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I. Call to Order 

The meeting was called to order by Chair, Z. Roof at 11:08 a.m. 

 

 

II. Roll Call 

 

Present Absent Guests 

Lizzy Awad, Board Chair (non-voting)  Karen Casillas, 403(b) Advisors 

Debra Hammond, Executive Director (voting)   

J. Illuminate, Associate Director, FBS 

(voting) 

  

Jonathan Navarro, Executive Secretary (non-

voting) 

  

Kristin Pichler, Human Resources Officer 

(voting) 

  

Ryan Roope, Student Board Representative 

(voting) 

  

Zach Roof, Committee Chair (voting)   

Shelly Ruelas, AVP Student Affairs (voting)   

 

  D. Hammond arrived at 11:10 a.m. 

   

   

III. Approval of Agenda  

M/S/P (R. Roope/L. Awad) motion to approve the agenda for October 4, 2011. 

  Motion approved by general consensus 

 

IV. Approval of Minutes 

There were no minutes to approve because this was the first official meeting of the Retirement Plan Committee 

 

 

V. Chair’s Report 

Z. Roof thanked the members for joining committee and that he was honored to be the chair. 

 

 

VI. Discussion Items 

 

A. USU Retirement Plan Overview 

Karen Casillas from 403(b) Advisors presented to the committee a market update for the second quarter 

2011.  This included a discussion of the performance of various asset classes such as international equity and 

fixed income.  She commented on the recent extreme market volatility and current economic events 

surrounding low interest rates and the European sovereign debt crisis. 

 

Karen went on to explain 403(b) Advisors’ proprietary Scorecard which is used to evaluate the investments 

in the USU’s retirement plans. The scorecard incorporates both quantitative and qualitative factors into 

evaluating fund managers and their investment strategies. The scoring system a pass or fail with a scale of 0 

to 10 with a score of 10 being the best.  For actively managed funds, eighty percent (80%) of the fund’s score 
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is quantitative, incorporating modern portfolio theory statistics, quadratic optimization analysis, and peer 

group rankings. The remaining twenty percent (20%) of the score is qualitative, taking into account fund 

manager tenure and the fund’s expense ratio relative to the other fund options in the asset class. Other criteria 

considered in the qualitative score can also include the strength or weakness of the fund’s statistics and the 

health of the firm. The Scorecard Point System is as follows: 

 

 Good:            9-10 Points 

 Acceptable:   7-8 Points 

 Watch List:    5-6 Points 

 Poor:              0-4 Points 

  

The current fund scores were reviewed, noting the areas where funds have fallen short compared to the 

performance of their respective peer group and relative indices. 

 

The Vanguard Extended Market Index fund scored a 5 during the 9/30/10 quarter.  403(b) Advisors is 

monitoring this fund and will make a recommendation that the fund be replaced if it continues to remain on 

the watch list. 

 

 

VII. Action Items 

  

A. 403(b) Plan: Replacement of the Vanguard Prime Money Market Fund 

M/S/P (J. Illuminate/D.Hammond) to approve the replacement of the Vanguard Prime Money Market Fund 

with the Federated U.S. Cash Reserves money market fund as an investment option in the University Student 

Union, Inc. of California State University, Northridge 403(b) Plan. 

 

J. Illuminate stated that the financial crisis that begun in 2007 and the continuing economic downturn have 

prompted a move to safety and liquidity by many participants who contribute to their organization’s 

retirement plans.  The move to safety usually implies a lower rate of return due to less risk associated with 

the investment. 

 

In an uncertain investment climate, some experts suggest that the investment philosophy in today’s market 

should be a return of capital instead of return on capital. This means that liquidity and safety of principal is a 

higher priority than the returns generated on any particular investment. 

 

The Vanguard Prime Money Market Fund is considered the least volatile investment in the USU’s retirement 

plan investment lineup because like all money market funds, its goal is to maintain a net asset value (NAV) 

of $1.00 per share.  The fund is designed so that the market value of the investment does not change daily 

like stock funds or bond funds do.  In this sense a money market fund has certain similarities to a savings or 

checking account at a bank.  

 

Most passive investors assume that money market funds can never lose value (the NAV drops lower than 

$1.00 per share).  This assumption is no longer valid.  In September 2008, the Reserve Primary Fund, the 

oldest money market fund in existence, “broke the buck” which means the net asset value fell below $1.00 

per share.  This was due to the bankruptcy of Lehman Brothers.  This fund invested in Lehman Brothers 

short term debt which was declared worthless after their bankruptcy filing. 

 

The lesson learned is that not all money market funds are created equal.  What is important to consider is the 

money market fund’s portfolio – which investments the fund purchases with participants’ money.  The 
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Vanguard Prime Money Market Fund’s $114 billion investment portfolio as of August 31, 2011 was 

comprised of the following investments: 

 

Investment Category Percentage 

(%) of Total 

Investments 

Certificates of Deposit 0.9 

Commercial Paper 11.8 

Other  4.4 

Repurchase Agreements 0.1 

U.S. Government Obligations 30.0 

U.S. Treasury Bills 20.4 

Foreign Investments 32.4 

 

The concern with the Vanguard Prime Money Market Fund in today’s market environment is that 10% ($11 

billion) of the total value of the portfolio is invested in European banks.  There is a currently a banking crisis 

spreading throughout Europe because countries such as Portugal, Italy, Greece, Spain, and Ireland are in 

danger of defaulting on their debts. Many European banks have large exposure to European Sovereign date.  

Therefore, it is a possibility that the entire European banking system could collapse rendering these 

investments in the Vanguard Prime Money Market fund worthless. 

 

Also, a large percentage of the U.S. Government Obligations are invested in Federal Home Loan Mortgage 

Corp (Freddie Mac) debt and the Federal National Mortgage Association (Fannie Mae) debt. Freddie Mac 

and Fannie Mae were bailed out by the federal government during the financial crisis due to souring 

mortgage backed securities.  If the government withdraws its support of Freddie and Fannie, the investments 

in these firms will decline in value and suffer losses.  The combined threat of losses in the Vanguard Prime 

Money Market Fund’s European and U.S. Government Obligation investments could result in the net asset 

value of the funding falling below $1.00 per share which exposes participants to loss of their principal. 

 

It is very important to make a distinction between the safety of U.S. Government Obligations and U.S. 

Treasury Bills.  U.S. Treasury Bills are backed by the full faith and credit of the United States government.  

“Full faith and credit” refers to the government’s taxing authority.  Investors in Treasury Bills are first in line 

to be repaid and the government will raise taxes if necessary to pay Treasury bill investors.  U.S. 

Government Obligations are considered agency debt which does not have the full faith and credit guarantee.  

This means that there is an implicit guarantee that the government will pay; however, the government is not 

“obligated” to pay.  

 

In contrast, the Federated U.S. Treasury Cash Reserves money market fund’s $16.2 billion investment 

portfolio is composed of 100% Treasury Bills with an average maturity of only fifty-three (53) days.  This is 

an extremely safe investment with an extremely high probability of maintaining its $1.00 per share net asset 

value. 

 

Near the end of the discussion Karen Casillas revealed for the first time that it was permissible to have two 

money market funds in the same retirement plan although she did not recommend it because she felt it would 

confuse employees.  Therefore, it was not necessary to replace the Vanguard Prime Money Market Fund. 

 

Amendment to the Main Motion: M/S/P (J. Illuminate/L Awad) to amend the main motion to approve the 

addition of the Federated U.S. Cash Reserves money market fund as an investment option in the University 

Student Union, Inc. of California State University, Northridge 403(b) and Pension plan. 
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Amendment passed 5-0-0 

 

Main motion, as amended, passed 5-0-0 

 

 

B. 401(a) Plan: Addition of the Federated U.S. Treasury Cash Reserves Money Market Fund 

M/S/P (J. Illuminate/ D. Hammond) to approve the addition of the Federated U.S. Cash Reserves money 

market fund as an investment option in the University Student Union, Inc. of California State University, 

Northridge 403(b) and Pension plan. 

 

Motion passed 5-0-0  

 

                             

VIII. Announcements 

 

 None 

 

 

IX. Adjournment 

 The meeting was adjourned by Chair, Z. Roof at 12:28 pm        

 

Respectfully submitted by, 

 

 

 

 

Jonathan Navarro 

Accounting Supervisor 

 




