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AGENDA 
 

BOARD OF RETIREMENT                            December 11, 2013 
832 12th Street, Suite 600 – Wesley W. Hall Board Room                2:00 p.m. 
Modesto, CA 95354  
 
The Board of Retirement welcomes you to its meetings, which are regularly held on the second Wednesday and the fourth 
Tuesday of each month.  Your interest is encouraged and appreciated. 
 
CONSENT ITEMS:  These matters include routine administrative actions and are identified under the Consent Items heading. 

 
PUBLIC COMMENT:   Matters under jurisdiction of the Board, may be addressed by the general public before or during the 

regular agenda.  However, California law prohibits the Board from taking action on any matter which is not on the posted 
agenda unless it is determined an emergency by the Board of Retirement.  Any member of the public wishing to address the 
Board during the “Public Comment,” period shall be permitted to be heard once up to three minutes.  Please complete a Public 
Comment Form and give it to the Chair of the Board.  Any person wishing to make a presentation to the Board must submit the 
presentation in written form, with copies furnished to all Board members.  Presentations are limited to three minutes. 
 
BOARD AGENDAS & MINUTES:  Board agendas, Minutes and copies of items to be considered by the Board of Retirement 

are customarily posted on the Internet by Friday afternoon preceding a meeting at the following website:  www.stancera.org.  
 
Materials related to an item on this Agenda submitted to the Board after distribution of the agenda packet are available for 
public inspection at StanCERA, 832 12th Street, Suite 600, Modesto, CA 95354, during normal business hours. 
 
AUDIO:  All Board of Retirement regular meetings are audio recorded.  Audio recordings of the meetings are available after 

the meetings at http://www.stancera.org/sections/aboutus/agendas. 
 
NOTICE REGARDING NON-ENGLISH SPEAKERS:  Board of Retirement meetings are conducted in English and translation 

to other languages is not provided.  Please make arrangements for an interpreter if necessary. 
 
REASONABLE ACCOMMODATIONS:  In compliance with the Americans with Disabilities Act, if you need special assistance 

to participate in this meeting, please contact the Board Secretary at (209) 525-6393.  Notification 72 hours prior to the meeting 
will enable StanCERA to make reasonable arrangements to ensure accessibility to this meeting. 

 
 
1.  Meeting Called to Order 
 

2.  Roll Call 
 

3.  Announcements 
 

4.  Public Comment 
 
5.  Consent Items 
 
   a. Approval of the November 26, 2013 Administrative/Investment Meeting Minutes  View 
    

http://www.stancera.org/sections/aboutus/agendas
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   b. Approval of Service Retirement(s) – Sections 31499.14, 31670, 31662.2 & 31810 
 

1. Allen, Kevin,CSA Effective 12/3/13 
2. Bank, Sebron , Sheriff Effective 12/28/13 
3. Bellmares, Olivia, Clerk Recorder, Effective 12/3/13 
4. Blueford, Carolyn, DA, Effective 12/31/13 
5. Hawks, Lenore, HSA, Effective 12/14/13 
6. Karlin, Cecilia, DCSS, Effective 12/21/13 
7. Love-Popp, Dorothy, CSA, Effective 12/14/13 
8. Mayotte, Stephen, Stanislaus County Fire, Effective 12/06/13 
9. Scoonover, Cynthia, HSA, Effective 12/28/13 
10. Teval, Charles, Library, Effective 12/14/13 

 
   c.  Approval of Deferred Retirement(s) – Section 31700 
 

1. Michael Corcel, Animal Services, Effective 11/19/2013 
2. Johanna Salvador, HSA, Effective 09/10/2013 
3. Jessica Tucker, BHRS, Effective 10/05/2013 
4. Donna Witt, Library, Effective 08/02/2013 
5. Aja Verburg, Public Works, Effective 11/30/2013 

 
6.  Strategic Investment Solutions (SIS), Inc. 
 
   a. Capital Market Expectations Review  View 

 
7.  Executive Director  
 
   a. Discussion and Action Regarding Recommendation for Custodian  
     Bank – Kathy Herman    View 

 
8.  Committee Reports and Recommendations for Action  
 
   STANDING COMMITTEES 
 
   a. Internal Governance Committee   
 

     i.  Discussion and Action to Approve the Revised StanCERA Bylaws  View   
 
     ii.  Discussion and Action to Approve the Compensation Assessment Policy  View   
 
9.  Closed Session 
 
   a. Discussion and Action Regarding Legal Review for the Inclusion of PRIMA Mortgage 
     Investment Trust Government Code Section 54956.81.  Roll call vote required.   View 
 
   b. Conference with Legal Counsel – Pending Litigation – One Case: 
     Stanislaus County Employees’ Retirement Association v. Buck Consultants, LLC,  
     Mediation Pursuant to Evidence Code Sections 1115, 1119, 1152 
     Government Code Section 54956.9(d)(4)    
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9.  Closed Session (Cont.) 
 
   c. Conference with Legal Counsel – Pending Litigation – One Case: 
     O’Neal et al v. Stanislaus County Employees’ Retirement Association 
     Stanislaus County Superior Court Case No. 648469 
     Government Code Section 54956.9(d)(1) 
 
   d. Conference with Legal Counsel – Pending Litigation – One Case: 
     Nasrawi et al v. Buck Consultants, LLC, et.al, Santa Clara County 
     Superior Court Case No. 1-11-CV202224; Court of Appeal, Sixth Appellate  
     District, Case No. H038894 
     Government Code Section 54956.9(d)(1)   
 
10.  Members’ Forum (Information and Future Agenda Requests Only) 

 
11.  Adjournment 















STANISLAUS COUNTY EMPLOYEES’ 
RETIREMENT ASSOCIATION 

ASSET ALLOCATION UPDATE 
DECEMBER 11, 2013 

333 Bush Street, Suite 2000 
San Francisco, CA 94104 
(415) 362-3484 

Paul S. Harte Nathan Pratt 
Sr. Vice President Consultant Analyst 



Asset Allocation Review 

Objective 

 Update target portfolio asset class expectations  

 Information only – no action 
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Summary of Updated Capital Market Projections 

EXPECTED  
RETURN  

DEC 2012 

EXPECTED  
STD DEV  

DEC 2012 

EXPECTED  
RETURN  

DEC 2013 

EXPECTED  
STD DEV  

DEC 2013 

US LARGE CAP EQUITY 8.0% 18.0% 7.6% 17.0% 

US SMALL CAP EQUITY 8.3% 21.0% 7.9% 19.5% 

INTL DEVELOPED EQUITY 8.0% 18.5% 7.8% 20.0% 

EM MARKET EQUITY 8.5% 27.5% 8.5% 32.0% 

US FIXED INCOME 2.8% 4.5% 2.9% 5.0% 

DIRECT LENDING 8.3% 10.0% 8.3% 10.0% 

REAL ESTATE 6.6% 18.5% 6.2% 18.0% 

INFRASTRUCTURE 7.1% 25.0% 6.7% 26.0% 

CASH 1.5% 1.0% 1.5% 1.0% 

CPI 2.4% 1.2% 2.3% 1.2% 
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Equities expected return generally lowered by -40 bps and Fixed Income generally 

raised by +10 bps.  Infrastructure lowered by -40 bps.  Inflation lowered by -10 bps. 



Correlation Matrix 

Asset R1000 R2000 BCAGG INTLEQ EM EQ 
INTL 
BOND 

REAL 
EST 

PRIV 
EQTY 

HEDG 
FND 

HIGH 
YLD 

EM 
DEBT TIPS CMMD 

BANK 
LOANS INFRAS 

REAL 
ENEP 

IILB 
HDG CASH CPI TBILLS T10YR 

R1000 1.00 

R2000 0.86 1.00                                       

BCAGG 0.15 0.06 1.00 

INTLEQ 0.77 0.72 0.05 1.00                                   

EMMKT 0.57 0.65 -0.08 0.71 1.00 

INTLBOND 0.09 0.00 0.49 0.35 0.14 1.00                               

REALEST 0.64 0.71 0.16 0.56 0.50 0.00 1.00 

PRIVEQTY 0.73 0.68 -0.07 0.55 0.53 0.01 0.32 1.00                           

HEDGFND 0.58 0.50 0.28 0.67 0.50 0.26 0.38 0.38 1.00 

HIGHYLD 0.69 0.73 0.34 0.60 0.59 0.28 0.70 0.53 0.33 1.00                       

EMDEBT 0.48 0.48 0.39 0.42 0.55 0.17 0.42 0.36 0.60 0.49 1.00 

TIPS 0.10 0.05 0.66 0.04 0.09 0.44 0.27 -0.07 0.25 0.31 0.43 1.00                   

COMMOD 0.27 0.28 -0.06 0.30 0.38 0.11 0.28 0.17 0.46 0.10 0.44 0.41 1.00 

BANK LOANS 0.66 0.64 0.12 0.62 0.59 0.09 0.69 0.42 0.46 0.80 0.39 0.24 0.26 1.00               

INFRASTT 0.51 0.53 0.42 0.49 0.44 0.21 0.64 0.19 0.59 0.61 0.50 0.36 0.24 0.59 1.00 

REALENEP 0.56 0.56 0.08 0.68 0.65 0.17 0.53 0.30 0.57 0.40 0.47 0.26 0.63 0.46 0.53 1.00           

IILBHDG 0.45 0.28 0.59 0.43 0.15 0.47 0.26 0.26 0.39 0.41 0.31 0.52 0.15 0.33 0.18 0.28 1.00 

CASH 0.14 0.10 0.34 0.09 0.01 0.10 -0.16 0.03 0.61 -0.17 0.25 0.05 0.19 -0.08 0.34 0.08 0.11 1.00       

CPI 0.11 0.10 -0.03 0.13 0.23 0.05 0.10 0.01 0.37 0.04 0.23 0.25 0.61 0.12 0.26 0.44 0.02 0.38 1.00 

TBILLS 0.06 0.00 0.12 0.06 0.04 0.06 -0.03 0.01 0.29 -0.05 0.16 0.10 0.20 -0.02 0.18 0.13 0.07 0.28 0.50 1.00   

T10YR -0.05 -0.10 0.41 -0.08 -0.21 0.21 -0.08 -0.11 0.05 -0.08 0.07 0.23 -0.13 -0.15 0.05 -0.09 0.27 0.10 -0.21 0.03 1.00 
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StanCERA Revised Portfolio Expectations 

Dec 2012  Dec 2012 Dec 2013  Dec 2013 

  Current New Policy   Current New Policy 

Asset      Mix Mix      Mix Mix 

--------------      ---      ---      ---      --- 

US Lrg Cap 33.10% 30.50% 33.40% 30.50% 

US Sml Cap 8.30% 7.70% 8.50% 7.70% 

US Fixed 37.10% 29.80% 35.60% 29.80% 

Intl Stock 15.00% 13.50% 14.00% 13.50% 

EM Stock 5.00% 4.50% 5.00% 4.50% 

Real Est 1.50% 3.50% 1.50% 3.50% 

Dir Lend 0.00% 7.50% 2.00% 7.50% 

Infrastructure 0.00% 3.00% 0.00% 3.00% 

--------------      ---      ---      ---      --- 

Totals 100.00% 100.00% 100.00% 100.00% 

Exp. Return (Gm Mean) 6.63% 7.00% 6.57% 6.86% 

Std Dev 11.30% 11.65% 11.15% 11.49% 

SIS Infl 2.40% 2.40% 2.30% 2.30% 

SIS Real 4.23% 4.60% 4.27% 4.56% 
Actuary Inflation Rate 3.25% 

SIS Real + Actuary Infl. 7.81% 

Actuary Assumed Rate 7.75% 
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For the Board of Retirement meeting 
Held on December 11, 2013 

TO:  Board of Retirement  

FROM: Kathy Herman, Operations Manager 

I. SUBJECT: Global Custody RFP 

II. ITEM TYPE:  Discussion and Action

III. STAFF RECOMMENDATION: Staff recommends that the Board switch to Northern Trust
for Global Custody and Securities Lending Services for a five-year period commencing on
April 1, 2014.

IV. ANALYSIS:    On August 15, 2013 staff issued a Request for Proposals (RFP) for Global
Custody and Securities Lending Services.  Four responses were received on October 4, 2013,
from Northern Trust (NT), Wells Fargo (WF), State Street (SS) and the Bank of New York
Mellon (BNYM).

Evaluation Process:  A five member evaluation team consisting of one Board of Retirement
Trustee with extensive background in custody transition; a representative from Strategic
Investment Solutions (SIS), StanCERA’s investment consultant; the Operations Manager, the
Retirement Accountant and the Executive Director began the review process on October 7,
2013.  

1. As a result of the initial analysis, the evaluation team determined that all four vendors are
considered Top Tier Banks and meet the criteria to be included in the evaluation process.

2. Further analysis based on the extensive criteria list noted on Attachment 1 was completed
and the evaluation team recognized that all four banks met StanCERA’s requirements for
selection.

3. To ensure that StanCERA had the best and final fee proposals to analyze, each bank was
provided with the June 30, 2013 listing of StanCERA’s accounts, assets, non-U.S.
transactions and securities lending holdings.  The estimated proposed fees as analyzed by
the evaluation team are listed below.

Since StanCERA staff is more than satisfied with the quality of services provided by the 
Bank of New York Mellon and only Northern Trust proposed lower fees, the evaluation team 
narrowed its focus. 

STANISLAUS COUNTY 
EMPLOYEES’ RETIREMENT ASSOCIATION 
832 12th Street, Suite 600 
Modesto, CA 95354 
P.O. Box 3150  Modesto, CA 95353-3150 
 

Phone (209) 525-6393 
Fax (209) 558-4976 
www.stancera.org 

  e-mail: retirement@stancera.org 

12/11/13
Item#7.a
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Due Diligence for Northern Trust and the Bank of New York Mellon 
As part of the RFP process the financial statements in Attachment 2 were summarized and 
considered,  and key issues that were of major concern to the Board are referenced in 
Attachment 3.  In addition the following steps were performed as part of the due diligence 
process. 

1. References were contacted and interviewed.

2. A phone survey of 37 Act Administrators regarding client relations and various banking
services was conducted.

3. An email and phone survey was conducted with StanCERA’s investment managers.

4. StanCERA staff traveled to San Joaquin CERA in order to carefully compare the
reporting systems.

5. StanCERA staff conducted an intensive interview with the Fresno CERA regarding their
recent custodial bank transition to Northern Trust.

6. Three members of the evaluation team traveled to Chicago, IL to meet with
representatives from Northern Trust to review their responses to the RFP, meet the team
that would be working with StanCERA and evaluate their facilities.

7. Since the Due Diligence Committee did an onsite visit with the Bank of New York
Mellon in July 2013 and met their team at that time, a conference call was conducted to
complete the interview process and review RFP responses.

Customer Service:  StanCERA has consistently had a good working relationship with the 
Bank of New York Mellon. Their team continues to respond quickly and to assist StanCERA 
in all aspects of custodial banking and securities lending.  This level of customer service was 
confirmed by both investment managers and other 37 Act systems.    

Northern Trust stressed that they are “organized around clients”. They explained that because 
they are not boxed in to processing units they are able to quickly resolve issues. The 
prospective Relationship Manager for this account expressed that customer satisfaction is a 
major component of Northern Trust’s management philosophy.  This philosophy was 
confirmed by everyone we reached out to, including our fellow 1937 Act systems. 

Transition:   If this Board recommends a move to Northern Trust a major transition would 
follow.  The custody bank transition is managed by a dedicated team of professionals, who 
specialize in this process at the incoming bank.   The assigned Relationship Manager would 
be the primary point of contact. The bank’s process is estimated to be completed in 48-60 
business days beginning with preparation one month prior to the effective transition date and 
following up on any issues 45-60 days later.  It will take a complete accounting cycle, 
including the audit process to finalize the transition. Given the timing of this decision, if the 
Board elects to change banks, the transition will begin once contracts are in place.   

All 37 Act Systems surveyed spoke highly of the services provided by their new custodial 
banks, but due to the workload and learning curve associated with a bank transition, they 
would not recommend a change unless there was a very compelling reason.  Fresno CERA 
had recently completed a transition to Northern Trust from State Street and even though both 
banks were very cooperative, it was “much more labor intensive than they had anticipated.”   
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ANALYSIS CONTINUED 

 Stay with BNYM Switch to NT 

References Excellent references; StanCERA has 
maintained a custodial relationship for over 
60 years in one form or another with BNYM.   
 

Excellent references; All systems surveyed spoke 
highly of Northern Trust. 

Relationships Staff has developed valuable professional 
relationships and efficiencies in the process.   
 

It will take time for staff to build new relationships, 
which could cause a temporary loss of efficiency 

Training StanCERA staff is very familiar with the 
reporting platforms at BNYM 

StanCERA staff will require training for new 
systems and reporting structures.  

Costs 35.2% savings in fees 44.3% savings in fees – offset in the 1st year by 
transition costs and Sec Lending payoff.  

Securities 
Lending 

$450,000 Sec Lending account deficit due to 
Lehman bankruptcy still exists and is being 
paid down with earnings from the Securities 
Lending Portfolio. 

$13,000 lost in potential savings due to Sec 
Lending deficit payoff.  

Transition N/A $30,000 estimated transition costs due to 
increased workload and staffing. 
 
$10,000 De-Conversion processing fee paid to 
BNYM 

 
Whether or not this Board chooses to switch Custodial banks, completing this RFP process 
and negotiating a new agreement will allow StanCERA to recognize $1.2 to $1.5 million, in 
fee savings over the next five years. 

V. RISK:  No measurable risk was identified.  
 

VI. STRATEGIC PLAN: Strategic Objective #4: Refine StanCERA’s business and policy 
practices in ways that enhance stakeholder awareness, the delivery of member services and 
the ability of the Organization to administer the System effectively and efficiently. 
 

VII. ADMINISTRATIVE BUDGET IMPACT:  If the Board elects to change banks, 
approximately $30,000 is estimated in staffing costs due to back filling current staff through 
the process.  

 
California Government Code Section 31596.1 states; the compensation of any bank or trust 
company performing custodial services shall be borne solely by the system and shall be 
considered a reduction in earnings and shall not be considered a cost of administration of the 
retirement system.  The de-conversion and potential securities lending cost of $23,000 is not 
included in the administrative budget.  

 
______________________________________            _______________________________________ 
Rick Santos, Executive Director       Kathy Herman, Operations Manager 
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Attachment 1 
Bank Evaluation Criteria 

o Firm \ Staff \ Administration

 Experience, Rating, Insurance Scale, Location, Clients, Gains and Losses
Importance of Custody to the business Organization of Client Service Experience
of Client Service Team Total Staff, Distribution by Function and Turnover
Investment Manager Support, Oversight, Audit

o Custody \ Transactions \ Accounting

 Accounting & Reporting, General Ledger Loading Trade & Dividends Settlement
\ Posting Domestic and International Trades Management Commingled Funds
Data "Look-through" Cash Management Non-custodied Assets Accounting, Sub-
Custody Class Action Tracking & Crediting \ Proxy Voting Data Retention \
Access post termination Transitions and Conversions Team and Process Trading
Staff \ Locations \ Capabilities

o Reporting \ Systems \ Capacity \ Security

 Online User Tools \ Reporting \ Analysis Security Pricing Systems \ Service
Subscriptions Systems Security \ Capacity \ Age of Systems Ownership \
Redundancy \ Disaster Recovery Internal Audit \ Level of Oversight

o Securities Lending
 Volume \ Borrowers Network Coordination with Investment Managers Borrower

Creditworthiness \ Quality of Collateral Indemnification on Fails and Defaults
Revenue & Splits

o References
 Satisfaction with Overall Service

o Fees
 Master Trust & Custody Proposed Securities Lending Split Securities Lending

and Reporting
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FINANCIAL STATEMENT ANALYSIS
Northern Trust BNY Mellon

Return on avg Common Equity 9.34 7.1
Return on avg Assets 0.74 0.77
Dividend Payout Ratio 42.0 26.0
Tier 1 Capital to Assets 12.8 15.0
Total Capital to Assets 14.3 16.3
Tier 1 Leverage Ratio 8.2 5.3
        (BNYM required 5% minimum)
Avg Equity to Assets 7.9 11.0

($ In Millions)
Total Assets 97,464               358,990 
      Cash & CE 30,176               138,747 
      Securities 60,538               101,008 
Total Liabilities 89,937               321,548 
Stockholders Equity 7,527 36,431 
Debt to Equity 11.95 8.83 

CS Outstanding 238,914,988       1,254,182,209 
CS Authorized 560,000,000       3,500,000,000 
EPS Basic 2.82 2.04 
EPS Diluted 2.81 2.03 

Contingent Legal Proceedings Sec Lending Sentinel bankruptcy
Corp Stock Lehman losses
Insider Trading Madoff liquidation
Visa Indemnify Medical Cap litigation

Fx standing instructions
Intercreditor agreement
Tax Court
BofA as petitioiner

Attachment 2
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Attachment 3 
Securities Lending – Lehman Brothers Bankruptcy 

In 2008, StanCERA held approximately $5,000,000 in Lehman Brothers securities as collateral for securities on 
loan through our Securities Lending Program.  In the RFP, staff asked the banks how they specifically dealt with 
the Lehman Brothers crisis as it related to Securities Lending.  The following is a short summary of their 
responses: 

Northern Trust (NT) 

In the weeks leading up to the bankruptcy, NT began reducing Lehman credit lines and asked and received 
additional collateral from Lehman Brothers itself.  After Lehman filed for bankruptcy in September 2008, NT 
declared Lehman in default and began making collateral available to compensate clients that had loans 
outstanding.  Shortly thereafter, NT began liquidating all collateral and repurchasing outstanding securities and 
crediting client accounts.  Within 2 days of the bankruptcy, NT had successfully recalled 77% of the value of 
securities on loan.  Eventually, NT was able to purchase over 95% of the value of clients’ securities on loan and 
replaced them in client accounts. 

Bank of New York Mellon (BNYM) 

To help clients in the time of economic uncertainty, BNYM took the following steps: 
• The supervision of all money market and cash management activities was consolidated under BNYM

Cash Investment Strategies 
• Increased frequency of client collateral reinvestment reports from monthly to daily
• Maintained liquidity by enacting in-kind redemptions
• Restructured existing collateral pools and developed new pooled reinvestment options free of legacy

assets
• Enhanced risk management structures that featured enterprise-wide oversight
• Maintained client service excellence through proactive discussions with clients and delivery of

information about events and subsequent options

Staff Note: In the weeks prior to the Lehman Brothers bankruptcy BNYM contacted StanCERA to discuss the 
decline in value of the securities held. Several telephone conferences were held and monthly accounting was 
provided. Upon the bankruptcy the securities were not liquidated and per the terms of the lending agreement the 
risk of the loss on investments is borne by the lenders. Also per the agreement, BNYM absorbed 30% of the 
Lehman loss.  BNYM stepped in and provided support to all lending clients who were holders of Lehman. They 
provided the option to their clients to use future securities lending income to reduce the collateral insufficiency. 
This avoided the need to cover the collateral insufficiency in one lump sum. 

Foreign Exchange Transactions (FOREX) 

Beginning in 2009, several banks had lawsuits brought against them regarding questionable practices involving 
the pricing of foreign currency transactions for clients. Essentially, those banks were accused of executing trades 
at various times of the day that had favorable price points, however, charging clients transaction costs based on 
trading at different, unfavorable times of the day.  Bank of New York Mellon was one of those banks.  Some of 
the lawsuits initiated against BNYM have subsequently been dropped, however, there are some still ongoing that 
have yet to be resolved.   

Northern Trust was one of those banks not accused of improper foreign currency transaction pricing.  When staff 
visited NT on its diligence trip, staff specifically asked how NT was able to avoid the same issues that some of the 
other banks had faced.   NT claims that they have always had transparent reporting processes regarding foreign 
exchange transactions.  NT always reports out to clients immediately the price and time of day that the foreign 
currency transactions were made, thus avoiding any ambiguity regarding costs.  With this information, the client 
was/is always able to verify transaction costs relative to the “best execution” price each day. 
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For the Internal Governance Committee 
December 11, 2013 

TO:  Internal Governance Committee/Board of Retirement 

FROM: Dawn Lea, Benefits Manager 

I. SUBJECT: Compensation Assessment Policy 

II. ITEM TYPE:  Discussion and Action

III. STAFF RECOMMENDATION: Recommend to the full Board of Retirement acceptance of
the Compensation Assessment Policy

IV. ANALYSIS:   In January 2013, AB 340 and AB 197 (Public Employees’ Pension Reform
Act) was chaptered into law.  These new statutes set the standard for pension formulas for
new employees hired after December 31, 2012 and also included various aspects of pension
administration and reform for existing employees hired prior to January 1, 2013.

Part of AB 340 added section 31542 to the Government Code.  An excerpt from that section
follows:

“The Board shall establish a procedure for assessing and determining whether an 
element of compensation was paid to enhance a member’s retirement benefit.” 

This item is in response to that mandate.  Attachment 1 lays out StanCERA’s proposed
Compensation Assessment Policy.  Staff’s intent in drafting this policy was not to get locked 
into a quantification of what may and may not be considered pension spiking. Staff realized 
that there may be unique underlying circumstances in each case that could go beyond a naive 
formulaic approach to determine whether spiking is present. 

As such, the policy treats each determination on a case-by-case basis and relies on the 
following four principles to guide its decision: 

1. Inconsistent use of special pay elements at or near the end of one’s career

2. That frequency of the use of the elements over time appear to be random

3. Whether pay increases achieved at the end of one’s career are typically normal for
those job classifications

4. Whether those special pay elements were accumulated through work done on a
voluntary basis or whether the work was employer directed

STANISLAUS COUNTY 
EMPLOYEES’ RETIREMENT ASSOCIATION 
832 12th Street, Suite 600 
Modesto, CA 95354 
P.O. Box 3150  Modesto, CA 95353-3150 
 

Phone (209) 525-6393 
Fax (209) 558-4976 
www.stancera.org 
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V. RISK:  None 

VI. STRATEGIC PLAN:  Refine StanCERA’s business and policy practices in ways that
enhance stakeholder awareness, the delivery of member services and the ability of the
Organization to administer the System effectively and efficiently.

VII. ADMINISTRATIVE BUDGET IMPACT:  Nominal increase in staff time required to
monitor the new policy

______________________________________ 
Dawn Lea, Benefits Manager 

______________________________________ 
Rick Santos, Executive Director 



Stanislaus County Employees’ 
Retirement Association

COMPENSATION ASSESSMENT POLICY
December 11, 2013 



Stanislaus County Employees’ Retirement Association Compensation Assessment Policy 

Purpose 

The purpose of this policy is to establish fair and impartial guidelines to be used in 
determining if an element of compensation was paid during a member’s highest final 
average salary period to enhance a member’s retirement benefit. 

Authority 

Government code §31542 states that the Board of Retirement (Board) shall establish a 
procedure for assessing and determining whether an element of compensation was 
paid to enhance a member’s retirement benefit.   

Procedure 

Upon application for retirement, StanCERA staff will perform a preliminary review of the 
member’s final average salary period to determine if it includes elements of pay that 
could be used to enhance a member’s retirement benefit. 

If initially, the final average salary period appears higher than other similar periods of 
time, StanCERA staff will analyze the cause of the increase.  StanCERA staff will rely 
on the following four principles to guide its decision: 

• Inconsistent use of special pay elements at or near the end of one’s career
• That frequency of the use of the elements over time appear to be random
• Whether pay increases achieved at the end of one’s career are typically normal

for those job classifications
• Whether those special pay elements were accumulated through work done on a

voluntary basis or whether the work was employer directed

StanCERA acknowledges that there may be valid reasons for pay increases at the end 
of one’s career.  As a result, StanCERA will look at each situation on a case by case 
basis and consider all relevant facts.     

As one example of the process, if the increase appears to be caused by the inclusion of 
specific elements of compensation, such as on call pay, shift differential, etc., a report of 
those specific elements of compensation will be used to compare the frequency of those 
elements of compensation during the final average salary period against other similar 
periods of time. 

If the analysis indicates that specific elements of compensation have been routinely 
paid to the member during the review period at or near the same frequency as seen 
during the final average salary period, the final average salary will be used to determine 
the member’s retirement benefits. 

If the analysis indicates that an element of compensation was paid to enhance a 
member’s retirement benefit, the member or the employer will be given the opportunity 

2 



Stanislaus County Employees’ Retirement Association Compensation Assessment Policy 

to present StanCERA evidence that the compensation was not paid for the purpose of 
enhancing the member’s retirement benefit.  The Executive Director will evaluate all 
evidence provided, and if in the opinion of the Executive Director, it still appears that an 
element of compensation was paid to enhance a member’s benefit, he/she will deny the 
use of the elements in calculating the member’s final average salary.  If the member 
disagrees with the decision of the Executive Director, the member may request that the 
item be placed on the agenda of a future Administrative Board meeting for discussion 
and action by the Board of Retirement.   

If the Board finds that the final average salary does not contain elements of 
compensation that were paid to enhance a member’s benefit, the final average salary 
will be used to determine the member’s retirement benefit. 

If the Board finds that the final average salary contains elements of compensation that 
were paid to enhance a member’s retirement benefit, those elements of compensation 
will not be allowed in the final average salary calculation and will not be used to 
determine the member’s retirement benefit. 

Upon final determination by the Board, that compensation was paid to enhance a 
member’s retirement benefit, the Board shall provide notice of that determination to the 
member and employer.  The member or employer may obtain judicial review of the 
Board’s action by filing a petition for writ of mandate within 30 days of the mailing of that 
notice. 

If any element(s) of pay, during the final average salary period, are still being evaluated 
at the time that the member’s application would normally be processed for inclusion 
onto the retiree  payroll, StanCERA will process the application, excluding the 
element(s) of pay in question, to avoid delay in the member receiving their first benefit 
payment.  If, upon completion of the evaluation, it is determined that the element(s) of 
pay should have been included in the final average salary, StanCERA will recalculate 
the final average salary, including the additional element(s) of pay.  The new benefit 
amount will begin with the next payroll process after the determination has been made 
and the retiree will receive a retro-active payment of the difference. 

POLICY APPROVAL DATE: December 11, 2013 

3 
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Prima Mortgage Investment Trust, LLC 

__________________, 2013 

Stanislaus County Employees’ Retirement Association 
832 12th Street, Suite 600 
Modesto, CA 95353-3150  
Attn:  Rick Santos, StanCERA Executive Director 

Re: Prima Mortgage Investment Trust, LLC 

Ladies and Gentlemen: 

This letter agreement (“Side Letter”) is written in connection with an investment by Stanislaus
County Employees’ Retirement Association (“Investor”) in Prima Mortgage Investment Trust,
LLC, a Delaware limited liability company (the “Fund”), pursuant to the Third Amended and
Restated Limited Liability Company Agreement of the Fund, dated as of June 17, 2011, as 
amended from time to time (the “LLC Agreement”), and the Subscription Agreement (the
“Subscription Agreement”) between the Investor and the Fund. Capitalized terms used herein
and not otherwise defined shall have the meaning given to them in the LLC Agreement. 

1. Most Favored Nation.  Neither the Board of Directors of the Fund, Prima Capital
Advisors LLC (the “Advisor”), nor the Fund (collectively, the “Fund Parties”) has
entered into any side letter or similar agreement with any investor in the Fund in
connection with the admission of such investor to the Fund or otherwise
(collectively, an “Other Side Letter”), on or prior to the date hereof, except as
disclosed to Investor in writing on or prior to the date hereof.  Investor will be
given copies of any Other Side Letter entered into after the date hereof.  If any
one or more of the Fund Parties enter into an Other Side Letter with an existing
or future investor in the Fund that has the effect of establishing rights or
otherwise benefiting such investor in a manner more favorable in any respect to
such investor (collectively, the “Additional Rights”) than the rights and benefits
established in favor of Investor by the LLC Agreement, the Subscription
Agreement, this Side Letter, the Second Amended and Restated Investment
Advisory and Management Agreement (the “IAMA”) or any other document,
instrument or agreement related to Investor’s interest in the Fund (collectively the
“Operative Documents”), then Investor shall promptly be given a copy of such
Other Side Letter and shall automatically receive all of such rights and benefits in
addition to the rights and benefits granted to Investor herein unless Investor
elects otherwise by written notice to the Fund delivered within thirty (30) days of
receipt by Investor of copies of such Other Side Letter.

2. Investment Restrictions.  Investor shall receive advance written notice from the
Board of Directors of any decision by the Board of Directors or Advisor to (a)
approve any investment outside the United States, (b) cause the Fund to invest
in a publicly traded security, or (c) invest more than 30% of the Fund’s assets in
REIT Fixed Income instruments.

12/11/13
Item# 9.a
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3. Reserves.  Reserves to be maintained by the Fund Parties in accordance with
the LLC Agreement or otherwise shall not exceed 10% of the aggregate cash
available for distribution. Upon establishing any such reserve, the Fund Parties
shall provide quarterly reports to the Investor containing updates regarding the
status of matters for which such reserves are being maintained.

4. Conflict of Interest; Allocation of Opportunities.  The Board of Directors hereby
agrees that it shall utilize its best efforts to avoid all conflicts of interest in the
performance of services for the Fund.  Any and all decisions that the Board of
Directors is authorized to make under the LLC Agreement in its discretion or
according to similar standards shall be made in all instances taking into full
account the Board of Directors’ fiduciary duties to the Members under the LLC
Agreement and applicable law.  The Board of Directors and Advisor shall
address all conflicts of interest and the appearance thereof in the performance of
services for the Fund in a manner consistent with their respective fiduciary
duties.  Upon Investor’s reasonable request, the Advisor shall provide Investor
with reports detailing the manner in which investment opportunities arising in the
period covered thereby were allocated between the Fund and any other funds
managed by the Advisor, the members of the Board of Directors and/or their
Affiliates (collectively, “Related Parties”), and all of their other clients (together
with the Related Parties, “Conflict Parties”).  Whenever a Related Party
engages in a transaction in a Fund investment directly or indirectly for the benefit
of any Conflict Parties, the Advisor will allocate such opportunity among the Fund
and any such Conflict Parties subject to, and in accordance with, the Advisor’s
Investment Allocation Policy and Procedures attached hereto (the “Allocation
Policy”).  Investor shall receive quarterly reports detailing the manner in which
investment opportunities arising in the period covered thereby were allocated
between the Fund and any Conflict Party.  Any allocation of any such investment
opportunity among the Fund and any Conflict Party that the Advisor does not
intend to allocate in accordance with the Allocation Policy, and any amendments
to the Allocation Policy, shall be submitted in advance to the Advisory Board for
approval, or if there is no Advisory Board, to the Members. Investor shall receive
copies of any amendment to the Allocation Policy, regardless of its materiality,
promptly after such amendment is made.

5. Parallel Funds. The Board of Directors shall provide Investor advance written
notice of the formation of any parallel funds or alternative investment vehicles. All
transactions with respect to a given investment by the Fund, any parallel fund(s)
and/or alternative investment vehicle(s) generally shall be made at the same time
and on the same terms, provided, however that there may be differences due to
differences in the tax, regulatory or similar circumstances of such parties.

6. Conversion.  Investor shall receive prior written notice of any decision by the
Board of Directors to convert the Fund into a “master-feeder” structure.  No such
conversion shall occur unless (a) the Fund is required to invest all or substantially
all of its capital directly in the master fund, (b) all organizational and operational
provisions of the master fund documents mirror the Operative Documents, (c)
investors in the feeder fund have oversight and approval rights at the master fund
level that mirror their existing rights at the Fund level (as modified by this Side
Letter), and (d) any and all fees and carry with respect to the “master-feeder”
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structure are not increased and are otherwise no different than as provided under 
the LLC Agreement in effect as of the date of this Side Letter. 

7. Transactions With Portfolio Investments.  The Board of Directors shall
immediately notify Investor in writing of any transaction between the Fund, on the
one hand, and any portfolio investment, on the other hand.  Such notice shall
include a description of the material terms of any such transaction(s), any fees
charged in connection with such transaction, and a certification that such
transaction is being entered into in good faith, at arms length and at rates that do
not exceed those that might otherwise be available to the Fund on the open
market.

8. Fees and Expenses.

(a) The Operative Documents set forth all fees and compensation 
which the Board of Directors, the Advisor and their Affiliates are entitled to 
receive in connection with their services to the Fund, and the basis for 
reimbursement of all expenses incurred by the Board of Directors, the Advisor 
and any of its Affiliates.  In addition, the Operative Documents disclose the terms 
on which the Board of Directors or Advisor may perform, or may retain any 
Affiliate to perform, additional services for the Fund.  Any third party contracted 
by the Fund or the Fund Parties for the purpose of providing services to or for the 
benefit of the Fund shall be selected with reasonable care.   

(b) The Board of Directors shall provide Investor prompt written notice 
of any agreement by the Board of Directors, Advisor or any of their Affiliates to (i) 
waive any fees, or (ii) charge different fees in connection with the management of 
Fund assets, as well as the effect such waiver or modification has on the amount 
of the Management Fee payable by Investor. The Investor shall receive prompt 
written notice of any duplicate fees or expenses paid by the Fund to the Board of 
Directors, the Advisor and/or their Affiliates, as a result of the Board of Directors 
or the Advisor’s relationship with their Affiliates.   

(c) The Advisor shall provide Investor with an annual budget for 
expenses covered by the fees described in the IAMA. 

(d) The Advisor shall provide Investor with a report of all fees earned 
by the Advisor from third parties. 

9. Distributions.  Notwithstanding anything to the contrary in Section 4.2 of the LLC
Agreement, distributions shall be made to Investor no less frequently than
quarterly.
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10. Additional Fund Formation Activities.  The Fund Parties will not commence any
structuring or fundraising efforts without approval from the Advisory Board, or if
there is no Advisory Board, advance written notice to and approval from a
majority-in-interest of the Members. Additionally, the Fund Parties shall provide
the Investor with advance written notice of any structuring or fund-raising efforts
by a Fund Party or their Affiliates for any non-Fund related investment vehicle
before the expiration of the Term, as well as such investment vehicle’s strategy.

11. Other Activities. The Fund Parties will not engage in other investment and
financial activities competitive with the Fund during the Investment Period.
Investor shall receive advance written notice of any investment and financial
activities by any of the Fund Parties that are competitive with the Fund. In the
event of a notice pursuant to this paragraph, Investor shall have the right to
redeem its interest in the Fund immediately, without restriction or penalty.

12. Changes to Investment Staff. Investor shall be provided with immediate notice of
any changes to the investment staff, including the Chief Financial Officer, of the
Advisor. In addition, in the event that the Investor receives notice that a principal
of the Advisor has ceased to devote a substantial portion of his or her business
time to the Fund, Investor shall have the right to redeem its interest in the Fund
immediately, without restriction or penalty.

13. Co-Investments; Pooled Investment Vehicles

(a) Co-Investments.  With respect to all co-investment opportunities 
made available to others by any Fund Party, Investor shall be provided with 
advance written notice thereof including a description of the terms relating 
thereto, and a right of participation (on a pro rata basis) in such opportunity on 
the same terms and conditions as offered to others. 

(b) Pooled Investment Vehicles.  The Advisor agrees that the Fund 
will not acquire any securities of or interest in any pooled investment vehicles, on 
a temporary basis or otherwise.   

14. Ownership of the Advisor. The Advisor hereby confirms that Gregory A. White
and Stephen K. Copulsky own at least 80% of the voting and economics of the
Advisor.

15. Advisor Investment. The Advisor shall make any investments in the investments
of the Fund solely through the Fund. Transfers disclosed to the Members
pursuant to Section 10.4(c)(iv) of the LLC Agreement shall require approval from
a majority-in-interest of the Members. If a transfer described in Section 10.4(c)(iv)
is made without such approval, Investor shall have the right to redeem its interest
in the Fund immediately, without restriction or penalty.

16. Liquidation. The Board of Directors agrees that, following a dissolution of the
Fund, the Fund’s liquidation shall be completed no later than twelve (12) months
following the date of the Fund’s dissolution.

17. Redemption Payments.  Any Redemption Amount due to Investor pursuant to
Section 8.13 of the LLC Agreement shall be paid to Investor no later than ___
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days after Investor's redemption request. In the event that the Redemption Price 
is to be paid to the Investor in installments, such installments shall be paid to 
Investor within ___ days of the Fund receiving the applicable sale proceeds and 
interest shall accrue on such installments at a rate of ___%. Investor shall have 
the right to request and receive in-kind payment of the Redemption Amount 
within forty-eight (48) hours of such request. The Redemption Amount paid to 
Investor shall not be subject to any fees or withholding for reserves.  

18. Suspensions.  Investor's right to redeem its interest in the Fund shall not be
suspended unless such suspension is due to an event outside of the control of
the Advisor (such as a market break-down or lack of sufficient valuation
information), such event is continuing and the Advisor notifies the Investor of
such suspension immediately, specifying in detail the reason for suspension and
the anticipated length of suspension. In the event that Investor's right to redeem
is suspended due to illiquidity of the Fund's assets, such suspension shall be
capped to twenty percent (20%) of the amounts requested by Investor to be
redeemed. The Advisor will exercise its best efforts to eliminate any event or
circumstance requiring suspension of Investor's redemption rights within sixty
(60) days of occurrence. In no event shall Investor's right to redeem its interest in
the Fund be suspended for more than ninety (90) days in the aggregate. In the
event of any suspension, securities equal in value to the amount Investor has
asked to redeem will be deposited by the Fund into a separate liquidation
account on Investor's behalf, with the proceeds therefrom to be distributed to
Investor in cash as such securities are liquidated following the termination of any
suspension. Any and all expenses in connection with such liquidation account will
be paid by the Fund.

19. Notice of Breach. The Board of Directors shall provide Investor with immediate
written notice of (i) any breach of the LLC Agreement by a member of the Board
of Directors or (ii) any breach of the IAMA by the Advisor.

20. Termination For Cause. The Board of Directors hereby confirms that the Fund
may be dissolved upon the written consent of at least a majority-in-interest of the
Members in connection with a breach of the LLC Agreement or for cause.

21. Removal of Directors. Notwithstanding Section 5.12 of the LLC Agreement, the
Board of Directors hereby confirms that a director may be removed without cause
upon the written consent of sixty-six and two-thirds-in-interest (66 2/3%) of the
Members.

22. No Mandatory Redemption. The Board of Directors agrees that the Investor shall
not be required to redeem its interest except for material violations of law. In such
case, the Board of Directors shall provide Investor with at least thirty (30) days
notice of such mandatory redemption and the opportunity to cure the basis for
such mandatory redemption.

23. Advisory Board.  If an Advisory Board is formed, Investor shall be entitled to
appoint a representative of its choosing to the Advisory Board and Investor and
its representative will be afforded all of the rights and benefits as an Indemnitee
pursuant to the terms of the LLC Agreement in connection with any proceeding
arising solely out of such Indemnitee’s participation on the Advisory Board.  The
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Board of Directors shall provide Investor with the names of all other Members 
who have appointed or have the right to appoint representatives to the Advisory 
Board.  The Board of Directors shall provide Investor with advance written notice 
of all Advisory Board meetings and minutes of the meetings of the Advisory 
Board, as well as copies of all other written documentation provided to the 
Advisory Board. 

24. Placement Fees. The Fund Parties confirm that the Fund shall not pay any fees
or costs to any placement agent or finder in connection with the Investor’s
admission to the Fund.

25. Amendments.  The Fund shall provide true and correct copies of all amendments
to the Operative Documents that are adopted by the Fund as soon as reasonably
practicable after the adoption of such amendments. The Board of Directors shall
also provide advance written notice to the Investor of any and all proposed
amendments to any agreements between the Fund and any third party that are
material.

26. Votes.  In the event that Investor’s vote, approval or consent for any action
related to the Fund is sought, then Investor’s failure to indicate its vote, approval
or consent for the action or item at issue shall be deemed to be a vote against
the action or item at issue.  After submitting any action to Members for approval,
the Board of Directors shall provide Investor with the vote record of all Members,
indicating who voted for and against the action at issue.

27. Actions Against Fund Parties.

A. The Fund Parties represent and warrant that (i) there are no actions, 
proceedings or investigations which have been threatened to be initiated 
or are pending before any court or governmental authority, including, 
without limitation, the Securities and Exchange Commission or any state 
securities regulatory authority, against any Fund Party or Affiliate, and (ii) 
during the five (5) years prior to the date hereof, none of the Fund Parties 
or Affiliates have been found liable for, nor settled, any such action, 
proceeding or investigation.  

B. The Fund Parties agree that should any such action, proceeding or 
investigation be initiated or threatened against any Fund Party or Affiliate, 
the Fund Parties shall notify the Investor within three (3) business days 
from the date of such event.   

28. Limited Liability and Indemnification.

A. Investor shall not be liable to any third party for any liability or other 
obligation of the Fund Parties or any of their Affiliates.  Investor shall have 
no liability to the Fund or the Board of Directors for any amount other than 
Investor’s Capital Commitment, as indicated in Investor’s Subscription 
Agreement.   

B. Notwithstanding anything to the contrary in the Operative Documents, the 
Investor is an entity unauthorized by law from engaging in direct 
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indemnification.  In addition to any and all limits on indemnification 
contained in the Operative Documents, indemnification rights shall not be 
available in situations involving a breach of any fiduciary duty.  In no 
event shall the Fund have the authority to recall any distribution 
previously made to the Investor in order to satisfy any obligation of the 
Fund for indemnification. The Investor shall receive written notice of any 
advance of expenses in connection with any indemnification proceeding. 
The Board of Directors hereby confirms that indemnified parties shall be 
required to submit claims for indemnification to applicable insurance 
carriers before a claim is made against the Fund.  

29. Sovereign Immunity.  The Fund Parties acknowledge that the Investor reserves
all immunities, defenses, rights or actions arising out of its sovereign status,
including those under the Eleventh Amendment to the United States Constitution,
to which it may be entitled.  No provision of the Operative Documents, or any
actions or omissions to act on behalf of the Investor or any representative or
agent of the Investor, whether taken pursuant to an Operative Document, or prior
to the entry by the Investor into the Fund, shall be construed as a waiver or
limitation of such immunities, defenses, rights or actions.

30. Public Inspections; Reporting Requirements.

(a) The Fund Parties hereby acknowledge that the Investor is a 
“public agency” subject to the provisions of the State of California Public Records 
Act (Cal. Govt. Code Sections 6250 et. seq.) (the “Public Records Act”), which
provides generally that all records relating to a public agency’s business, 
including but not limited to its investment in the Fund, constitute “public records 
or files,” and are open to public inspection, disclosure and copying in the manner 
provided in the Public Record Act, unless specifically exempted under the Public 
Records Act. 

(b) The Fund Parties hereby acknowledge that the Investor is subject 
to the Ralph M. Brown Act (Cal. Govt. Code Sections 54950 et seq.) (the “Open 
Meetings Act”), which provides generally for open meetings for local legislative
bodies.   

(c) In addition to the Public Records Act and Open Meeting Act, the 
Fund Parties hereby acknowledge that the Investor may also be subject to other 
various local and county ordinances and policies, which may also require public 
disclosure of certain information.   

(d) The Fund Parties further acknowledge and agree that the Investor 
constitutes a Public Plan Partner, and intends to disclose periodically the name 
of the Fund, the date the investment was made by the Investor in the Fund, the 
Capital Commitment of the Investor to the Fund, the amount of the Investor’s 
cash drawn by the Fund, the amount of cash distributed to the Investor by the 
Fund, the market value of the Investor’s investment in the Fund, and the net 
internal rate of return of the Fund.  The Fund Parties consent in advance to such 
disclosures with respect to the Fund and agree that any such disclosure shall not 
constitute a breach of any Operative Document. The Fund Parties hereby 
represent and warrant that they shall not make any claim against the Investor if 
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the Investor makes available to the public any of the foregoing as well as any 
report, notice or other information the Investor receives from any Fund Party or 
Affiliate. 

(e) Notwithstanding the LLC Agreement, the Fund Parties shall 
furnish to the Investor, to the extent reasonably available, such additional 
information as the Investor may reasonably request in writing from time to time 
upon reasonable written notice as is necessary to (i) comply with the Investor’s 
reporting requirements under all applicable laws, statutes, rules, regulations, 
ordinances, and policies, (ii) complete the Investor’s tax or information returns, if 
applicable, and (iii) comply with any disclosure requirements of any governmental 
body, regulatory agency, official or authority having jurisdiction over the Investor. 

(f) The Fund Parties agree that they shall notify the Investor within 
three (3) business days from the date of any termination, resignation or 
replacement of the Fund’s auditor or accountant. 

(g) The General Partner shall promptly provide to the Investor 
monthly estimates of Investor's capital account balance. 

31. Tax Withholding.  The Fund Parties acknowledge that the Investor, as a tax-
exempt entity under U.S. federal, state and local laws, has never been subject to,
and is unlikely to be subject to, any tax withholding requirements of U.S. federal,
state or local laws.  Before withholding and paying over to any tax authority any
amount purportedly representing a tax liability of the Investor, the Fund Parties
will provide the Investor written notice of the claim of any U.S. or non-U.S. tax
authority that such withholding and payment is required by law and provide the
Investor the opportunity to contest such claim during any period, provided such
contest does not subject the Fund to any potential liability to such taxing authority
of any such claimed withholding and payment.  If any such withholding is made
by a Fund Party (or if any withholding of state or local taxes is made by a Fund
Party), the Fund Parties agree to reasonably cooperate with the Investor if the
Investor applies to obtain refunds of any amounts withheld with respect to the
Investor, to the extent that the Investor has adequate legal standing to seek and
obtain such refunds.

32. UBTI Notice.  The Fund Parties hereby agree that they shall use their best efforts
to not invest the assets of the fund in blocker corporations unless reasonably
certain that direct investment in the applicable Fund investment would give rise to
a material amount of unrelated business taxable income (“UBTI”) for the Fund.
Upon formation of any blocker corporation, the Fund Parties shall promptly notify
Investor in writing of such formation. Such notice shall detail the investment or
activity that is reasonably likely to generate UBTI and provide the Fund’s
estimate of the approximate amount of anticipated UBTI.

33. Disclosure of Identity.  Neither the Fund nor the Fund Parties shall publicly
disclose the identity of Investor as an investor of the Fund, without Investor’s
prior written consent.  For the avoidance of doubt, the Fund and the Board of
Directors shall be permitted to disclose, and Investor consents to the disclosure
of, Investor’s name and Investor’s investment in the Fund (a) as required by law,
legal process, regulation (including filings for federal, foreign and state securities
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and other laws in connection with the offering of interests in and the making of 
investments by the Fund) or the rules of any self regulatory organization, as the 
Fund or the Board of Directors may reasonably deem advisable to establish 
compliance with any rules or regulations or the availability of an exemption 
therefrom or if such information is otherwise requested by a governmental 
agency, (b) to the legal counsel and independent accountants of the Fund, and 
(c) to other investors in the Fund as reasonably requested by other investors in 
the Fund.   

34. Independent Contractor.  It is understood and agreed that the Advisor, in the
performance of work and services pursuant to the Operative Documents, shall
act as and be deemed to be an independent contractor and not an employee of
the County or Investor. It is further understood and agreed that neither the
Advisor nor its officers, employees, agents or subcontractors shall obtain any
right to retirement, workers’ compensation or other benefits which accrue to
County or Investor employees and the Advisor hereby expressly waives any
claim it may have to any such right. The Advisor shall be responsible for payment
of all of the Advisor’s taxes, including without limitation federal, state and local
income taxes and employment related taxes, arising out of the Advisor’s
activities.

35. Nondiscrimination.  The Fund has adopted a non-discrimination in employment
policy that is in compliance with applicable laws regarding discrimination on the
basis of race, religion, creed, national origin, sex, marital status, sexual
orientation, actual or perceived gender identity, or disability.  In accordance
therewith, the Advisor shall not in the performance of services for the Investor
discriminate against any person on the basis of race, religion, creed, national
origin, sex, marital status, sexual orientation, actual or perceived gender identity,
or disability.

36. Insurance Requirements.  The Fund Parties, at their sole cost and expense, shall
procure and maintain for the duration of this Side Letter and the Investor’s
investment in the Fund, general liability insurance coverage with minimum limits
of no less than ten million dollars ($10,000,000) per occurrence and twenty
million dollars ($20,000,000) annual aggregate coverage; worker’s compensation
insurance coverage with minimum limits of no less than one million dollars
($1,000,000) per accident; crime insurance coverage with minimum limits of no
less than one million dollars ($1,000,000) per accident; crime - computer theft
insurance coverage with minimum limits of no less than one million dollars
($1,000,000) per loss and one million dollars ($1,000,000) annual aggregate
coverage; employee dishonesty insurance coverage with minimum limits of no
less than one million dollars ($1,000,000) per loss and one million dollars
($1,000,000) annual aggregate coverage; and errors and omissions insurance
coverage with minimum limits of no less than five million dollars ($5,000,000) per
loss and five million dollars ($5,000,000) annual aggregate coverage. The Fund
Parties agree to maintain such insurance at all times during the term of the LLC
Agreement and this Side Letter, and will provide the Investor with (a) annual
confirmation of such coverage, (b) advance notification of any cancelation or
reduction of such coverage and (c) prompt notification of any insurance claims
made by a Member or other Person arising from, or in connection with, the
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performance of the services hereunder by any Fund Party, their agents, 
representatives, employees, subcontractors or other affiliates. 

37. The Board of Director’s Records.  The Board of Directors shall maintain all
documents and records which demonstrate performance under this Side Letter
for a minimum period of three (3) years, or for any longer period required by law,
from the date of termination or completion of this Side Letter. All such records or
documents required to be maintained pursuant to this Side Letter or the LLC
Agreement shall be made available upon written request by the Investor or its
agents (including independent public accountants designated by the Investor),
Secretary to the Investor, County Attorney, County Auditor, County Manager, or
a designated representative of any of these officers. Copies of such documents
shall be provided to County or the Investor for inspection at the office of the
Investor when it is practical to do so. Otherwise, unless an alternative is mutually
agreed upon, the records shall be available at the Fund’s principal office.

38. Opinion of Counsel.  The Fund and Board of Directors hereby confirm that the
Investor may use its in-house counsel or outside counsel engaged by the
Investor, including Hanson Bridgett LLP, to render any legal opinion required or
permitted to be provided by the Investor.

39. Governing Law.  This Side Letter shall be governed by the laws of the State of
California, without regard to the provisions, policies or principals thereof relating
to choice or conflict of laws. NOTWITHSTANDING SECTION 14.13 OF THE LLC
AGREEMENT OR ANY OTHER PROVISION OF THE OPERATIVE
DOCUMENTS THE FUND PARTIES ACKNOWLEDGE AND AGREE THAT THE
INVESTOR HAS NOT WAIVED AND WILL NOT WAIVE ITS RIGHT TO A TRIAL
BY JURY.  ANY LEGAL ACTION OR PROCEEDINGS ARISING OUT OF OR
RELATING TO THE OPERATIVE DOCUMENTS OR TRANSACTIONS
CONTEMPLATED THEREBY MAY BE BROUGHT IN THE COURTS OF THE
STATE OF CALIFORNIA, STANISLAUS COUNTY, OR OF THE UNITED
STATES OF AMERICA FOR THE EASTERN DISTRICT OF CALIFORNIA AND
EACH PARTY HERETO EXPRESSLY SUBMITS TO THE PERSONAL
JURISDICTION AND VENUE OF SUCH COURTS FOR THE PURPOSES
THEREOF AND EXPRESSLY WAIVES ANY CLAIM OF IMPROPER VENUE
AND ANY CLAIM THAT SUCH COURTS ARE AN INCONVENIENT FORUM.
EACH PARTY HERETO HEREBY IRREVOCABLY CONSENTS TO THE
SERVICE OF PROCESS OF ANY OF THE AFOREMENTIONED COURTS IN
ANY SUCH SUIT, ACTION OR PROCEEDINGS BY THE MAILING OF COPIES
THEREOF BY REGISTERED OR CERTIFIED MAIL, POSTAGE PREPAID TO
ITS ADDRESS HEREIN OR IN THE OTHER OPERATIVE DOCUMENTS, SUCH
SERVICE TO BECOME EFFECTIVE TEN (10) DAYS AFTER SUCH MAILING.

40. Notices.  The Fund Parties covenant and agree that any notices, requests,
demands, reports and other communications made pursuant to any Operative
Document shall be sent to the Investor both (a) in accordance with such
Operative Document, and (b) by e-mail transmission to retirement@stancera.org.

41. Closing Documents.  Promptly after the Investor’s purchase of an interest in the
Fund, the Board of Directors shall provide the Investor’s outside counsel, Hanson
Bridgett LLP, 425 Market Street, 26th Floor, San Francisco, CA 94105, to the

mailto:retirement@stancera.org
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attention of Scott C. Smith, copies of all closing documents (including, but not 
limited to, all legal opinions and side letters provided to any other investor in the 
Fund at such closing), and shall deliver to the Investor all original closing 
documents per the instructions attached to the Investor’s Subscription 
Agreement.  The Fund also shall deliver electronic copies of all closing 
documents to Kathy Herman at hermank@stancera.org. 

42. Effect.  This Side Letter supplements the Operative Documents and shall be
binding upon and be solely to the benefit of each party hereto.  In the event of a
conflict between any Operative Document and this Side Letter, the terms of this
Side Letter shall control.  In no event shall this Side Letter become merged into,
or superseded or cancelled by any Operative Document.

43. Standard of Care.  As a fiduciary, the Board of Directors shall discharge each of
its duties under the Operative Documents and this Side letter, and exercise each
of its powers under the Operative Documents, with the competence, care, skill,
prudence and diligence under the circumstances then prevailing and that a
prudent person acting in a like capacity and familiar with such matters would use
in the conduct of an enterprise of like character and with like aims, and in
conformance with the California Constitution, Article XVI, Section 17 and
California Government Code Sections 31594 and 31595, with Investor’s
Investment Guidelines, the  California 1937 Act, California Government Code
sections 6930 et seq., and all other applicable laws and regulations (the
“Standard of Care”).  The Fund Parties shall cause any and all of its officers,
employees, agents, representatives, subcontractors and Affiliates to exercise the
same Standard of Care.

44. Miscellaneous.

(a) The Fund and the Board of Directors represent and warrant that 
the information contained in the Operative Documents, and all other documents 
otherwise delivered by the Fund or the Board of Directors to the Investor (each 
as amended or supplemented from time to time) does not contain any untrue 
statement of a material fact or omit to state any material fact necessary in order 
to make the statements made therein, in light of the circumstances in which they 
are made, not misleading in connection with the organization of the Fund and the 
offer and sale of interests in the Fund. 

(b) Except as otherwise disclosed in the due diligence materials 
provided by the Fund to Investor (i) there are no actions, proceedings or 
investigations pending before any court or governmental authority, including, 
without limitation, the Securities and Exchange Commission or any state 
securities regulatory authority, against the Fund Parties or any of their Affiliates 
that claim or allege fraud, misrepresentation, breach of fiduciary duty, violation of 
any federal, state or other applicable securities law, rule or regulation, and (ii) 
during the five (5) years prior to the date hereof, none of the Fund Parties nor 
any of their Affiliates has been found liable for, nor settled, any such violation in 
any such action, proceeding or investigation.   

(c) Execution and delivery of this Side Letter by the Fund and the 
Advisor constitutes the representation that the signatories hereof are authorized 
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to execute and deliver this Side Letter.  This Side Letter is binding on and 
enforceable against the Fund Parties and Investor. 

(d) This Side Letter and the provisions set forth in this Side Letter 
may be modified or waived only by a separate writing signed by the Fund Parties 
and Investor expressly modifying or waiving this Side Letter or such agreements. 

(e) This Side Letter may be executed in any number of counterparts, 
any one of which need not contain the signatures of more than one party, but all 
of such counterparts together shall constitute one agreement. 

This Side Letter is binding on and enforceable against the Fund Parties and the Investor 
notwithstanding any contrary provisions in the LLC Agreement, and in the event of a conflict 
between the provisions of this Side Letter and the Operative Documents, the provisions of this 
Side Letter shall control. This Side Letter shall survive delivery of fully executed originals of the 
LLC Agreement and the Subscription Agreement and the Investor’s admission to the Fund as a 
Member. 

Very Truly Yours, 

FUND: 

Prima Mortgage Investment Trust, LLC, a Delaware limited 
liability company 

By:  ___________________ 
Name: ___________________ 
Title: ___________________ 

ADVISOR: 

Prima Capital Advisors LLC, a _____________ limited 
liability company 

By:  
Name: 
Title: ___________________ 
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Accepted and acknowledged as of 
this ______day of ____________, 2013 

INVESTOR: 

STANISLAUS COUNTY EMPLOYEES’ 
RETIREMENT ASSOCIATION 

By: 
Name: 
Title: 
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