 
Investment Officer    

Ron Kumar

Senior Health 
Analyst 

Teresa Meyer-
Calvert

Senior Supervisor, 
Admin

Marivic Co-Garcia

Disability Analyst 
Veronica Solorio

Senior Analyst - 
Pension

Tara Tran

Ret Inv Operations 
Supervisor          

Jennifer You

Medicare 
Analyst

Tram Huynh-
Pham

Sr Office Specialist
Yanira Hernandez   

Pension Analyst 
Tamilynn Imai

Pension Analyst   
Angelica Santana

Account Clerk II
Chris J. Reyes

Financial Analyst 
Operations

Julie He

Staff Specialist
Ellen Lee

Staff Specialist
Jennifer Chew

Sr Office Specialist
Cecile Abiog        

Pension Analyst
An Nguyen      

Pension Analyst     
Sylvia Mark
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Executive Summary 
This report is the tenth annual Fee Report for the Police and Fire Department Retirement Plan (“Police and Fire”, “Plan”). The goal of 
the report is to provide transparency and insight into the fees and expenses paid to investment managers along with the costs of 
operating the investment program. Pension plan fee data is generally underreported by peers, and typically represents only the 
portion of fees that are observable. This excludes often sizable, embedded fees (such as incentive fees) that are deducted from 
account values of certain fund structures. 

It is important to note that fees are a function of asset allocation and portfolio construction, which are byproducts of the Board’s 
objectives, investment beliefs, and risk tolerance. Each year, the Board typically reviews the asset allocation considering updated 
capital market assumptions and the expected return and volatility of the portfolio associated with those assumptions. The asset 
allocations in effect for the period covered by this report, as illustrated in tables 1 and 2.  

Asset allocation is typically one of the largest determinants of investment management fees at the portfolio level. Asset allocations 
that introduce alternative asset classes (Private Equity, Private Debt, Real Estate, Hedge Funds, etc.) will have higher levels of 
investment manager fees, because these asset classes or strategies have higher fee structures than traditional asset classes. In 
addition, asset class structuring can have a significant impact on fees. The use of active management versus passive management, as 
well as alternative strategies within traditional asset classes, will increase fees. When evaluating investment managers, staff places a 
significant emphasis on fees by negotiating for lower fees and analyzing that expected value or return is worth the expected cost. 

For calendar year 2024, management and incentive fees for the pension plan totaled $46.0 million with a fee ratio of 0.89%, as 
compared to $36.7 million and 0.78% for 2023 and $28.2 million and 0.61% for 2022. Fund operating expenses were $9.4 million in 
2024 for a fee ratio of 0.18%, as compared to $8.7 million and 0.18% for 2023, and $8.4 million and 0.18% for 2022. The health care 
trust management and incentive fees totaled $0.4 million with a fee ratio of 0.10%, as compared to $0.4 million with a fee ratio of 
0.15% for 2023 and $0.5 million with a fee ratio of 0.15% for 2022. Fund operating expenses for the health care trust were $0.1 
million in 2024 for a fee ratio of 0.03%, as compared to $0.1 million and 0.03% for 2023, and $0.1 million and 0.04% for 2022. Other 
investment-related costs (staff, consultants, custodian bank, investment legal, etc.) for the pension plan totaled $3.0 million with 
a fee ratio of 0.06%, as compared to $3.2 million with a fee ratio of 0.07% for 2023 and $3.1 million with a fee ratio of 0.07% for 
2022. Other investment-related costs for the health care trust totaled $0.2 million with a fee ratio of 0.06%, as compared to $0.2 
million and 0.07% for 2023 and $0.2 million with a fee ratio of 0.07% for 2022. 
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Table 1 - Pension Average Asset Allocation for 2024  

  

Table 2 - Health Care Trust Average Asset Allocation for 2024 
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Introduction 

The fees in this report represent management fees, incentive fees, fund operating expenses, and other investment-related costs that 
were incurred during the calendar year. These amounts may include fees that were accrued for the year, but not paid out. 

Management fees are fees charged by fund managers to invest and manage assets. Incentive fees are performance-based fees for 
exceeding a hurdle return and are only applicable to certain fund structures. It is important to note that incentive fees are a form of 
shared economics that are only paid if the manager has produced positive returns or exceeded a predetermined hurdle rate. In some 
situations, incentive fees can be negative, reflecting the complexity of fee agreements. Operating expenses include overhead related 
to managing a fund that are indirectly borne by investors, which may include professional, administration, research, tax, legal, 
custodial and audit expenses for a fund. Trading expenses such as broker commissions are excluded from this report. Other costs 
include salary and benefits compensation for investment staff (including a 50% allocation for the CEO), cost of consultants (general, 
alternative investment, risk), custodian, other third-party vendors utilized by the investment program, and investment staff travel. 

Though best efforts have been made to capture all material fees and expenses, this report may not include all indirect expenses and 
charges that may be paid to managers’ affiliates, consultants, or entities for services rendered to the managers, the funds or portfolio 
entities held by certain funds. Future iterations of this report will continue to grow in sophistication, benefiting from industry-wide 
initiatives to gain additional transparency, such as the increasing adoption of the Institutional Limited Partners Association (“ILPA”) 
fee reporting template. 

Data Sources 
Staff compiled this fee report using the best available information for each fund manager to develop a comprehensive view of fees. 
Fee amounts were reviewed for reasonableness and reconciled to fee schedules. Fees for all managers active at any point during the 
year are included in this report, including those that were initially funded or terminated mid-year. 
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Fees for mutual funds, short term investment funds (Cash), and certain public markets commingled funds that deduct fees directly 
from the funds were calculated by multiplying each funds’ fee ratio by the funds’ average monthly balance for the year. The average 
balances were sourced from the Plan custodian bank, The Bank of New York. 

Fees for Private funds were gathered by asking managers to complete the ILPA fee reporting template. The ILPA template is 
intended to standardize and codify the presentation of fees, expenses, and carried interest information by fund managers to Limited 
Partners. The remaining manager fees were obtained by having the fund managers fill out a fee template designed by staff. 

Within the Other Costs section, consultants, custodian, and other vendor costs were sourced from fee invoices from the vendors. 
Investment staff salary and benefits were allocated to each of the four San Jose plans by pro-rating the total costs by the average 
balance of each plan. Similarly, legal costs incurred by Police and Fire were allocated between the pension plan and health care trust 
by pro-rating the total costs by the average monthly balance of each plan. 

Total Portfolio Fee Summaries 
The tables in this report present fees by asset class and management type. Fees by management type are presented by segregating 
investments into four “fund type” categories: passive, active, hedged, and private. Passive strategies are intended to generate a 
return that emulates an index. Active strategies include investment managers that attempt to outperform an index on a long only 
basis. Hedged strategies generally seek to achieve an absolute return (“alpha”) regardless of market direction (“beta”) by employing 
various strategies including long and short positions. Private strategies utilize a diverse set of approaches to invest in illiquid assets, 
such as equity of privately held companies or real estate. 

Year-over-Year Comparisons 
The year-over-year comparison tables in this report present a time series of changes in average weights, fees, fee ratios, contribution 
to total plan fee ratios, and a year-over-year attribution. The year-over-year attribution uses the Brinson-Fachler methodology to 
decompose the change in contribution to total plan fee ratio into 1) impact due to weight changes, 2) impact due to management fee 
ratio changes, 3) impact due to incentive fee ratio changes and 4) impact due to fund operating expense ratio changes. 
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California Government Code §7514.7 (AB 2833) 
Assembly Bill 2833 (“AB 2833”) was approved on September 14, 2016 adding Section 7514.7 to California Government Code. The 
addition to the Code requires California public investment funds to make annual disclosures of fees for alternative investment 
vehicles at a public meeting. 

Tables 15-19 of this report are intended to comply with the law. 

 

Note: Some values on the report may not sum due to rounding. 
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Table 3 - Pension Fees by Asset Class and Management Type 

 

The table above illustrates that management, incentive, and operating expenses for the pension plan totaled $55.6 million for 2024 
which equated to a total plan fee ratio of 1.07%. The Private Markets, Market Neutral Strategies, and Public Equity asset classes 
contributed the most to the total plan fee ratio contributing 0.65%, 0.20%, and 0.15% respectively.    
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Table 4 - Pension Fees by Management Type 

 

For the total pension plan, private management strategies accounted for 0.65% of the total plan fee ratio and represented about 22.2% 
of average plan assets. Hedged management strategies were the next largest contributor to the total plan fee ratio accounting for 
0.22% of the total plan fee ratio and represented 6.2% of average plan assets. Passive and active management strategies accounted for 
0.01% and 0.19% of the total plan fee ratio and represented 39.4% and 32.1% of plan assets, respectively.  

Table 5 - Pension Other Investment Costs 

 

Other investment costs for the pension plan equated to a total fee ratio of 0.06%. As previously discussed, other costs include salary 
and benefits compensation for investment staff, cost of consultants, custodian, third party vendors utilized by the investment 
program, and investment staff travel. 
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Table 6 - Health Care Fees by Asset Class and Management Type

 

The table above illustrates that management, incentive, and operating expenses for the health care trust totaled $0.4 million for 2024 
which equated to a total plan fee ratio of 0.13%. Core Real Estate contributed the most to the total plan fee ratio adding 0.09%.  

Table 7 - Health Care Fees by Management Type

 
For the total health care trust, active management strategies accounted for 0.09% of the total plan fee ratio and represented 15.3% of 
average plan assets.  Passive strategies accounted for 0.03% of the total plan fee ratio and represented 84.7% of plan assets.  

Table 8 - Health Care Other Investment Costs

 
Other investment costs for the health care trust equated to a total fee ratio of 0.06%. 
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Table 9 - Pension Year-over-Year Comparison by Asset Class and Management Type 

 

Note:  YoY attribution effects of fund types within assets classes may not sum to the asset class values 
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Table 10 - Pension Year-over-Year Comparison by Management Type 

 

 

Table 11 - Pension Year-over-Year Comparison of Other Costs 
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Table 12 - Health Care Year-over-Year Comparison by Asset Class and Management Type 

 

Note:  YoY attribution effects of fund types within assets classes may not sum to the asset class values 

Table 13 - Health Care Year-over-Year Comparison by Management Type 

 

Table 14 - Health Care Year-over-Year Comparison of Other Costs 
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Analysis of Pension Year-over-Year Changes by Asset Class  
As presented in Table 9, the pension total plan fee ratio increased from 0.97% in 2023 to 1.07% in 2024.  

The largest contributor from an asset class perspective was Market Neutral Strategies (+7 bps), offset by Private Equity (-5 bps) and 
Core Real Estate (-2 bps). 

Analysis of Pension Year-over-Year Changes by Management Type and Other Costs 
As shown in the Table 10, Hedged strategies contributed +7 bps compared to 2023, primarily due to an increase in the 2024 
management and incentive fee ratio for Hedged strategies. 

As displayed in Table 11, the Other Costs fee ratio for the 2024 year declined by 1 bp from 2023. 

Analysis of Health Care Year-over-Year Changes by Asset Class, Management Type and 
Other Costs 
As seen in Tables 12 and 13, the Health Care total plan fee ratio decreased by 5 bps. A slight decrease in weighting to Passive 
strategies drove the small decrease in the fee ratio. 

As displayed in Table 14, the Other Costs fee ratio for the 2024 year decreased slightly by 1 bp for 2024 (+6 bps) compared to 2023 (+7 
bps). 
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Table 15 – California Government Code §7514.7 Disclosure, Private Equity/Venture Capital (Source: Fund managers, Meketa Investment Group, Neuberger Berman)
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Table 16 – California Government Code §7514.7 Disclosure, Private Debt (Source: Fund managers, Meketa Investment Group) 
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Table 17 – California Government Code §7514.7 Disclosure, Growth Real Estate/Core Real Estate (Source: Fund managers, Meketa Investment Group) 
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Table 18 – California Government Code §7514.7 Disclosure, Private Real Assets (Source: Fund managers, Meketa Investment Group) 
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Table 19 – California Government Code §7514.7 Disclosure, Hedge Funds (Source: Fund managers, ORS) 

 
 



Federated City Employees'
Retirement System

Proposed Administrative Expense Budget
Fiscal Year 2026-27

John Flynn, Chief Executive Officer
April 16, 2026

Presented to the Board of Administration for Review and Approval



FY2027 Budget Approval Process

The budget follows a parallel approval process through the City and each board. Today is the board approval stage.

Late January Personnel budget proposals submitted to City

City budget process begins

Late February Full budget submitted to City

All categories and amounts filed

March Respond to City Manager's Budget Office questions

Mayor's Budget Address delivered

Mar — April Continue responding to Budget Office questions

Work with CMO Budget Office to understand which requests are being supported

April Develop final ORS budgets incorporating City feedback

Deliver to Retirement Board meetings for review and approval by fund

Today Board review and approval — Federated System

The budget approval follows a parallel approval process through the City and through each board

June City Council adopts FY2026-27 budget

Budget becomes effective
2



Sources and Uses of Funds — Overview

The plan is funded by three sources and pays out through three categories of uses.

SOURCES OF FUNDS

Investment Income

Net of fee returns generated by the plan's investment program. 
The largest and most variable source, fluctuating with market 
conditions each year.

Participant Contributions

Estimated contributions made by active members based on 
contribution rates and total covered payroll shown in the 
actuarial reports for June 30, 2025.

City Contributions

Contributions made by the City of San José as the plan's sponsor, 
based on contribution rates and total covered payroll shown in 
the actuarial reports for June 30, 2025.

USES OF FUNDS

Pension Benefits

Return of contributions and retirement, disability, and 
survivorship payments to plan members and beneficiaries. 
Estimated based on 5-year average year over year increase.

Health Insurance

Retiree healthcare premiums paid on behalf of eligible members. 
Estimated based on 5-year average year over year increase.

Administrative Expenses

The cost of operating the plan, including staff, equipment, 
expenses, professional services, and technology. This is the 
budget the board is asked to approve today.

NOTE: Investment professional services, consultants, investment manager fees, and capitalized costs not included in administrative expense.

3



Sources and Uses — Seven Year Trend

Federated City Employees' Retirement System. Amounts in millions.
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ᶠ Forecast  ᴱ Estimated  |  Amounts in millions. 4



Administrative Budget — Seven Year Trend

Budget to budget comparison. 

P Proposed  |  Amounts in thousands. Five year average year over year increase (FY2022 through FY2026): +8.19% 5



FY2027 Administrative Budget — Board Discussion

PROPOSED BUDGET

$7,630,000
FY2026 adopted: $7,377,000

YEAR OVER YEAR INCREASE

+3.43%
$253,000 over FY2026 adopted

THIS BUDGET INCLUDES

Adds two positions and eliminates one to sustain 
business need and support succession planning.

Adjusts Professional Services budgets to align with 
new major contracts now in place.

Continues overstrength Admin Staff Specialist and 
Retiree Rehire support.

Continues cybersecurity testing and support program.

For context: the five year average year over year budget increase (FY2022 through FY2026) was 8.19%.

This budget does not include or estimate needs for strategic planning initiatives. Those will be defined through 
the strategic planning process and may be addressed separately.
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Personnel Services

FY2027 PROPOSED

$5,287,000
FY2026 adopted: $4,981,000

YEAR OVER YEAR CHANGE

+6.14%
$306,000 over FY2026 adopted

NEW THIS YEAR

Deputy Chief Investment Officer
Replaces a Senior Investment Officer position. Strengthens 
investment program leadership, supports succession planning, and 
most importantly, reflects the organization's current operation.

Benefits Program Manager converted to permanent

Makes the overstrength position permanent. This position will 
manage the Disability Program, Front Desk, and PG Modernization.

Items outside the Labor Distribution Report

Includes vacation sell-backs, MPP, rehired retirees, intern, etc.

CONTINUED SUPPORT

Overstrength Admin Staff Specialist and Retiree 
Rehire support continued.

50% funding for Cybersecurity IT Specialist 
continued.
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Non-Personnel / Equipment

FY2027 PROPOSED

$855,000
FY2026 adopted: $870,000

YEAR OVER YEAR CHANGE

-1.72%
$15,000 below FY2026 adopted

SAVINGS

-$74K 5th floor build-out

Net reduction reflecting completion of one-time build-
out costs, offset by planned 6th floor refurbishments.

-$30K Postage and printing

Planned transition to electronic distribution of payroll 
remittance advices.

NEW AND INCREASED COSTS

+$69K IT-related expenses

ACFR software, Boardroom AV upgrades, Penetration 
testing, web AI-enabled search, and bank transition.

+$20K New lease

Increase in rent based on the new lease.

Non-personnel budget excludes investment professional services, manager fees, and capitalized costs. 8



Professional Services

FY2027 PROPOSED

$1,323,000
FY2026 adopted: $1,381,000

YEAR OVER YEAR CHANGE

-4.20%
$58,000 below FY2026 adopted

SAVINGS

-$18K Reduction in legal services based on three-
year average.

-$40K Reduction in temporary staffing costs due to a 
planned full vacancy.

-$64K Reduction for cybersecurity consultant support 
of audit.  Death audit vendor contract updates.

-$7K Reduction in actuarial services — no 
experience study scheduled.

NEW AND INCREASED COSTS

+$35K Addition for outsourced internal audit 
services under contract.

+$21K Addition for executive search firm to support 
planned senior management recruitment.

+$15K Other costs, including CPI-related increases 
across current services.

Capitalized pension administration system costs are excluded from the administrative budget. 9



Professional Services — Detail

SERVICE FY2026 FY2027 $ CHG % CHG

Legal

General, fiduciary, DRO, disability, and tax legal services (excludes investments).
$527,000 $509,000 -$18,000 -3.42%

Actuary

Annual valuation and GASB reports, benefit calculations, and other consultations.
$233,000 $226,000 -$7,000 -3.00%

Audit

Annual financial audit and outsourced internal audit.
$185,000 $222,000 +$37,000 +20.00%

Pension admin system
PensionGold annual maintenance, ad hoc changes, disaster recovery, 
enhancements, and web hosting.

$131,500 $140,000 +$8,500 +6.46%

Temp agencies

Temporary staffing to fill vacant positions and assist with open enrollment.
$115,000 $75,000 -$40,000 -34.78%

Governance services

Governance services, CEO/CIO metrics, policy review, and strategic planning support.
$75,000 $75,000 -- 0.00%

Other services

Death Audit, cybersecurity IT specialist consultant, and communications consultant.
$114,500 $76,000 -$38,500 -33.62%

Total $1,381,000 $1,323,000 -$58,000 -4.20%

Capitalized pension administration system costs are excluded from the administrative budget. 10



Medical Services

FY2027 PROPOSED

$165,000
FY2026 adopted: $145,000

YEAR OVER YEAR CHANGE

+13.79%
$20,000 over FY2026 adopted

WHAT CHANGED

+$20K
Following a competitive procurement, ORS entered new contracts with the retained incumbent 
Independent Medical Examiner (IME) vendor and a newly selected IME vendor, both at updated rates. 
Independent medical examiners evaluate disability applicants for members.

Note on case volume

This budget supports a number of cases based on staff capacity and the allocation ratio between the Federated 
System and the Police and Fire Plan.  
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Artificial Intelligence at the Office of Retirement Services

AI literacy is an investment. ORS is building the foundational knowledge and skills that will allow staff to identify 
opportunities for efficiency, cost savings, and improved member services. The return is not yet defined, but without 
the investment it will not come.

WHAT WE HAVE DONE

City Digital Privacy Officer presentation

Presented at the ORS quarterly all-staff meeting on practical 
uses and risks of AI, building awareness with appropriate 
safeguards from the start.

Advanced AI upskilling for senior staff

Senior staff enrolled in the City's multi-month advanced 
ChatGPT certification program. ORS has secured enrollment 
to develop deeper capability in supervisors and managers.

Member website AI-enabled search

A member-facing priority identified through website user 
surveys. Deferred in FY2026 for WCAG 2.1 AA compliance. 
Now a dedicated FY2027 budget line.

THE INVESTMENT AHEAD

AI literacy for all staff

Leverage the City's new learning management system to 
provide AI courses across the organization, building comfort 
with AI vocabulary and practical everyday applications.

Prompt engineering workshop

Exploring engagement of an external trainer or professor to 
deliver hands-on prompt engineering training, moving 
supervisors and managers from awareness to applied skill.

Staff-driven opportunity identification

Once staff have the foundation, challenging supervisors and 
managers to identify where AI can improve efficiency, reduce 
costs, or enhance member services.
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Why Actuarial Liability is a Better Benchmark
Using market value of assets introduces noise from funding status. Actuarial liability (“AL”) reflects what the plan actually
owes members.

Federated — actual (67% funded)

Market value

$3.95B

Actuarial liability

$5.86B

Admin expense

$6.88M

BPS of Market Value

17.4
BPS of Actuarial Liability

11.7

Federated — hypothetical (50% funded)

Market value

$2.93B
hypothetical

Actuarial liability

$5.86B
unchanged

Admin expense

$6.88M
unchanged

BPS of Market Value

23.5
+6.1 BPS from funding ratio alone

BPS of Actuarial Liability

11.7
Unchanged

The same plan, with the same administrative costs, serving the same members, but AUM-based BPS swings by 
6.1 basis points simply because of a lower assumed funding ratio. Actuarial liability removes this distortion 
entirely. All peer comparisons in this presentation use actuarial liability as the denominator.
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Administrative Expense — Basis Points of Market Value of Assets
Retained for historical continuity. Sensitive to funding status — see prior slide. FY2025* data. 
LA Co ERA excluded for scale.

BPS ADMIN $B AUM $B

SJ Police and Fire 13.2 $7.88 $5.97

SJ Federated 17.4 $6.88 $3.95

SJ Combined 14.9 $14.76 $9.91

5-15B AL peer avg 13.7 $10.44 $7.79

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 14



Administrative Expense — Basis Points of Actuarial Liability
Primary comparison metric. Lower basis points indicate lower cost relative to plan obligations. FY2025*. 
LA Co ERA excluded for scale.

BPS ADMIN $M AL $B

SJ Police and Fire 11.2 $7.88 $7.02

SJ Federated 11.7 $6.88 $5.86

SJ Combined 11.5 $14.76 $12.88

5-15B AL peer avg 11.9 $10.44 $8.81

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 15



Personnel Expense — Basis Points of Actuarial Liability

Personnel services is the largest component of administrative expense. FY2025*. LA Co ERA excluded for scale.

BPS PERS $M AL $B

SJ Police and Fire 7.2 $5.06 $7.02

SJ Federated 7.7 $4.52 $5.86

SJ Combined 7.4 $9.58 $12.88

5-15B AL peer avg 7.8 $7.02 $8.81

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 16



Members per Employee

Higher ratios indicate more members served per staff FTE. FY2025*.

MPE MEMBERS FTE

SJ Police and Fire 200.0 4,719 23.6

SJ Federated 528.6 11,312 21.4

SJ Combined 356.2 16,031 45.0

5-15B AL peer avg 509.2 19,237 40.9

*CY2024 data used for funds where FY2025 data not available. Peer average includes 9 funds with AL between $5B and $15B, plus SJ PF and FED. 17



Questions and Action

QUESTIONS

The board is invited to ask questions on any aspect 
of the proposed budget before taking action.

ACTION REQUESTED

Approve the proposed administrative expense 
budget for fiscal year 2026-2027 in the total amount 
of $7,630,000.

BUDGET CATEGORY FY2026 ADOPTED FY2027 PROPOSED CHANGE

Personnel services $4,981,000 $5,287,000 +$306,000
+6.14%

Non-personnel / equipment $870,000 $855,000 -$15,000
-1.72%

Professional services $1,381,000 $1,323,000 -$58,000
-4.20%

Medical services $145,000 $165,000 +$20,000
+13.79%

Total administrative budget $7,377,000 $7,630,000 +$253,000
+3.43%

The administrative expense budget becomes effective upon approval by both boards and adoption by the City Council, which is expected in June 2026. 18



 
 

 
 

 
 TO: Board of Administration for the Federated FROM: Benjie Chua Foy 
  City Employees’ Retirement System (System) 
 
 SUBJECT: Consideration of Proposed Budget DATE: March 23, 2026 
  for Fiscal Year 2026-2027 
                                              ______ 
Approved               Date 
              
 
RECOMMENDATION 
 
Discussion and action on the proposed administrative budget for fiscal year 2026-2027. 
 
BACKGROUND 
 
The Board approves the contribution rates recommended by the actuary which is made by the City.  The 
Board also approves the administrative expense budget for reporting on the Source and Use Statements 
submitted for inclusion in the City’s operating budget.  The amounts approved by the Board are the total 
category amounts and not the individual line items.  If the individual line item goes over budget, no approval 
is required from the Board as long as the total category amount remains under budget. This proposed budget 
is provided to the Board for discussion and approval, and if necessary, a revised and final budget will be 
prepared for approval at the next meeting.  Highlights of the proposed budget are as follows: 
 
ANALYSIS 
 
SOURCES OF FUNDS 
 
CITY CONTRIBUTIONS 
 
The City contribution for the retirement and health benefit plan for the coming fiscal year is estimated to 
be $268,669,000. 
 
The actual contribution amount is based on the City contribution rates recommended by the actuary and 
adopted by the Board, applied as a factor against the City’s total covered payroll.  The FY27 contribution 
amounts assume the Board’s adoption in May, as shown in the June 30, 2025 actuarial reports for pension 
and healthcare, using the throughout the year amounts, similar to the prior year.  
 
PARTICIPANT CONTRIBUTIONS 
 
Total member contributions are estimated at $50,480,000, a 2.97% increase from the 2025-2026 adopted 
amount.  Member contributions are calculated based on the contribution rate for each tier.  Tier 1 
contribution rates for pension decreased slightly from 6.55% to 6.49% while their covered payroll decreased 
from $127.2 million to $120.1 million.  Tier 2 contribution rates for pension decreased slightly from 8.62% 
to 8.56%, while covered payroll increased from $373.6 million to $405.7 million.  Healthcare contribution 
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rates remain at 7.5% per the Municipal Code for Tier 1 members and eligible Tier 2 members, while the 
City’s contribution is a flat dollar amount of approximately $24.5 million, as calculated by the actuary.   
 
INVESTMENT INCOME 
 
Investment earnings are calculated based on the actuarial assumed rate of return of 6.625%.  The beginning 
fund balance, along with the City’s contributions and member contributions offset with the expenditures 
are expected to earn less than the full rate since these amounts will occur throughout the year. 
 

 

 
 
USES OF FUNDS 
 
PENSION BENEFITS AND HEALTH INSURANCE 
 
The pension benefits budget increased to $288,217,000, an increase of $10,848,000 over the forecast, or 
3.91%, which is the average increase for the past five years.  Pension benefits include service pensions, 
disability and survivorship pensions, death benefits and refunds of contributions.   
 
The health insurance budget increased to $38,582,000, an increase of $1,155,000 over the forecast, or 
3.09%, which is the average change for the past five years.  Health insurance includes health and dental 
insurance subsidies, as well as Medicare reimbursements. 
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ADMINISTRATIVE EXPENSE BUDGET 
 
The proposed administrative expenses budget of $7,630,000 is a net increase of $253,000 or 3.43% from 
the prior year adopted budget of $7,377,000.   
 
 
PERSONNEL SERVICES 
 
The budget for personnel services was increased to $5,287,000, an increase of $306,000, or 6.14% above 
the prior year adopted budget of $4,981,000.  The Budget Office’s labor distribution report drives the 
personnel budget, which covers all the staff in Retirement Services.  The salaries and benefits of all staff, 
except for investment staff, is split 50/50 between the System and the Police and Fire Department 
Retirement Plan (Plan).  The investment staff is split 40/60 between the System and the Plan, which is 
roughly based on asset size.  The headcount at Retirement Services will increase by one due to the following 
proposals.  The proposed personnel changes for FY26-27 are to 1) add a Deputy Chief Investment Officer, 
2) delete one of the Senior Investment Officer positions, and 3) make the over-strength Program Manager 
in the Benefits division permanent.  The add / delete in Investments will result in a net increase of 
approximately $20,000 while the Benefits division additions will increase the budget by approximately 
$213,000 for the fiscal year.  In addition, Staff is continuing funding for an overstrength position for one 
year for a Staff Specialist in the Administrative division and continuing the funding for 50% of the 
Cybersecurity IT Specialist.  Furthermore, additional funding was added for expenses not included in the 
LDR such as funding for interns, rehired retirees, overtime, higher-class assignments and vacation 
sellbacks.    
 
NON-PERSONNEL / EQUIPMENT  
 
The budget for non-personnel / equipment was reduced to $855,000, a decrease of $15,000, or 1.72% from 
the prior year adopted budget of $870,000.  This category includes rent, insurance, information technology 
hardware/software (other than pension administration system-related expenses), postage and printing, 
training, travel, and other office expenses.  The decrease is primarily attributable to the completion of the 
5th-floor expansion, which resulted in a $74,000 reduction in costs, along with an additional $30,000 
savings in postage and printing expenses due to the planned transition to electronic distribution of payroll 
remittance advices. These savings were partially offset by $69,000 in new IT-related expenses, including 
ACFR software, upgraded audio/visual equipment for Board meetings, penetration testing, a chatbot for the 
website and costs associated with a bank transition. The budget also reflects $20,000 in additional rent 
related to the expansion, along with minor adjustments based on FY25–26 projections. 
 
PROFESSIONAL SERVICES 
 
The budget for professional services was decreased to $1,323,000, a decrease of $58,000, or 4.20% from 
the prior year adopted budget of $1,381,000.  Professional services comprise of actuarial services, financial 
audit services, legal services, governance services, and temporary staffing services.  This net reduction 
reflects an $18,000 decrease in legal services based on the three-year average, a $40,000 reduction in 
temporary staffing agency costs due to a planned full vacancy, a $35,000 reduction for a cybersecurity IT 
specialist consultant, a $7,000 decrease in actuarial services due to no experience study being scheduled, 
and a $29,000 reduction for the death audit vendor based on a new contract. These decreases were partially 
offset by a $35,000 addition for outsourced internal audit services under contract and a $21,000 addition 
for an executive search firm, with the remaining difference attributable to CPI increases. 
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MEDICAL SERVICES 
 
The budget for medical services of $165,000 increased by $20,000 or 13.79% from the prior year budget 
of $145,000.  This category is for expenses related to the processing of disability applicants, which include 
costs for medical services from independent medical examiners (IME).  The contract with the medical 
advisor has been terminated so all services will be from the independent medical examiners.  
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(A) (B) (C) (D) (A) to (B) (B) to (C) (C) to (D) 
2024-2025 2025-2026 2025-2026 2026-2027 Increase Increase Increase 

Actual Modified Forecast Proposed (Decrease) (Decrease) (Decrease) 

SOURCE OF FUNDS 

Beginning Fund Balance 
Claims Reserve 3,567,779,000 3,947,899,000 3,947,899,000 4,111,887,000 380,120,000 0 163,988,000 

Total Beginning Fund Balance 3,567,779,000 3,947,899,000 3,947,899,000 4,111,887,000 380,120,000 0 163,988,000 

Transfers 
COLAs 2,800 3,000 2,600 3,000 200 (400) 400 
City Contributions 265,840,000 231,452,000 231,481,000 268,669,000 (34,388,000) 29,000 37,188,000 

Total Transfers 265,842,800 231,455,000 231,483,600 268,672,000 (34,387,800) 28,600 37,188,400 

Revenue 
Participant Contributions 47,695,000 49,026,000 49,025,000 50,480,000 1,331,000 (1,000) 1,455,000 
Investment Income 374,999,000 189,878,000 205,120,000 215,477,000 (185,121,000) 15,242,000 10,357,000 

Total Revenue 422,694,000 238,904,000 254,145,000 265,957,000 (183,790,000) 15,241,000 11,812,000 

TOTAL SOURCE OF FUNDS 4,256,315,800 4,418,258,000 4,433,527,600 4,646,516,000 161,942,200 15,269,600 212,988,400 

USE OF FUNDS 

Expenditures 

COLAs 2,800 3,000 2,600 3,000 200 (400) 400 
Benefits 266,597,000 273,782,000 277,369,000 288,217,000 7,185,000 3,587,000 10,848,000 
Health Insurance 34,938,000 36,576,000 37,427,000 38,582,000 1,638,000 851,000 1,155,000 
Personnel Services 4,515,000 4,981,000 4,934,600 5,287,000 466,000 (46,400) 352,400 

Non-Personnel/Equipment (1) 
1,349,000 870,000 732,500 855,000 (479,000) (137,500) 122,500 

Professional Fees 1,015,000 1,526,000 1,174,900 1,488,000 511,000 (351,100) 313,100 

Total Expenditures 308,416,800 317,738,000 321,640,600 334,432,000 9,321,200 3,902,600 12,791,400 

Ending Fund Balance 
Claims Reserve 3,947,899,000 4,100,520,000 4,111,887,000 4,312,084,000 152,621,000 11,367,000 200,197,000 

Total Ending Fund Balance 3,947,899,000 4,100,520,000 4,111,887,000 4,312,084,000 152,621,000 11,367,000 200,197,000 

TOTAL USE OF FUNDS 4,256,315,800 4,418,258,000 4,433,527,600 4,646,516,000 161,942,200 15,269,600 212,988,400 

Amount not included in budget since no cash outlay: 

$ 597,624 

(1) Non-personnel equipment FY24-25 $ 1,349,000 
Rounding in ACFR 158 
Amortization expense (597,624) 

751,534 $ 

Proposed Budget for Fiscal Year 2026-2027 

As shown in Administrative Expenses 

Amortization expense for PG3 and GASB 
adjustments 
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FEDERATED   CITY   EMPLOYEES'   RETIREMENT   SYSTEM  
Total   City   Contributions   &   Covered   Payroll  
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100,000 

200,000 

300,000 

400,000 

500,000 

600,000 

FY 22-23 FY 23-24 FY 24-25 FY 25-26 
(Forecast) 

FY 26-27 
(Proposed) 

Total City Contributions 222,437,000 243,670,000 265,840,000 231,481,000 268,669,000 

Total City Contribution % Change -4.3% 9.5% 9.1% -12.9% 16.1% 

Total Covered Payroll 386,315,000 434,174,000 476,222,000 500,803,000 525,800,000 

Total Covered Payroll % Change 10.9% 12.4% 9.7% 5.2% 5.0% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
Pension Benefits and Health Insurance 

300,000,000 

250,000,000 

200,000,000 

150,000,000 

100,000,000 

50,000,000 

-
FY 2023 - Actual FY 2024 - Actual FY 2025 - Actual FY 2026 -

Forecast 
FY 2027 -
Proposed 

Total Benefits 278,225,000 289,200,000 301,535,000 314,796,000 326,799,000 

Health Insurance % Change -0.7% 5.7% 7.1% 7.1% 3.1% 

Health Insurance 30,869,000 32,635,000 34,938,000 37,427,000 38,582,000 

Pension Benefits % Change 4.2% 3.7% 3.9% 4.0% 3.9% 

Pension Benefits 247,356,000 256,565,000 266,597,000 277,369,000 288,217,000 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 

Administrative Expenses: FY 2026-2027 

(A) (B) (C) (D) (A) to (B) (B) to (C) (C) to (D) 
2024-2025 2025-2026 2025-2026 2026-2027 Increase Increase Increase 

Actual Modified Forecast Proposed (Decrease) (Decrease) (Decrease) 

PERSONNEL SERVICES 

Salaries and employee benefits 4,514,624 4,981,000 4,934,600 5,287,000 466,376 (46,400) 352,400 

Total Personnel Services 4,514,624 4,981,000 4,934,600 5,287,000 466,376 (46,400) 352,400 

NON-PERSONNEL / EQUIPMENT 
Rent 180,579 250,000 213,500 270,000 69,421 (36,500) 56,500 
Insurance 188,938 208,000 198,300 208,000 19,062 (9,700) 9,700 
IT hardware / software 110,018 106,000 74,200 175,000 (4,018) (31,800) 100,800 
LRS - annual maintenance fee 57,321 - - - (57,321) - -
Postage and printing 76,985 80,000 48,600 50,000 3,015 (31,400) 1,400 
Training and travel 52,532 60,000 51,500 60,000 7,468 (8,500) 8,500 
Office supplies and board meeting expense 31,222 30,000 22,800 30,000 (1,222) (7,200) 7,200 
Other non-personnel / equipment 53,939 136,000 123,600 62,000 82,061 (12,400) (61,600) 

Total Non-personnel / Equipment 751,534 870,000 732,500 855,000 118,466 (137,500) 122,500 

PROFESSIONAL SERVICES 
Actuary / actuarial audit 215,798 233,000 224,700 226,000 17,202 (8,300) 1,300 
External / internal auditor 91,480 185,000 184,200 222,000 93,520 (800) 37,800 
Governance services 26,819 75,000 27,500 75,000 48,181 (47,500) 47,500 
Legal 416,040 527,000 441,100 509,000 110,960 (85,900) 67,900 
Pension administration system 17,012 131,500 133,700 140,000 114,488 2,200 6,300 
Temporary staffing agencies 120,141 115,000 68,500 75,000 (5,141) (46,500) 6,500 
Other professional services 71,822 114,500 52,200 76,000 42,678 (62,300) 23,800 

Total Professional Services 959,112 1,381,000 1,131,900 1,323,000 421,888 (249,100) 191,100 

MEDICAL SERVICES 
Independent medical examiners 55,620 145,000 43,000 165,000 89,380 (102,000) 122,000 

Total Medical Services 55,620 145,000 43,000 165,000 89,380 (102,000) 122,000 

TOTAL ADMINISTRATIVE EXPENSES 6,280,890 7,377,000 6,842,000 7,630,000 1,096,110 (535,000) 788,000 

Amortization expense 597,624 
Rounding 

Total Admin Expenses per ACFR 6,878,514 
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FY 22-23 FY 23-24 FY 24-25 FY 25-26 (Adopted) FY 26-27 (Proposed) 

Admin Exp Budget* $5,879,000 $6,704,000 $6,281,000 $7,377,000 $7,630,000 

% Change 6.8% 14.0% -6.3% 17.4% 3.4% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
Administrative Expense Budget 

FY23 to FY27 

* Amount includes budget for operations only. 6 



  

    

                                  

                                 

                                 

                                     

                                   

                                        

                                 

                                     

                                 

                                 

                                 

                                  

                                   

                                   

                                      

                                   

                                  

                                 

                                 

                                 

                                  

                                       

                                  

                                 

 

   

   

     

   

        
        

          

       

      

      

          

        

                  

      

          

      

      

      

       

       

       

                

        

       

      

      

      

       

                   

       

      

        

 

________ OFFICE OF RETIREMENT SERVICES 

Departmental Position Detail 

2024-2025 2025-2026 2025-2026 2026-2027 Increase / Increase / 
Position Adopted Adopted Forecast Proposed (Decrease) (Decrease) Explanation 

(1) (2) (3) (4) (2 to 4) (3 to 4) 

Account Clerk II 1.00 1.00 1.00 1.00 - -

Accountant I/II 2.00 2.00 2.00 2.00 - -

Analyst I/II 9.00 9.00 9.00 9.00 - -

Assistant Director and Chief Investment Officer 1.00 1.00 1.00 1.00 - -

Department Information Technology Manager 1.00 1.00 1.00 1.00 - -

Deputy Chief Investment Officer 0.00 0.00 0.00 1.00 1.00 1.00 Proposed addition to replace a Senior Investment Officer 

Deputy Director 1.00 1.00 1.00 1.00 - -

Director of Retirement Services / CEO 1.00 1.00 1.00 1.00 - -

Division Manager 2.00 2.00 2.00 2.00 - -

Executive Assistant 1.00 1.00 1.00 1.00 - -

Financial Analyst 1.00 1.00 1.00 1.00 - -

Investments Operations Supervisor 1.00 1.00 1.00 1.00 - -

Information Systems Analyst 1.00 1.00 1.00 1.00 - -

Network Technician I/II/III 1.00 1.00 1.00 1.00 - -

Program Manager 0.00 1.00 1.00 2.00 1.00 1.00 Proposed addition to add a PM in Benefits 

Retirement Investment Analyst I/II 2.00 2.00 2.00 2.00 - -

Retirement Investment Officer 3.00 3.00 3.00 3.00 - -

Senior Accountant 2.00 2.00 2.00 2.00 - -

Senior Analyst 3.00 3.00 3.00 3.00 - -

Senior Auditor 1.00 0.00 0.00 0.00 - -

Senior Office Specialist 2.00 2.00 2.00 2.00 - -

Senior Retirement Investment Officer 2.00 2.00 2.00 1.00 (1.00) (1.00) Proposed deletion to add a Deputy Chief Investment Officer 

Senior Supervisor, Administration 1.00 1.00 1.00 1.00 - -

Staff Specialist 6.00 6.00 6.00 6.00 - -

Total Positions 45.00 45.00 45.00 46.00 1.00 1.00 
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OFFICE OF RETIREMENT SERVICES 
Proposed Organizational Chart

Budget FY26-27

City Council

Board of Administration for the Federated Board of Administration for the Police 
and Fire Department Retirement Plan City of Employees' Retirement System

Chief Executive Officer                  
John Flynn

Administrative Program 
Chief Investment Officer

Manager 
Jay Kwon

Amanda Hiew

Chief Operating Officer
Barbara Hayman

Deputy Chief Investment 
Executive Assistant  

Officer
Cynthia Ayala

 PROPOSED ADD

Senior Investment Senior Investment 
Officer               Officer Staff Specialist       Staff Specialist     Benefits Division Manager

Dhinesh   Vacant Edith Orosco Sherrell Aledo Sandra Castellano
Ganapathiappan PROPOSED DELETE

Department Information 
Accounting Division Manager 

Technology Manager
Benjie Chua Foy

Shilpi Dwivedi       

Retirement Retirement 
Benefits Program Manager

Investment Officer   Investment Officer    
PROPOSED ADD

David Aung Christina Wang

Senior Health 
Retirement Senior Supervisor, Senior Analyst - 

Analyst Disability Analyst 
Investment Officer    Admin Pension

Teresa Meyer- Veronica Solorio
Ron Kumar Marivic Co-Garcia Tara Tran

Calvert

Investment Analyst Investment Analyst Health Analyst Staff Specialist      Analyst        Pension Analyst     

Information Systems 
Senior Accountant

Analyst
Nam Cao

 May Cheung 

Senior Analyst - 
Pension Network Technician 

Senior Accountant
Jesselle Holcomb III 

Gina Rios
Chris Ha

Pension Analyst     
Arun Nallasivan Harrison Pearce Diana Medina Patricia Olague Jake Cho Anh Trinh Michelle Saechao Accountant II       

Trang Vo

Medicare 
Ret Inv Operations 

Analyst Sr Office Specialist Pension Analyst 
Supervisor          

Tram Huynh- Yanira Hernandez   Tamilynn Imai
Jennifer You

Pham

Pension Analyst   
Angelica Santana Accountant I        

Nga P Nguyen

Financial Analyst 
Staff Specialist Staff Specialist Sr Office Specialist Pension Analyst

Operations
Ellen Lee Jennifer Chew Cecile Abiog        An Nguyen      

Julie He

Pension Analyst     
Sylvia Mark Account Clerk II

Chris J. Reyes
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Federated City Employees’ Retirement System 
Annual Fee Report - 2024  

    3f(2)

           FCERS 10.16.25



Executive Summary 
This report is the tenth annual Fee Report for the Federated City Employees’ Retirement System (“Federated”, “Plan”). The goal of the 
report is to provide transparency and insight into the fees and expenses paid to investment managers along with the costs of operating 
the investment program. Pension plan fee data is generally underreported by peers, and typically represents only the portion of fees 
that are observable. This excludes often sizeable, embedded fees (such as incentive fees) that are deducted from account values of 
certain fund structures. 

It is important to note that fees are a function of asset allocation and portfolio construction, which are byproducts of the Board’s 
objectives, investment beliefs, and risk tolerance. Each year, the Board typically reviews the asset allocation considering updated capital 
market assumptions and the expected returns and volatility of the portfolio associated with those assumptions. The asset allocations 
in effect for the period covered by this report, as illustrated in tables 1 and 2. 

Asset allocation is typically one of the largest determinants of investment management fees at the portfolio level. Asset allocations that 
introduce alternative asset classes (Private Equity, Private Debt, Real Estate, Hedge Funds, etc.) will have higher levels of investment 
manager fees, because these asset classes or strategies have higher fee structures than traditional asset classes. In addition, asset class 
structuring can have a significant impact on fees. The use of active management versus passive management, as well as alternative 
strategies within traditional asset classes, will increase fees. When evaluating investment managers, staff places a significant emphasis 
on fees by negotiating for lower fees and analyzing that expected value or return is worth the expected cost. 

For calendar year 2024, management and incentive fees for the pension plan totaled $25.8 million with a fee ratio of 0.82% as 
compared to $23.0 million and 0.81% for 2023 and $21.5 million and 0.75% for 2022. Fund operating expenses were $6.7 million in 
2024 for a fee ratio of 0.21% as compared to $4.6 million and 0.16% in 2023 and $5.2 million and 0.18% for 2022. The health care trust 
management and incentive fees totaled $0.8 million with a fee ratio of 0.20% as compared to $0.8 million with a fee ratio of 0.23% 
in 2023 and $0.9 million with a fee ratio of 0.24% in 2022. Other investment-related costs (staff, consultants, custodian bank, 
investment legal, etc.) for the pension plan in 2024 were $2.1 million with a fee ratio of 0.07% as compared to $2.3 million and 0.08% 
in 2023 and $2.2 million and 0.08% in 2022. Other investment-related costs for the health care trust totaled $0.3 million with a fee 
ratio of 0.06% as compared to $0.3 million and 0.07% for 2023 and $0.3 million and 0.08% for 2022.  

 

 



Table 1 - Pension Average Asset Allocation for 2024   

 

 

Table 2 - Health Care Trust Average Asset Allocation for 2024 

 



Introduction 

The fees in this report represent management fees, incentive fees, fund operating expenses, and other investment-related costs that 
were incurred during the calendar year. These amounts may include fees that were accrued for the year, but not paid out. 

Management fees are fees charged by fund managers to invest and manage assets. Incentive fees are performance-based fees for 
exceeding a hurdle return and are only applicable to certain fund structures. It is important to note that incentive fees are a form of 
shared economics that are only paid if the manager has produced positive returns or exceeded a predetermined hurdle rate. In some 
situations, incentive fees can be negative, reflecting the complexity of fee agreements. Operating expenses include overhead related to 
managing a fund that are indirectly borne by investors, which may include professional, administration, research, tax, legal, custodial 
and audit expenses for a fund. Trading expenses such as broker commissions are excluded from this report. Other costs include salary 
and benefits compensation for investment staff (including a 50% allocation for the CEO), cost of consultants (general, alternative 
investment, risk), custodian, other third-party vendors utilized by the investment program, and investment staff travel. 

Though best efforts have been made to capture all material fees and expenses, this report may not include all indirect expenses and 
charges that may be paid to managers’ affiliates, consultants, or entities for services rendered to the managers, the funds or portfolio 
entities held by certain funds. Future iterations of this report will continue to grow in sophistication, benefiting from industry-wide 
initiatives to gain additional transparency, such as the increasing adoption of the Institutional Limited Partners Association (“ILPA”) 
fee reporting template. 

Data Sources 
Staff compiled this fee report using the best available information for each fund manager to develop a comprehensive view of fees. Fee 
amounts were reviewed for reasonableness and reconciled to fee schedules. Fees for all managers active at any point during the year 
are included in this report, including those that were initially funded or terminated mid-year. 

Fees for mutual funds, short term investment funds (Cash), and certain public markets commingled funds that deduct fees directly 
from the funds were calculated by multiplying each funds’ fee ratio by the funds’ average monthly balance for the year. The average 
balances were sourced from the Plan custodian bank, The Bank of New York. 



Fees for Private funds were gathered by asking managers to complete the ILPA fee reporting template. The ILPA template is intended 
to standardize and codify the presentation of fees, expenses, and carried interest information by fund managers to Limited Partners. 
The remaining manager fees were obtained by having the fund managers fill out a fee template designed by staff. 

Within the Other Costs section, consultants, custodian banks, and other vendor costs were sourced from fee invoices from the vendors. 
Investment staff salary and benefits were allocated to each of the four San Jose plans by pro-rating the total costs by the average balance 
of each plan. Similarly, legal costs incurred by Federated were allocated between the pension plan and health care trust by pro-rating 
the total costs by the average monthly balance of each plan. 

Total Portfolio Fee Summaries 
The tables in this report present fees by asset class and management type. Fees by management type are presented by segregating 
investments into four “fund type” categories: passive, active, hedged, and private. Passive strategies are intended to generate a return 
that emulates an index. Active strategies include investment managers that attempt to outperform an index on a long only basis. 
Hedged strategies generally seek to achieve an absolute return (“alpha”) regardless of market direction (“beta”) by employing various 
strategies including long and short positions. Private strategies utilize a diverse set of approaches to invest in illiquid assets, such as 
equity of privately held companies or real estate. 

Year-over-Year Comparisons 
The year-over-year comparison tables in this report present a time series of changes in average weights, fees, fee ratios, contribution 
to total plan fee ratios, and a year-over-year attribution. The year-over-year attribution uses the Brinson-Fachler methodology to 
decompose the change in contribution to total plan fee ratio into 1) impact due to weight changes, 2) impact due to management fee 
ratio changes, and 3) impact due to incentive fee ratio changes, and 4) impact due to fund operating expense ratio changes. 



California Government Code §7514.7 (AB 2833) 
Assembly Bill 2833 (“AB 2833”) was approved on September 14, 2016 adding Section 7514.7 to California Government Code. The 
addition to the Code requires California public investment funds to make annual disclosures of fees for alternative investment vehicles 
at a public meeting. 

Tables 15-19 of this report are intended to comply with the law. 

 

Note: Some values on the report may not sum due to rounding. 

  



Table 3 - Pension Fees by Asset Class and Management Type 

 

The table above illustrates that management, incentive, and operating expenses for the pension plan totaled $32.5 million for 2024 
which equated to a total plan fee ratio of 1.03%. The Private Markets and Market Neutral Strategies contributed the most to the total 
plan fee ratio at 0.57% and 0.20%, respectively.  

 

 

 



 

Table 4 - Pension Fees by Management Type 

 

For the total pension plan, Private management funds accounted for 0.57% of the total plan fee ratio and represented about 23.2% of 
average plan assets. Hedged strategies were the next largest contributor to the total plan fee ratio accounting for 0.23% of the total plan 
fee ratio and represented 4.2% of average plan assets. Passive and Active strategies accounted for 0.01% and 0.22% of the total plan fee 
ratio and represented 35.0% and 37.6% of plan assets, respectively.  

 

Table 5 – Pension Other Investment Costs 

 

Other investment costs for the pension plan equated to a total fee ratio of 0.07%. As previously discussed, other costs include salary 
and benefits compensation for investment staff, cost of consultants, custodian, third party vendors utilized by the investment program, 
and investment staff travel. 

  



Table 6 – Health Care Fees by Asset Class and Management Type 

 

The table above illustrates that management, incentive, and operating expenses for the health care trust totaled $0.9 million for 2024 
which equated to a total plan fee ratio of 0.21%. The Public Equity and Core Real Estate asset classes contributed the most to the total 
plan fee ratio, contributing 0.12% and 0.09% respectively.   

 

Table 7 - Health Care Fees by Management Type 

 
For the total health care trust, active management strategies accounted for 0.18% of the total plan fee ratio and represented 25.7% of 
average plan assets. Passive strategies accounted for 0.03% of the total plan fee ratio and represented 74.3% of plan assets.  

  



Table 8 - Health Care Other Investment Costs 

 
Other investment costs for the health care trust equated to a total fee ratio of 0.06%. 

Table 9 - Pension Year-over-Year Comparison by Asset Class and Management Type 

 

Note:  YoY attribution effects of fund types within assets classes may not sum to the asset class value 



Table 10 - Pension Year-over-Year Comparison by Management Type  

 

 

 Table 11 - Pension Year-over-Year Comparison of Other Costs 

 

 

 

 

 

 

 

 

 



Table 12 - Health Care Year-over-Year Comparison by Asset Class and Management Type 

 

Note:  YoY attribution effects of fund types within assets classes may not sum to the asset class value 

Table 13 - Health Care Year-over-Year Comparison by Management Type 

 

 

Table 14 - Health Care Year-over-Year Comparison of Other Costs 
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Analysis of Pension Year-over-Year Changes by Asset Class  
As presented in Table 9, the pension total plan fee ratio increased by about 5 bps from 0.97% in 2023 to 1.03% in 2024.  

The largest driver of the increase from an asset class perspective were Market Neutral Strategies (+7 bps contribution), partially offset 
by Core Real Estate (-2 bps).  

Analysis of Pension Year-over-Year Changes by Management Type and Other Costs 
As shown in the Table 10 YoY attribution section, benefits from changes in the incentive fee ratio (-2 bps) was incrementally offset by 
an increase in the management fee (+5 bps) and manager-related operating expenses (+6 bps). 

As displayed in Table 11, Other Costs decreased marginally from 2023 to 2024, decreasing by 1 bp from 8 bps to 7 bps. 

Analysis of Health Care Year-over-Year Changes by Asset Class, Management Type and 
Other Costs 
As seen in Tables 12 and 13, the Health Care total plan fee ratio decreased by 3 bps from 0.24% in 2023 to 0.21% in 2024 due to 
changes in management fee ratio (-3 bps).  

As displayed in Table 14, Other Costs decreased marginally from 2023 to 2024, decreasing by 1 bp from 7 bps to 6 bps. 
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Table 15 – California Government Code §7514.7 Disclosure, Private Equity/Venture Capital  

 
Source: Fund managers, Meketa Investment Group 

 

 

 

 

 

 

 

 

 



Table 16 – California Government Code §7514.7 Disclosure, Private Debt  

 
Source: Fund managers, Meketa Investment Group 

  



Table 17 – California Government Code §7514.7 Disclosure, Growth Real Estate/Core Real Estate 

 
Source: Fund managers, Meketa Investment Group 

 

 

 

 

 

 



Table 18 – California Government Code §7514.7 Disclosure, Private Real Assets 

 
Source: Fund managers, Meketa Investment Group 

Table 19 – California Government Code §7514.7 Disclosure, Hedge Funds 

 
Source: Fund managers, BNY, ORS 
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