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April 27, 2004

Board of Retirement
San Mateo County Employees’ Retirement Association

Dear Trustees:

SamCERA's stewardship of the Retirement Fund reguadherence to the highest standard of fiduciamgwact
in our management of the System'’s flow of fundsisBources, Uses and Budget Repsats forth
management’s reports and best estimates of thedidunds during the current and coming fiscal gear

This Report is being adopted as the State and @aantinue to grapple with their worst financiaisess in
history andSamCERAs implementing new benefit enhancements thatdvdmatically increase the County’s
retirement costs for decades to come. Whileiihjgerative that we be as frugal as prudence peimttsese
difficult times, it is equally imperative that oBoard and Staff remain steadfast and true to olucfary
obligations.

AUTHORITY

SamCERA is administered pursuangdicle XVI 8§17 of the California ConstitutiptheCounty Employees’
Retirement Law of 193(Mhe '37 Act), other relevant State and Federakgoing statutes, regulations and case
law.

SamCERA'S POLICIES DRIVE THE ALLOCATION OF RESOURCES

SamCERA's Administrative and Professional Servidadgets are managed in accordance with the lawrend
Board’s adopted policies, including but not limitectheRegulations of the Board of Retireme®amCERA'’s
Mission and Goals, SamCERA'’s Strategic SendcetSamCERA’s Annual Budget Initiatives

These key policies drive the allocation of staffl @ontractual resources within the budget process.

These key policies are also mirroredSamCERA'’s Investment Plamhich governs the allocation and
management of employer and member contributionsrargtment income, as well as investment expense.

Likewise, benefit payments, refunds and actuarittens are governed in accordance with the lawtlamd
Regulations of the Board of Retirement

2003 — 2004 CHALLENGES AND ACCOMPLISHMENTS

A status report o8amCERA current budget initiatives begins on page 42addition toSamCERA normal
activities, the following unique challenges werel@s$sed during the current fiscal year:

Benefit & Actuarial Services

New Benefit Formulas The County entered into agreements with uniepsasenting General Members, Safety
Members and Probation Members. The new agreerpemi&le for the implementation of enhanced retiretne
benefit formulas in two increments for the memhsrthe affected unions. Staff, successfully impbeed the
new 2% @ 55 formula for General Members and the 38w@ 55 formula for Safety and Probation Members.
A second round of benefit enhancements will be @m@nted in 2005.

Actuarial Challenges The Board, with the assistance of its actuag siaff, reviewed the actuarial assumptions
and revised the interest assumption downward, 8&5% to 8%.

The combination of three-years of dismal investrmatkets, more generous benefit formulas and révise
actuarial assumptions has caused the Funding Reatiecline from 98.6% two year’s ago to 76% asuwoieJ30,
2003.

The actuary has predicted that the funding ratimiskely to reach 80% during the decade.
The Board retained the services of a new Actuamhi® Pension Professionals, during the fiscal year
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The Board reviewed and revised its Interest CregliBolicy during the year, with the help of its nagtuary..

Medicare Part-B Premium Reimbursement ProgranThe Board of Supervisors funded the Medicar¢-Bar
Premium Reimbursement Program for the currentlfigear. However, in February 2004, the Board of
Retirement voted to suspend the program as of 3002004, since SamCERA no longer meets the 80%diRgn
Ratio requirement that was part of the 1998 agre¢ivetween the Board of Supervisors and the Bofard o
Retirement.

Purchase of Military Service and Plan 3 Upgrade®ember interest in purchases has increased Hiece
implementation of the improved benefit formulas.

Teamsters Local 856 LitigatianDuring the current fiscal year the Court of Apjseupheld, and the Supreme
Court declined to review, Judge Pollak’s writ ofndate that the Board of Retirement provide foroattive
calculation and payment of benefits to existingrees, survivors and beneficiaries, as requirethbyl 997
California Supreme Court8enturadecision. The Board authorized the Chief Exeeu@ificer to implement
the writ of mandate and to collect arrears contitms on the benefits paid in accordance with thie w
Implementation is scheduled for completion beftwednd of the calendar year.

Investment Services

Asset / Liability Modeling Study The Board completed its Asset / Liability ModhgiStudy under the guidance
of its Investment Consultant, Strategic Investn&wititions. The Study confirmed the Board’s Assiéb@ation,
but concluded that risk adjusted returns couldrifepced with a revised investment manager strucDtging
the year, the Board began the process of refiitgnganager structure and selecting managers tigtenf the
appropriate investment disciplines.

Board & Management Support Services

Benefits Administration SystemThe Board authorized the implementation of a e&etronic document
management system that includes imaging of migsiitical records. Further enhancement®&msionGold
were undertaken over the course of the year asdbé arose.

Website SamCERA website was redesigned, with increasing emplmasihie member interface, access to
information, online forms and member statements.

SamCERA’s Risk Management ProgranDuring the current fiscal yes8amCER/Atrengthened several
elements o5amCERA risk management efforlSamCERA’s Risk Management Mapiovides a regularly
updated status report @&mCERA Risk Management Program. [see page 38]

SamCERA's Business Continuity PlanStaff undertook its second disaster recoveryase; successfully
launching its back-up, redundant computer system.

Human Resources SamCERA ontinued its emphasis on professional developmherihg the year, resulting in
the promotion of staff to the positions of Retiretn&nalyst and Senior Accountant. In additi@@mCERA
continued its strong commitment to trustee edunatio

2004 — 2005 CHALLENGES
SamCERA budget initiatives for next year are set fordgimning on page 43. Highlights include:
Benefit & Actuarial Services

Ventura Implementation Resources are committed to complete the re@lonland payment of retroactive
benefits by December 31, 2004.

Formula Changes Staff is prepared to implement a new 2% @ 56tBtila for General Plans 1, 2 & 4 during
2004-2005 and a new 3% @ 50 formula for all SaRdans and Probation Plans during 2004-2005.

New Benefits Various statutory requirements make it highlgh@ble that SamCERA will be required to
implement the following new benefit programs dur@4-2005: Mandatory Domestic Partner SpousaeBisn
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(2003:AB205), Additional Retirement Credit purche$2003:AB55) and an Internal Revenue Code mandated
Excess Benefit Plan.

Benefits Administration SystemStaff will continue to improve the interface Wween thePensionGoldn-line
real-time Benefits Estimator and our Members arltimake additional enhancements as required, imotud
provisions for domestic partner benefits, IRS inedimit testing and calculations for Additional Retnent
Credit purchases.

Web-Based Member ServiceStaff will continue to expand the availability an-line, interactive forms for the
members’ convenience during the coming fiscal yember education and New Employee Orientation lpall
two focuses for our web-based services.

Member Services Retirement Enrollment Workshops will replace &ERA’s Financial Planning Seminars
next fiscal, as staff plans for the increase in netivements that will follow implementation of thew benefit
formulas. Staff will be analyzing more cost-effeetways to provide Member Education, following auopping
of the Financial Planning Seminars.

Actuarial Challenges The Board, with the assistance of its a newagtuvill devote a significant effort to re-
evaluatingSamCERA actuarial assumptions and methodologies duhieg2004 Actuarial Valuation. Staff and
the actuary will be fully engaged in building thecessary interface betweBensionGoldand the actuary’s
valuation system.

Investment Services

Investment Plan Staff will redirect resources as necessary sisathe Board with the selection, due diligence,
transition of assets to, and monitoring of the addal investment managers called for by the amemdsito the
Investment Plamhat resulted from the asset/liability modelingdst and manager restructuring.

Investment Managers’ Performance AttributionAs the Board adds additional investment disogsito its
roster of managers, staff will incorporate addiibperformance attribution information into the rtidg reports
to the Board.

Board & Management Support Services

Document Management Systenstaff will implement its new electronic documenanagement system during
the coming fiscal year.

Human Resources Staff proposes the addition of three Retirerferdlyst I/II.

One of the positions would be permanent and twoladvbe unclassified, which means they are ‘benéfited
positions that last only as long as they are funded

Permanent Retirement Analyst The permanent position will allow us to solve peer review and depth
problem, which became evident with the extendedd$ of our Retiree Services Retirement Analysighvh
required several of us, to “drop everything” to malertain that retirees were paid on time; andtehperiods of
illness experienced by our Member Services RetirgrAaalyst, who handles all disability and divoissues
and was out when numerous Plan 3 upgrade purchaseéed to be completed prior to retirement. Normal
workload and requests for service take a backvglean staff temporarily reprioritizes to meet kewndines.

Another important function that has been degradele internal audit of newly retired members' rdso Up
until the day Ms Manning retired, all retiree red®mvere subjected to a thorough audit before therds were
stored. These records are now reviewed on aneziedeéasis or are on hold until we can schedutairess to
conduct the final records review. Additional stafheeded to provide the peer review 'secondfsstas’ before
a record is closed.

One of the functions that will be transferred te #uditional retirement analyst is checks on catéuhs for all
types of purchases and estimates, account splitiittge case of divorce, disability percentage wWakions when
a members' service retirement would otherwise ek&6€86 of their salary, retiree retro calculationd a
calculations of refunds due when a member diesrbéheir contributions and interest runs out aray thave no
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continuance benefit. Additionally, purchases imimg the new cost sharing percentages must be ¢elndlated
and verified.

Lately, our ability to cross-train has declinedonSequently, we have not maintained our peer repi®gess for
benefit operations at the level we consider pruddost as we expect our actuary to subject thetkwo peer
review, so too, should our staff. The additiordirement analyst will be cross-trained and be &bkonduct
review work and fill in where needed.

We have noted several times over the past two yeratSamCERA'’s ‘routine work’ quickly becomes non-
routine when special time-sensitive projects aaegd on top of it. With the known challenges tleaahead,
prudence demands that we add depth to our team now.

As noted in the Assistant Executive Officer's rembmitted to the board on Novembel’2fhe staffing
analysis illustrated that SamCERA's ratio of memstierbenefits staff is much higher than it is far peers. The
addition of the three positions would place SamCEfAr the mean for its peers.

Unclassified Retirement Analysts Initial funding for the unclassified positionsivbe provided from the
Ventura Contingency ReserBeidget. Future funding will depend on which df flollowing workloads
materialize.

The temporary unclassified positions are needegttais through the next two years. The followsgi
incomplete list of the larger considerations ahela8amCERA, which must be integrated into our opena in
addition to our normal workload:

Ventura ImplementationAs we begin to recalculate and pégnturabenefits, each completed case will be
entered as an adjustment to the payroll. It witlude a retro payment and an adjustment to pemsidrannuity
going forward; additionally the COLA must be brotighrrent. While a separate group will do the agsle for
this project, it must still be entered in througk payroll process. While we research ways totitiia data
automatically, the default is to manually input thenges. Not only will verification of the calations require
additional time, manually entering these adjustmeli be enormously time consuming.

Electronic Document Management System Implementa8amCERA is on the verge of implementing an
electronic document management system. Propeeimgitation will result in new procedures being dgved,
adjusted, reviewed and written. SamCERA's plagxexute a 'day forward' approach to the backfiterecsion
could take up to an estimated two hours per daygigement analyst to review the files they argeutly
working with to remove and dispose of documentsne@ded in the files and to scan and index the fdée
retained and then dispose of the files that haes lseanned. Outside of the backfile conversiargetimay be an
increased workload to scan and index incoming decuation and dispose of the original documentsnt@o
Costa County Employees' Retirement Associatiorhdig additional personnel and reclassified sontheif
positions to include the task and responsibilitgcdnning and indexing documents.

Spring 2005 Retirements under the new retirementitas Staff anticipates that more than 400 new regiree
will take advantage of the 2% @ 55.5 and 3% @ BOditas, which will create a 'bottleneck’ of papetkvo
Although we have scheduled retirement workshogsltav us to manage the workflow, the volume will be
something that we have not seen before. Additibaabls and eyes will be required to insure allehresiring are
paid when they expect to be paid and receive wiegt &re entitled to receive. The unfortunate paadur
business is that we can only project retirementlenst Our members tend to keep their retiremdatrimation
‘close hold'.

Processing of New County Employees after the S5 retirement bubhbleThe County’s fiscal constraints,
notwithstanding, the County will be hiring a highlean normal number of new employees to fill catipositions
vacated by those who retire in the Spring of 2005.

Other contingent workloads that must be anticipated

5-years Additional Retirement Credit
IRC § 415 Limits

Legislated Domestic Partners Benefits
Legislated Budget Mandates
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Legislated Disability Mandates
Mobilization of the AEO for 1 year
Working with a new Actuarial Team

Member Education SamCERA has not pursued a member educatiorsgerieplace the seminar series
previously conducted by Net Equities Associatebis Will free up some staff time to devote to memiatters.
Sacramento County has also done away with condpetincation seminars until they complete tMgintura
work.

SamCERA's Business Continuity PlanDuring the coming fiscal year staff plans tamefSamCERA's
Emergency Procedure Manuals Seffieseach mission critical function and to condatemergency field office
exercise.

THE SOURCES, USES AND BUDGET REPORT
This Report consists of the following sections:

» ThisChief Executive Officer's Report

e Sources and Uses Summary

* Administration of the Association

* SamCERA'’s Benefits Programs

« SamCERA'’s Budget Policies and Process

 SamCERA'’s Mission, Goals, Strategic ServiceBu&lgets
SamCERA’s Risk Management Matrix — Status Repart Brch 25, 2003
SamCERA’s Budget Initiatives 2003-2004 — Statu®Rep of March 25, 2003
SamCERA’s Budget Initiatives 2004-2005
Administrative Budget Resolutions for 2003-2004 2004-2005
Administrative Services Line Item Budget
Professional Services Budget
Ventura Budget

Mr. Clifton and | have collaborated in the prepanmaiof this Report. It has been my pleasure ttsakén in
realizing his vision. AlSamCER/Astaff members have contributed to the developrogatr budget initiatives.

For those wishing to review additional sources ases informationSamCERA’s Comprehensive Annual
Financial ReportSamCERA'’s Investment Pland the Actuarial Valuation Report can be viewed on
SamCERA's web site at www.samcera.org.

Respectfully submitted,

Sid McCausland, Chief Executive Officer
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SOURCES AND USES SUMMARY

Uses SamCERA'Retirement Fund is managed as a Trust Fund windsgarpose is to provide lifetime and
lump sum benefits authorized by the County of Sated and the Mosquito Abatement District for their
permanent employees, beneficiaries and surviveetirement Fund income may also be used to defiay t
professional and administrative expenses of adisinig SamCERA’denefits, investment and management
programs.

Sources The Retirement Fund receives contributions fromQbenty, the District and the members of the
Retirement System. These contributions are baged a percentage of pay as determined by the gchmalr set
by the Board of Retirement. These contributiomsiavested along with accumulated contributions and
investment earnings from prior years.

Net investable resources are estimated to inct®a$433,595,231in the coming fiscal year. Theneste
assumes that the Association earns the projectiecyBenchmark return of 8.23%

2002-2003 2003-2004 2004-2005 Change
Actual Projected Budget
Sources
Contributions $58,719,773 $76,285,840 $103,904,751 36.2%
Investments $42,395,283 $210,682,932 $119,335,000 -43.4%
TOTAL SOURCES $101,115,056 $286,968,772 $223,239,751 -22.2%
Uses
Benefits $68,989,296 $73,800,000 $78,000,000 5.7%
Refund of Member
Contributions $1,205,57p $2,177,612  $2,200,000 1.0%
Professional Expense $1,989,330 $2,350,000 $4,500,00Q 91.5%
Administrative Expense $1,886,892 $1,994,500 $2,398,95(Q 20.3%
Interest orPrepaid
Contributions $1,256,008 $1,850,000 $2,750,000 48.6%
ToTAL USES $75,327,097 $82,172,112 $89,848,95(0 9.3%
NET INVESTABLE RESOURCES $25,787,959 $204,796,661 $133,390,801 -34.9%
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SOURCES DETAIL

Employer Contribution rates are set for each of SRRA’s ten plans (tiers) by the Board and ratified
by the Board of Supervisors based upon the recomatiems set forth in the annual actuarial valuation
Actual contributions are dependent on the actustiiution of payroll across SamCERA's ten plans.
The estimates below are as set forth in the Jup2®IB actuarial valuation.

Member Contributions are based on entry age by goahare set in accordance with the '37 Act. The
estimates below are as set forth in the June 3B d6tuarial valuation.

For the Years Ended June 30,
2002-2003 2003-2004 2004-2005 Change
Contributions Actual Projected Budget 9
Employer $36,069,587 $50,943,786 $75,304,751 47.8%
Member $22,650,186 $25,342,054 $28,600,000Q 12.9%
ToTAL CONTRIBUTIONS $58,719,773 $76,285,84Q $103,904,751 36.2%
Investments
Interest & Dividends $16,520,506 $10,682,932 $20,000,000Q 87.2%
Net Appreciation (depreciation)
in fair value of investments $26,200,706 $200,000,000 $99,335,000 -50.3%
NET INVESTMENT INCOME $42,721,212 $210,682,932 $119,335,00( 43.4%
TOTAL | $101,440,985 $286,968,772 $223,239,751 22.2%
Sources
FY 1998 - 2005
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USES DETAIL

Earned benefits are paid monthly for the lifetinieligible retirees, beneficiaries and survivo@ne-
time lump-sum death benefits are paid to eligiblevisors who are not eligible for a lifetime monghl
benefit. Benefits are paid out of the corpus efetirement Fund.

Members who have terminated County or District empplent may withdraw their contributions with
interest. Refunds are paid out of the corpus @Rhtirement Fund

Professional services for investment consultingegtiment management, global custody, actuarial and

external legal services are paid for out of invesihearnings.

SamCERA'’s administrative expenses are also paiddbof investment earnings.

For the Years Ended June 30,
Actual Projected Budgeted Change
2002-2003 | 2003-2004 | 2004-2005 9
Benefit Payments $68,989,29673,800,000 $78,000,000 5.7%
Refund of Member Contributions  $1,205,576$2,177,612 $2,200,000 1.0%
Professional Expenses $1,989,33362,350,000 $4,925,000 109.6%
Administrative Expenses $1,886,892%$1,994,500 $2,398,950 20.3%
Interest on Prepaid Contributions $1,256,003%1,850,000 $2,750,000 48.6%
TOTAL EXPENSES $75,327,097 $82,172,112  $90,273,950 9.9%
Uses
FY 1998 - 2005
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Inception of San Mateo County Employees’ RetiremenAssociation SamCERA stands for the San
Mateo County Employees' Retirement AssociationmGBRA was founded in 1944 with the Board of
Supervisors adoption of Ordinance 564, which im@etad the provisions of the County Employees’

Retirement Law of 1937 (the '37 Act).

Description of the Association SamCERA exists for the sole purpose of adminisgethe funding for
and payment of benefits authorized by the ‘37 Aat have been granted to permanent employees of
San Mateo County (the County) by its Board of Sugers and to the employees of the Mosquito
Abatement District (the District) by its Board oirBctors.

SamCERA is a cost-sharing, multiple-employer, gowental defined benefit plan providing earned
pension, disability and death benefits to eligipéemanent employees of the County and the District.

As governmental plans, SamCERA's benefit prograresat subject to the provisions of the Employee
Retirement Income Security Act of 1974 (ERISA).

Administration of the Association SamCERA operates as an independent public agenmsyant to
the authority granted birticle XVI of the California Constitutigrihe County Employees' Retirement
Law of 1937 [commencing with Section 31450 of thev&nment Code of the State of California],
other relevant State and Federal governing stattggalations and case law.

SamCERA is administered by a nine member Boardetit&nent per GC831520.1. Two of the Board
members are elected by the County & District em@ésywho are General Members of SamCERA, one
is elected by the County employees who are Safetnbkrs and one is elected by SamCERA's Retired
Members. Four additional members are appointethéyBoard of Supervisors. The four elected &
appointed members serve three-year terms. Thet¢su@hected Tax Collector/Treasurer serves as the
ninth trustee on the Board of Retirement.

SamCERA is managed in accordance with the law laadbard’s adopted policies, including but not
limited to theRegulations of the Board of Retiremeg@amCERA’s Mission and Goals, SamCERA'’s
Strategic ServiceandSamCERA'’s Annual Budget Initiatives

These key policies are also mirroredSamCERA’s Investment Plamhich governs the allocation and
management of employer and member contributionsraretment income, as well as investment
expense.

Likewise, benefit payments, refunds and actuargitens are governed in accordance with the law and
theRegulations of the Board of Retirement

The Board defines its duties as follows:
* Grant Earned Benefits & Provide for the Disbursenuénhose Benefits
* Provide for the Investment & Safekeeping of ReteatrFund Assets
» Assure the Actuarial Soundness of the System
» Establish & Arrange for the Collection of Contritmurts
* Manage the Association & System in accordance thighLaw
» Define Fiduciary & Ministerial Responsibilities abdfectively Delegate them to Designated
Fiduciaries
» Select & Monitor the Performance of Designated Eidues, including but not limited to
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investment managers, consultants and other advisors
* Approve & Monitor Internal Controls & Audit Program

The Board has delegated responsibility for the mgameent of the Association to its Chief Executive
Officer.

SamCERA'’s Staff SamCERA's operations are managed by the Chiefiive Officer (CEO) who
serves at the pleasure of the Board of Retiremé&né CEO is a County Employee and SamCERA
member who serves under contract to the Board.

SamCERA'’s staff is responsible for administering plolicies and programs approved by the Board.
Reporting to the CEO are the Assistant Executiiec@fand the Investment and Finance Manager.

The Assistant Executive Officer and his staff adetier SamCERA’s Benefit & Information
Technology programs.

The Investment and Finance Manager and his stffesponsible for (1) establishing and maintaining
internal controls designed to protect the assetiseoFund; (2) overseeing and monitoring the Baard’
independent investment managers and other consyltéd) maintaining the accounting records of the
Association; (4) compiling data necessary for, preparing, financial statements in conformity with

generally accepted accounting principals and apbpléecrequirements; and (5) preparing and monitoring
SamCERA'’s annual budgets.

SamCERA'’s Staff

2003 2004 2005
Total Plan 11 11 12
Benefits Section 4.5 4.5 55
Finance Section 3.5 3.5 3.5
Technology Section 1.5 1.5 1.5
Executive Section 15 1.5 1.5

Professional Services The Board retains independent advisors to per&pecific professional

services essential to the Fund. The Actuary pes/itie Association with a review of the demographic
and actuarial funded status of the Fund and recaordsmodifications to the economic and non-
economic assumptions and member and employer batinn rates. The Investment Consultant assists
the Board with the development, implementation ewedhitoring of the Fund’s asset allocation and
manager structure; the maintenanc&amCERA'’s Investment Plaand the measurement of the
managers’ and the Fund’s performance. Style-spe&gset Class Investment Managers are retained to
invest and reinvest the assets of the Associatfoglobal custodian holds in trust the Fund'’s aslipv
managed assets and provides accounting and perfoemnaports for all investment assets. Independent
real estate legal counsel provides the Board wei#th property document review and due diligence.

County Services SamCERA utilizes the services of the County wheis cost-effective to do so.
Currently SamCERA uses the services of County Galufos full legal services; the County Elections
Officer for trustee elections; the Information Sees Department for telecommunications, internet,
intranet, local area network, and offsite docunstatage; Employee & Public Services for risk
management, recruiting and classification servéc#ise Controller for audit and fiscal services.
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San Mateo County Employees’ Retirement Association

Members of the Board of Retirement
for the fiscal year ending June 30, 2005

DONNA WiLLS CoOLSON, Chair appointed by the Board of Supervisors, Ninth Member
Donna Wills Colson is Client Services Officer withkman Capital Management. Donna joined the
Board in August of 1998. Her term expires June2B04

ALMA R. SALAS, Vice Chair elected by SamCERA's Safety Members, Seventh Member
Alma Salas is a Deputy Probation Officer Il witldélt Probation. Alma joined the Board in May of
2001. Her term expires June 30, 2006.

BETTE PERROTON STUART, Secretary elected by SamCERA's Retired Members, Eighth Member
Bette Perroton Stuart retired as your Retiremdfit€ in 1988 after nearly 20 years with the Cgunt
Bette joined the Board in December of 1990. Sineeskas Chair from 1996 — 1998. Her term expires
June 30, 2004.

Towm E. BRYAN elected by SamCERA's General Members, Third Member
Tom Bryan is a Principal Appraiser with San Matem@ty and a Steward with SEIU Local 715. Tom
joined the Board in July of 1986. He served asi@ien from 1989 — 1990 and 2002 — 2003. His
term expires June 30, 2004.

L EE BUFFINGTON Ex Officio per the '37 Act, First Member
Lee Buffington serves as Tax Collector/TreasureiSan Mateo County. The law which created
SamCERAlesignates the County Treasurer as a member &dhel of Retirement. Lee joined the
Board in October of 1985SANDRA ARNOTT serves as the Constitutional Alternate in Leeseabe. His
term expires January 8, 2007.

JAMES HOOLEY appointed by the Board of Supervisors, Sixth Member
James Hooley retired as Associate Superintendgheddan Mateo County Office of Education. Jim
joined the Board in September of 2003. His terpires June 30, 2006.

KENNETH A. LEWIS appointed by the Board of Supervisors, Fifth Member
Kenneth Lewis is the Vice President — Treasurdfrahklin Resources. Kenneth joined the Board in
September of 2001. His term expires June 30, 2004.

MICHAEL E. MCMAHON elected by SamCERA's General Members, Second Member
Michael McMahon is a Senior Auditor-Appraiser witile County. Michael joined the Board in October
of 1993. His term expires June 30, 2006.

EMILY TASHMAN appointed by the Board of Supervisors, Fourth Membe

Emily Tashman is a finance professional who haskedmith DIVA Systems, Barclays Bank, Toronto
Dominion Bank, Bank of California and SRI Intermaual. Emily joined the Board in January of
2004. Her term expires June 30, 2006.



— — Charles
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SamCERA exists for the sole purpose of administering thredfng for and payment of benefits
authorized by the County Employees’ Retirement lcad/937 (‘37 Act) that have been granted to the
permanent employees of San Mateo County by itsdBoBBupervisors and to the permanent employees
of the Mosquito Abatement District by its Boardifectors.

SamCERA Benefits SamCERA administers retirement, disability apdtti benefits based on defined
benefit formulae that use final average salaryryefservice, and age to calculate benefits payabhd,
in addition, provide annual cost-of-living adjustme after retirement for members of Plans One, Two
and Four. SamCERA maintains four plans for Gendeahbers, three for Safety and three for
Probation.

SamCERA’s Membership Permanent employees are required to become memb8amCERA.
Employees hired on or before July 6, 1980 becanmabees of Plan 1. Employees hired after July 6,
1980 and on or before July 12, 1997 became menuineler Plan 2. Employees hired after July 12,
1997 become members of Plan 4. General Plan 3 ersnohn elect membership in a contributory plan
after 5 years of service. In 1990, Probation @ffscwere given the choice of remaining in the Galner
Plan or electing Safety status for future servicdesn a new Probation Plan.

As of June 30, 2003, SamCERA’s membership was cegatpof the following:

Plan Plan Plan Plan Total
One Two Three Four
Retirees and beneficiaries currently receiving bene
General 2,241 716 90 3 3,050
Safety 265 41 0 0 306
Probation _ 83 _15 _0 0 _ 98
Subtotal 2,589 772 90 3 3,454
Terminated employees entitled to but not currergbeiving benefits (Deferred):
General 90 476 114 88 768
Safety 1 33 0 12 46
Probation 0 ~30 _ 0 11 41
Subtotal 91 539 114 111 855
Current employees:
Vested:
General 369 1,822 61 161 2,413
Safety 68 208 0 26 302
Probation 28 104 0 21 153
Non-Vested:
General 1 14 91 1,694 1,800
Safety 0 1 0 131 132
Probation 0 0 0 137 137
Subtotal _ 466 2,149 152 2,170 4,937

TOTAL 3,146 3,460 356 2,284 9,246
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Other Coverage Extra Help employees are excluded from membprishamCERA. However, the
County provides Extra Help employees with 401(k)erage through a contract with a private entity
known as the Public Agency Retirement System. Gbenty does not contribute toward the PARS’
defined contribution benefit.

Safety Members, Probation Members and Extra Helpl@yees do not receive Social Security
coverage, so their quarters and compensation ateded from the calculation of their Social Seagurit
benefit when they retire. General Members do xec8ocial Security coverage for their service.

Final Average Salary: Final average salaryAS) is defined as the sum of the highest 2,080
consecutive hours of “compensation earnable” divioe 12 for Plan 1 and 2 members. FAS for Plan 3
and Plan 4 members is based on the average oighesh three sets of 2,080 consecutive hours divide
by 36, which sets need not be consecutive.

Return of Contributions: If a member resigns before becoming eligibler&direment, his or her
contributions plus interest will be refunded. ilgul of receiving a return of contributions, a membe
with five years of service may elect to leave hidier contributions on deposit and receive a deterr
vested benefit when eligible for retirement.

SERVICE RETIREMENT BENEFITS: SamCERA'’s service retirement benefits authorizgthe Board of
Supervisors are set forth in Government Code 8831681497.3 and 31664. Two additional formulas
are scheduled for implementation over the next.y@&e changes are detailed on our website.

Plan 1, Plan 2 and Plan Members with 10 years of service who have atithhe age of 50 are
eligible to retire. Members with 30 years of seev(20 years for Safety), regardless of age, gyl
to retire. The benefit is a percentage of monBAS per year of service, depending on age at neéirng
and is illustrated below for typical ages. The maxm benefit is 100% of FAS.

Percentage of Final Average Salary

Age General Safety and Probation
50 1.18% 2.00%
55 1.49% 2.62%
60 1.92% 2.62%
62 2.09% 2.62%
65 and over 2.43% 2.62%

Plan 3 Members with 10 years of service, who have atithe age of 55, are eligible to retire. The
percentage of monthly FAS per year of service, ddjpg on age at retirement, is illustrated below fo
typical ages.

Age Percentage of FAS*
55 0.74%
60 1.20%
62 1.46%
65 & over 2.00%

* One-half of these percentages is credited forgeéservice over 35. Percentages for ages b&tow
are actuarially reduced and may change from tintarte.
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The Plan 3 benefit arrived at by using the perggdahown above will be reduced by using a Social
Security offset formula as follows: Social Sequfitffset = 1/35 times County years of service times
P.ILA. at age 65 (not greater than 100% P.I.A.)nell.A. is the Primary Insurance Amount from
Social Security. The maximum combined Plan 3 anclad Security P.1.A. benefit is 70% of final
average salary for years of service less than 85sa80% of FAS for years of service greater than 3

DISABILITY BENEFITS:

Plan 1, Plan 2 and Plan 4f the disability isservice connectedthe member may retire regardless of
length of service with a benefit equal to 50% of3-A

Members with 5 years of service, regardless of agg, be eligible for aon-service connected
disability benefit.

General Members The non-service connected disability benefit.&% of FAS for each year of service
credit. If this benefit does not equal 1/3 of FA® service credit is increased for the yearswiatd
have been credited to age 65 if the member hadnc@u to work. If service credit is augmented, the
total benefit cannot exceed 1/3 of FAS.

Safety & Probation Member3he non-service connected disability benefit. 894 of FAS for each year
of service credit. If this benefit does not equi@ of FAS, the service credit is increased forytears
that would have been credited to age 55 if the nezrhbd continued to work. If service credit is
augmented, the total benefit cannot exceed 1/A&. F

Plan 3 No disability benefit is payable under Plan 3ilthe member reaches age 65. At age 65 the
benefit is calculated as a service retirement ligeft the service credit is increased for thergdhat
would have been credited to age 65 if the membechatinued to work. To be eligible for the seevic
credit augmentation the Plan 3 member must be thtdHy disabled and receiving short and/or long
term disability benefits provided by the County.

DEATH BENEFITS

DEATH BENEFIT BEFORE RETIREMENT : Plan 1, Plan 2 and Plan 4 a member dies in the
performance of duty, the eligible spouse or childeceive 50% of the member’'s FAS. If a member
dies while eligible for service retirement or n@msce connected disability, the spouse receiv@84d.0

of the Option 2 allowance that the member wouldehaceived for retirement on the day of his or her
death. If the survivor is not eligible for a molytbenefit, then the death benefit consists ofrétarn of
contributions with interest plus a lump sum deathddit equal to one month’s salary for each conaplet
year of service under the Retirement Associatiaseld on the salary earned during the last 12 months
preceding the members’ death, but not to exceerheixths’ salary.

Plan 3 No death benefit is payable under Plan 3.
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DEATH BENEFIT AFTER RETIREMENT : Plan 1, Plan 2 and Plan 4 the retirement was for service
connected disability, 100% of the member’s alloveaas it was at death is continued to the surviving
spouse for life. If the retirement was for othwairt service connected disability, 60% of the mersber
allowance is continued to the spouse for life, sslidhe member selected the 100% continuance.

Plan 3 50% of the member’s allowance is continued ®gtrviving spouse for life.

CoSsT OFLIVING ALLOWANCE : The maximum increase in retirement allowancesper year for
General and Safety Plan 1 and 3% per year for HovbRlan 1 and all Plan 2. Plan 3 does not pmvid
for any cost of living increase. Plan 4 membei§naceive a maximum of 2% per year. Increases are
based on the annual average change in the Sansaai@akland/San Jose Consumer Price Index for
the year ending December 31. Increases are aduegidy to the April 38 benefit disbursements.

CONTRIBUTION RATES: Member contribution rates are based on a formeflacting the member’s age

at entry into the Association. The rates are stred to provide an average annuity at age 60X#d/

of final average salary for General members unttt P, Plan 2 and Plan 4, and at age 50 of 11560
final average salary for Safety and Probation memb&he members do not contribute towards the cost
of living benefit.

The County rates are actuarially determined to igefor the balance of the contributions needed to
fund future vested benefits. In addition, the Ggyays 100% of management employees’ and
unrepresented attorneys’ contributions and 50%onofidential employees’ and Sheriff's Sergeants’
contributions on a refundable basis. The County pé&s/s 15% of Deputy Sheriff and Correctional
Officers’ contributions on a non-refundable basis.

MEDICARE PART-B PREMIUM REIMBURSEMENT PROGRAM: On a temporary, ad hoc, non-vested basis
the Board of Supervisors and Board of Retirementljosponsor the Medicare Part-B Premium
Reimbursement program for retirees, beneficianessarvivors who are enrolled in Medicare Part-B
and who do not receive reimbursement from anotberce. The program is reviewed and renewed one
year at a time. During the current calendar yeamprogram is reimbursing $58.70 per enrollee.
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SamCERA's BUDGET POLICIES
Administrative and Professional Budget Policy

 SamCERA’s budgets are a tool for financial planrang operational control.

* The budgets spell out how resources are beingingbe current fiscal year and will be used in the
coming fiscal year to accomplish the goals, prograand projects identified in the budgets.

* The administrative and professional budgets sleafifesented to the Board of Retirement annually.

* The Board of Retirement shall revise and approeeatiministrative budget annually.

* The Board’s approval shall be by Budget CategmypHows: (1) Salaries & Benefits, (2) Services
& Supplies and (3) Fixed Assets.

» The Board shall approve its professional budgetkernindividual contracts for professional servic
Staff shall provide the Board with a projectionestimated contractual expenditures for the Board’s
review and acceptance annually.

* Quarterly comparisons of amounts spent versusrtifwats budgeted shall be provided to the Board
with routine checks that expenditures are beingensatording to plan.

» Comparisons of investment performance to variouopeance goals shall be provided to the
Board monthly and quarterly.

* The aggregate expenditure level approved by thedBmay not be amended without the approval of
the Board.

» The Board may amend Salaries and Benefits, SeavidéSupplies and Fixed Assets Category
appropriations throughout the Fiscal Year. Sudmngles shall be by amendment to the Board’s
Budget Resolution for the fiscal year.

* The Board has delegated the Chief Executive Offacghority to approve on-going reallocation of
monies among line items within each Category. Hmwrethe Board has retained unto itself the
authority to reallocate monies between Categoridse Chief Executive officer will inform the
Board of all reallocations.

Fixed Assets Policy The provisions of this policy apply to assetsticms$5,000 or more with useful
lives of three or more years. Fixed Assets arerde at historic cost. Depreciation expense is
calculated using the straight-line method overasiemated life of the assets. Depreciation isrpted
for the year the asset is acquired, and in theyksat of the asset’s useful life. A full year’s degation
is taken in all other years.

Association plans for projects requiring the pusghaf Fixed Assets are incorporated into the
administrative budget process, and are subjeaidgédtary review and approval.

Because of the limited amount of property and emeipt owned by the Association, a fixed asset ledger
maintains inventory of these types of assets. Abngly, designation as a fixed asset simply afford
internal administrative and accounting controlsrdtie assets in question. Practically speakirgg, th
Association’s fixed assets consist only of compmutard software. Even major scheduled replacements,
such as those proposed for 2004 and later years,rfamaterial impact on current or future year’s
operations. Were it not for the internal admigiston and accounting controls provided by
capitalization, these expenditures would routiredybudgeted, and accounted for, as repair and
maintenance or supply type of expenditures.
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The Debt Policy. The Board of Retirement has approved debt fimanonly in its Real Estate

Portfolio. The governance for that leverage appeebamCERA’s Investment PoliGegction 12.3

Real Estate Leveragélhe use of leverage is permitted only for thegmse of enhancing returns and is
limited to no more than 50% of an individual prdgenor 25% of the aggregate portfolio as calculate
at the time the leverage was put in place.” Sam&ERurrent debt consists of a $7,085,547 note
payable on a real estate investment with termsgiwimiclude monthly payments of principal and
interest, an interest rate of 7.87%, and a matdatg of September 1, 2006.

SamCERA's METHODS OF ACCOUNTING AND BUDGETING

The San Mateo County Employees’ Retirement Assiociatrust Fund is a fiscal and accounting entity
with a self-balancing set of accounts recordingriitial resources, related liabilities, and resicapiity,
segregated for the purpose of carrying on speaffiwvities related to the operations of the Asstomia

in accordance with the County Employees Retirerhant of 1937 (Government Code, Title 3, Division
4, Part3, Chapter 3)

SamCERA's Fiscal Year and Administrative and Praifasal Budgets run from July 1 through June 30.

Preserving the fiscal integrity and the financtaldlity of the Association is the primary respdniity
of the Board of Retirement, with the support of @f@ef Executive Officer and staff.

Staff prepares an administrative budget annuahytfe approval of the Board of Retirement.
GC831580.2 authorizes the Board to expend the atpntzof 18 basis points of the market value of the
fund for the annual administrative expenses ofAbsociation. Such expenses are funded from the
investment earnings of the Retirement Fund. Theraipg budget is utilized by the Board to deteemin
meet and monitor its obligation to defray the caétadministering SamCERA'’s programs. All
operating expenses are budgeted and paid throedkutind.

The cash basis of accounting is used to preparadimnistrative budget, except for salaries, fringe
benefits, and amortization/depreciation expenség;ware prepared on the accrual basis. The cash
basis of accounting records revenues when cagltésved, and expenditures are paid.

The accrual basis of accounting is used to recondrastrative expenses for financial statement
purposes. The accrual basis of accounting recexssiues when they are earned, regardless of when
cash is received, and expenditures when goodsemitas are received, regardless of when
disbursements are made. No material differencsgtrfom the two methods.

SOURCES

The Sources of the Association are derived fromleyge contributions, employer contributions and
investment income.

Member contributions are mandatory except for theaployees under Plan Three. The member
contribution rates are established and may be aetkepdrsuant to Articles 6 and 6.8 of the 1937 Act.
The rates are determined by age at entry into 8séiation and are based on a percentage of covered
compensation. The average employee contributienfaatthe fiscal year 2002-2003 was 5.7%. It is
expected to increase in 2004-2005 based on tlaatral experience study, which will be performed by
the actuary, and employee cost sharing, which bas mstituted. The actual average rate is depgnde
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upon the distribution of payroll and entry age asreach of SamCERA's ten plans.

The employer contribution rates for each plan atemined pursuant to Section 31453 of the 1937 Act
and provide for the balance of the contributionscwhwhen combined with projected investment
earnings, will be needed to fund the future vebimakefits granted under the plan. Contributionsraire
actuarially determined using the entry age normethimd and consist of an amount for normal cost (the
estimated amount necessary to finance benefiteddoy employees during the current year) and an
amount required to amortize the unfunded actuadeatued liability between now and June 30, 2024.
Details of funding progress, annual required cbaotron and contribution made by the employers, and
the latest actuarial valuation may be reviewededune 30, 2003 Actuarial Valuation. A summary of
the valuation is included in SamCERA'’s June 30,3200mprehensive Annual Financial Report.

The member and employer contributions budgete@gueal to the estimated employee payroll
multiplied by the recommended actuarial contributiates adopted by the Broad of Retirement and
ratified by the Board of Supervisors.

Investment income is earned by the Association®radrious investments in cash equivalents, egyitie
fixed income and real estate. Except for real estall investment income will be re-invested unless
needed for benefit disbursements or operationsal &ate operating income is used as a partis¢Dff
to SamCERA’s administrative expenses.

SamCERA does not accept any “soft dollar” services.
USES

SamCERA’s Administrative Expenses (GC831580.2)GC831580.2 authorizes the allocation of
18/100’s of 1% of the assets of the Fund to dedidiyinistrative costs. Administrative Expense is
estimated to be 16/100’s of 1% during the fiscaryending June 30, 2004 and is projected to be
14/100’s of 1% in fiscal year 2004-2005.

Administrative expenses represent approximatelyo2ogrcent of the total disbursements of the
Association for the fiscal year ending June 30,3208dministrative expenses are projected to b&2.4
in fiscal year 2003-2004 and 2.4% in fiscal yead42@005.

Each line item is budgeted based upon a pre-detedmeed or a new objective and is based upon past
costs, vendor proposals, or estimates. Supportingdules provide details for related expenditures
grouped as one line item. Line item projected exares are grouped into the following Categories:
Salaries & Benefits, Services & Supplies and Fifsdets.

The Board of Retirements reviews year-to-date &etxenses quarterly for budget compliance.
SamCERA'’s Administrative Line Iltem Budget may bewed on page 49.

SamCERA'’s Professional Services Expenses (GC831596.Investment and Finance staff prepares a
professional services budget annually for revievih®yBoard. The professional services budget is
utilized by the Board to assess, meet and mortgarantractual obligations related to the managémen
of the Association. The expenditure authoritydach professional services contract is set forthen
terms of the contract. GC831596.1 authorizes er@to expend funds from the investment earnings
of the Fund for specific professional services.
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Professional Services expenses include investmanagement, investment consulting, global custody,
actuarial and contract legal.

The Board of Retirement employs professional inmestt managers to maximize the return on assets
and minimize risk. Investment Management expeaseprimarily dependent upon the market value of
the assets under management and the negotiatedhedule of the individual Investment Management
Agreements. They are performance driven to thengxhat as market values increase so does
management fees. The converse relationship idralso

Other professional service expenses related tesiments are driven by contractual agreement.

Although investment fees are netted from investnmedme for financial reporting purposes, they are
reflected at gross for budgetary purposes.

Investment management expenses are budgeted éagecat the same rate as projected annual market
values. The accrual basis of accounting is useddord professional expenses for budget and fiaanci
statement purposes.

SamCERA'’s average annual investment fees comparaderage invested assets, are approximately
17.10 basis points, which compares favorably waties reported by other public pension funds.

Performance of the investment managers is revien@uthly and quarterly by the combined efforts of
the investment consultant, the Investment and Emafanager and the Board.

Professional service expenses are reviewed quattevierify conformance with the respective
contracts.

SamCERA'’s Professional Services budget may be daewepage 51.

SamCERA'’s Benefit Disbursements Included within benefit disbursements are SerRetirements,
Service Connected Disability Retirements, Non Seréonnected Disability Retirements, QDRO
benefits, monthly continuance benefits for Benafigis and Survivors of deceased members, one-time
Lump Sum Death Benefits, refunds of Member Contrdms and Interest, and Medicare Part-B
Premium Reimbursements.

The budgeting of benefit disbursements is primatépendent upon the projected number of employees
in retirement, the projected number of beneficeeaad survivors receiving benefits, the number of
active employees eligible for disability benefitse number of active employees leaving the
employment of the Plan Sponsor prior to receiviaggion benefits and the annual cost-of-living
adjustments. In order to project annual bene$ibdisements, a computation of historical increases
these categories is made, adjusted for any knowanaes and the expected cost-of-living adjustment,
and the resulting factor is applied to the previgear's actual expenses. Benefit disbursements are
projected to increase by 5.7% in 2004-2005.

Benefit disbursements are vested rights and ngésuto the Board’s appropriation authority. Theyo
exception is the ad hoc, non-vested Medicare Pé&tdBnium Reimbursement program, which is
subject to annual appropriation by both the Bodr8upervisors and Board of Retirement and may be
cancelled at any time.
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SamCERA's BUDGET PROCESS

SamCERA'’s budget process is designed to alloagaiieell human and financial resources in an efficient
and cost-effective manner to meet service and tipaed demands. The budget process is an integral
part of SamCERA'’s annual business planning process.

The budget process begins in November with a ptehmieeting and normally ends in April with the
approval of a budget by the Board of Retiremerite Budget timeline is as follows.

November-  The Chief Executive Officer and staff determinegdrrm strategic intent and
December  long and short-term goals and objectives. Indialdlepartments use these goals
and objectives in developing their business plans.

Budget initiatives are tailored to Strategic Stéfrvices (refer to Board Resolution
95-95-06 below) and electronically distributed. dgat workshops are held at
which all staff review and amend the goals andabjes. Staff participation in

the budget preparation is integral to the succeashievement of the budget goals
and objectives.

January —
February

February The staff reviews the business plannessgfor the current Fiscal Year. The goals
and objectives for the budget process are priedtiZ he administrative,
professional and capital expenses are budgeted.reMenues are budgeted. The
Investment and Finance Manager prepares a preliynnalget proposal for the
Chief Executive Officer’s review. The preliminaoydget is reviewed with the
Audit Committee and the Board for comment.

March The draft budget document is discussed duamopen meeting of the Board of
Retirement in March. The Public has opportuniteeprovide input during the
hearing. Staff incorporates the adopted revisions.

April The draft budget document is discussed dyan open meeting of the Board of
Retirement in March. The Public has opportuniteeprovide input during the
hearing. Staff incorporates the adopted revisidmgcessary.

The final budget document is prepared and disteithtid the Board of Retirement
for their acceptance at May Board Meeting.

May Following adoption by the Board, the adopteddet document is prepared and
distributed to the Members of the Board, the Coultysquito Abatement
District, SamCERS/Astaff and interested parties.

June The Chair of the Board and the Chief Exeeuiifficer provide the Plan Sponsor,
the County of San Mateo, with an overview of thesdgation’s Business Plan.

Amending the Budget Any request for a change to the budget is subohior review and validation
by the staff. If valid, a revised budget with cgas highlighted is presented to the Board for agdrat
the next regular meeting.

Policy and Procedural Changes Policies and procedures have remained subdtgntigact from the
prior year to the current year. However, the Baaay adopt changes to the policies and procedares i
public session when properly noticed.



SamCERA'’s Sources, Uses and Budget RegatnCERA Budget Policies and Process Page



SamCERA'’s Mission, Goals,
Strategic Services
and
Budgets







SamCERA's Sources, Uses and Budget Repdidsion, Goals, Strategic Services & Budgets 250

SamCERA's MISSION & GOALS: As mentioned earlier, SamCERA’s mission, goalgtsgic services and
budget initiatives are used to set operationaletardiscal plans and resource allocation. Thesdsg programs
and projects are in compliance with the laws gowvgrthe Fund. They are determined and agreed umpApril
of the year proceeding the budget year. Costthareassigned to these various programs and pspjactviding
a basis for determining many of the variable expsrmdg the administrative budget.

The Board adopted Resolution 95-96-05, settinghf@8&amCERA’s Mission and Goals and directed staff to
adhere to the principles set forth therein in ttEagement of the resources of the Association.

SAN MATEO COUNTY EMPLOYEES RETIREMENT ASSOCIATION
Mission and Goals
RESOLUTION 95-96-05

THISReEsSOLUTION adopted by the Board of Retirement (Board) ofS8aa Mateo County
Employees' Retirement Association (SamCERA),a#isSamCERA's Mission and Goals

WHEREAS, Article XVI, 817(a) of the Constitution of the&®¢ of California states in part that "the retirame
board...shall have plenary authority and fiduciasgponsibility for investment of monies and adnitnaigon
of the system...;" &

WHEREAS, Article XVI, 817(b) of the Constitution of the&e of California states in part that "the memluoérs
the retirement board...shall discharge their dutssdely in the interest of, and for the exclugnepose of
providing benefits to, participants and their bénafies, minimizing employer contributions therehmd
defraying reasonable expenses of administeringyhm. A retirement board's duty to its partioigand
their beneficiaries shall take precedence overadngr duty...;" &

WHEREAS, Article XVI, 817(c) of the Constitution of the &g of California states in part that "the memloérs
the retirement board...shall discharge their dwtigls respect to the system with the care, skilidence,
and diligence...a prudent person acting in likeac#ty and familiar with these matters would uséhim
conduct of an enterprise of like character and Vikéhaims;" &

WHEREAS, Government Code 831520 vests the managemenno€ERA in the Board; &

WHEREAS, the Board wishes to define its mission and gsalas to direct its efforts and the efforts okttt in
concert with the spirit of the law. Now, therefobe it

RESOLVED, that the Board hereby adopts the following:
MISSION

SamCERA exists
To serve as Loyal Fiduciary for our Members, Retirand Beneficiaries; &
to serve as Prudent Administrator of our CourfRésirement System.

SAMCERA'S GOALS

To provide caring, fair, accurate, timely and kihedlgeable professional
Service to our clients and our public.

To prudently manage the assets and appropriataty the actuarial liabilities of the Retirement ®&ys,
S0 as to minimize the costs to our County,
while assuring our ability to pay all earned bésef

To constantly improve the effectiveness of ouvises and
the efficiency of our operations.

Be it further

RESOLVED, that the Board hereby agrees, and directs thieeRetnt Administrator, to adhere to the princides
forth herein in the management of the resourcéseoAssociation.

ADOPTEDby unanimous vote, August 25, 1995
AMENDED by unanimous vote, February 26, 2002
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SamCERA's STRATEGIC SERVICES: The Board then adopted Board Resolution 95-96-0f;w
incorporates the language submitted to the Boardpit 14, 1994 as part @amCERA'§irst
independent budget. The Resolution is an intggaelof SamCERA’s annual budget process.

The statement of strategic services exp&@aaCERA'8lission and Goals by expressing the Board's
vision of the services provided.

A statement of strategic services is a key elenmettite Board's setting of priorities. If the Boaknds
sufficient time defining its strategic servicesrtthe delegation of authority, the budget andptioeess
for monitoring staff performance will be straighticrd.

SAN MATEO COUNTY EMPLOYEES RETIREMENT ASSOCIATION
Strategic Services
RESOLUTION 95-96-06

THISResoLuTION adopted by the Board of Retirement (Board) ofS8aa Mateo County
Employees' Retirement Association (SamCERA),@titstiie Board's Responsibilities &
Strategic Staff Services

WHEREAS, Government Code 831520 vests the managemesino€ERA in the Board; &

WHEREAS, Resolution 95-96-05 defines the Board's misaimh goals; &

WHEREAS, the Board wishes to direct its efforts and tfierts of its staff in concert with the
spirit of the law and the Board's Mission and God&ew, therefore, be it

RESOLVED, that the Board hereby adopts the following:

BOARD RESPONSIBILITIES

» Grant Earned Benefits & Provide for the Disbursenoénhose Benefits

» Provide for the Investment & Safekeeping of RetieatFund Assets

e Assure the Actuarial Soundness of the System

» Establish & Arrange for the Collection of Contrilmrts

* Manage the Association & System in accordance thighLaw

» Define Fiduciary & Ministerial Responsibilities abidfectively Delegate them to
Designated Fiduciaries

» Select & Monitor the Performance of Designated Eidies, including but not limited
to investment managers, consultants and other@dvis

* Approve & Monitor Internal Controls & Audit Program

STRATEGIC STAFF SERVICES

MEMBER BENEFIT & ACTUARIAL SERVICES
* Implement the Benefit Services Plan, including wlial member counseling
» Establish Eligibility & Process Applications for Mdership & Benefits
» Provide for & Monitor Payment of Benefits & Refunds
* Accurately Maintain & Monitor Member & Benefit Ddiases
* Provide Timely, Accurate & Useful Services, Rep&tRecommendations for
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Members, Retirees, Beneficiaries & the Board
INVESTMENT MANAGEMENT SERVICES
* Implement the Investment Plan
» Monitor Manager & Custodial Activity
* Project & Monitor Retirement Fund Cash Flows
* Provide Timely, Accurate & Useful Reports & Reconmdations to the Board
BOARD SUPPORTSERVICES
» Faithfully execute the Duties & Responsibilitiesl&gated by the Board
» Support the Board in its execution of its PowerBdties
* Provide Timely, Accurate & Useful Information & Reomendations to the Board
» Direct the Benefits, Investments & Management SeiPrograms
* Provide Member Education, Public Information & Infsgency Services
* Propose, Implement & Monitor Internal Control Sysge
MANAGEMENT SERVICES
* Implement the Management Services Plan, includingm&h Resources, Information
Systems, Fiscal, Accounting, Analytical, Facilit&sSupport Services
* Manage Contracts
* Maintain liaison with providers of County suppogr@ces
» Direct Catastrophe Recovery Planning Be it further
RESOLVED, that the Board hereby expresses its intent tieweannually the responsibilities and
strategic services set forth herein.
ADOPTED by unanimous vote, August 25, 1995
AMENDED by unanmous vote, September 19, 1996
AMENDED by unanimous vote, February 26, 2002

SamCERA's Risk MANAGEMENT PROGRAM: Risk management is a pivotal fiduciary function.
SamCERA’'sRisk Management Matrisompares the status of SamCERA'’s risk managentfiemtse
against the principles proposed by the ad hoc Biakdards Working Group. The Risk Standards
Working Group was formed following the Orange Cquodnkruptcy by institutional investors,
investment managers, custodians and consultams.gfoup defined twenty principles they felt should
form the core of any risk management program. ®Jhiese twenty principles have no official status,
SamCERA finds in them a comprehensive benchmarksigahich to evaluate the Association’s
performance. Staff reviews titssk Management Matriguarterly and transmits the matrix to the Board
at least annually. ThRisk Management Matris used by the CEO in the allocation of resoutoes
SamCERA's risk management program. The March @64 Risk Management Matrix is set forth on
the following page:
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EVALUATION OF SAMCERA'S RISK MANAGEMENT PRACTICES VS THE
RISK STANDARDS FORNSTITUTIONAL..INVESTOR®ROPOSED BY THHRISK STANDARDS WORKING GROUP
Status Report as of March 23, 2004

RISK STANDARD CURRENTSTATUS NEXT STEPS DANGERS
Management
1| Acknowledgme | « Board Identification of Fiduciary | « Board continues | ¢ Failure to
nt of Fiduciary ggéf:q g‘mDe‘z'ega“O”S are well annual reviews. Define &
Responsibility Annual Review of Mission Critical C_Ommumcate
Policies, Investment Guidelines & Risk Controls
Contracts
Annual review & reaffirmation of
Staff Delegations & Fiduciary Code
2| Approved Board Policies & Guidelines « Board continues » Unauthorized
Written Policies| are well documented annual reviews. investment or
Definitions, Investment Contracts are | ¢ CEO continues benefit
Guidelines & explicit guarterly reviews & | transaction due
Investment Emergency Procedures refinements to to ambiguity in
Documentation| Manual Series complete manuals Policies,
Guidelines or
Procedures
3| Independent Managers submit semi- » CEO conducts * Internal
Risk Oversight,| annual Compliance formal Inventory of Controls
Checks & Certifications Critical Investment, | difficult in small
Balances, County Controller’s Office Benefit & Financial organization;
Written issues all disbursements Procedures as last errors & fraud
Procedures and * Auditor provide opportunities step in formal may go
Controls for fresh perspectives procedures undetected
documentation
4| Clearly Defined| « Human Resources Plan & | « Board & CEO * Inadequate
Organizational Delegations of Authority continue to Monitor | checks &
Structure & Key, implemented Staff Performance & balances to
Roles Manager Structure not yet perform Annual insure
systematically analyzed by | Evaluations compliance with
risk standards » Board continues risk standards,
risk-return policies and
optimization efforts | procedures
5| Consistent Board Internal Control Poligye CEO continues to | ¢ Inadequate
Application of and Delegations of Authority schedule staff checks &
Risk Policies govern reviews of internal balances to
CEO Delegations of control practices insure
Authority to staff govern * AEO & IFM to compliance with
Cross checks have worked| make certain new risk standards,
well employees become | policies and
CEO set#ensionGold fully trained in procedures
security levels internal control
practices
6| Adequate » Trustees & Staff have access Board adopts formal ¢ Excessive risk
Education, Systems o fy|| range of relevant Business Continuity| accepted as a
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RISK STANDARD CURRENTSTATUS NEXT STEPS DANGERS
& Resources, Back- educational forums Plan result of
up & Disaster Budget provides sufficient |+ CEO conducts full testof inadequate
Recovery Plans resources for optimal cost- | Plan within next 12 education
effective operation months - « Disaster results
« SamCERA joins e
Emergency Proceduresd | in failure to
Business Continuiti?lans C.ALAPRS Mutua perform
Aid Pact L .
completed fiduciary duties
CEO leading effort to
establish CALAPRS Mutual
Aid Pact
7| ldentification Board Regulations, Plans and CEO conducts * Failure to realize
and Policy Resolutions address all annual reviews of that an essential
Understanding | traditional risks staff procedures to | function is not
of Key Risks ascertain that all being
essential functions performed.
are being performed ¢ Failure to
and that all realize that an
procedures are unidentified risk
executed in exists.
conformance with
sound internal
control practices
8| Setting Risk Investment Plan, » Board monitors * Failure to take
Limits RegulationsContracts, CEQO’s & IFM’s reasonable steps
Budget and Policies define | efforts to identify, to manage
current limits define and individual risks
recommend limits for in a timely
each risk identified manner.
per #7
9| Routine Monthly portfolio report * Board & CEO * Failure to
Reporting, provides asset allocation increase scrutiny of | initiate
Exception check risk measures appropriate
Reporting & Quarterly performance * IFM expands action when risk
Escalation reports include essential risk monthly portfolio levels are
Procedures characteristics of portfolio report to include approaching
Managers provide exception measures of risk unacceptable
reports range
Managers Compliance
Certification process
highlights problem areas
Consultant assesses risks in
guarterly reports & annual
reviews
Measurement
10| Valuation Current securities valuation| « [This is a more * Incorrect
Procedures by Custodian is adequate far significant issue for information
pension assets securities firms with leads to Asset
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RISK STANDARD CURRENT STATUS NEXT STEPS DANGERS
 Valuation triggers leveraged capital at | Allocation
Rebalancing risk on a daily basis]| imbalance with
 Actuarial Valuation & opportunity
Experience Study is adequdte costs
for pension liabilities * Incorrect
information
leads to
incorrect
contribution
rates
11| Valuation » Managers reconcile to * Risk
Reconciliation, | Custodian records characteristics
Bid/Offer * IFM reconciles all portfolios of securities in
Adjustments & | & accounts monthly portfolio differ
Overrides » Consultant evaluates from manager's
holdings quarterly representations
12| Risk * Investment Plai& contracts * Manager's build
Measurement & set forth key investment risk portfolios
Risk/Return concerns inconsistent
Attribution » Consultant providing with Investment
Analysis expanded risk analysis in Plan & alter
guarterly performance reports total Fund
* Custodian reports on all exposure
exceptions
13| Risk-Adjusted |+ Consultant provides quarterly Board and staff  Style drift alters
Return risk-adjusted return analysis devote additional tim¢ asset allocation
Measures to reviewing and and generates
understanding the excess volatility
analysis
14| Stress Testing |« Integral to Asset / Liability | « Board implements | ¢ Asset allocatior
Modeling Study results of Asset / generates more
15| Back Testing | e Integral to Actuarial Liability Modeling volatility than
Assumptions Study expected
» Board revised Non-economje Board reviews &
Assumptions per '02 revises Economic

Triennial Experience Study | Assumptions in ‘03
» Board adopted MSA
Corridor
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ePdg

Policy
Compliance &
Guideline
Monitoring

guidelines & contracts annually.
» Staff & managers review
quarterly
* Manager stipulates to

compliance with contract and

files Compliance
Certifications

implements Due
Diligence Policies &
Procedures program
for monitoring
managers, consultan
& staff

16| Assessing  Triennial Experience Study | « Compare results of | « Asset allocation
Model Risk (99 & 02) Actuarial studies with generates more
» Asset / Liability Modeling comparable plans volatility than
Study (99 & 02) » Compare results of | expected
* Optimization Study (00 & Asset / Liability * Incorrect
03) Modeling Study with | information
* Annual Valuations (99 00 0L comparable plans' leads to
02) asset allocation & incorrect
 Actuarial Audit (99) assumptions contribution
rates
Oversight
17| Due Diligence, |* Board reviews all policies, » Board adopts & * Non-compliance

activities
resulting in direct
losses or
opportunity costs
s

18

Comparison of

Manager Strategies

to Compensation
and Investment
Activity

D

* Manager stipulates to

compliance with contract and based Risk/Return

files Compliance
Certifications

e Consultant enhanced
Risk/Return Attribution
Analysis in quarterly reports

* Strengthen holdings+

Attribution Analysis
program to evaluate
stated strategy, resul
and compensation

* Style drift or
unearned
compensation
result in under
tsperformance &
Asset Allocation
discontinuities

for New
Activities

proposes new activity
» Consultant or Staff evaluatd
proposal
» Board approves new activit
based on all relevant
considerations

to current process for

:sinitiating new
activities in

y accordance witlCode
of Fiduciary Conduct
Resolution

19| Independent * Independent Actuary (99 |+ Ongoing review of all « Perpetuation of
Review of Audit) benefit policies & policies or
Methodologies, | « Independent Consultant (99 procedures with other practices which
Models & & 03 ALM Study) ‘37 Act and are inconsistent
Systems * Independent Auditor CALAPRS’ Systems | with generally
* Independent Investment accepted
Managers fiduciary
 Independent Global standards
Custodian (New in 99)
 Participate in SIS, Kuhn &
CEM data bases
20| Review Process « Board, Consultant, or Staff | « Maintain adherence | ¢ Initiating an

activity which
falls outside of
the Board's
normal risk
parameters,
without
assessment of
risk-return

tradeoffs
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SamCERA's BUDGET INITIATIVES 2003-2004
STATUS REPORT AS OF APRIL 27, 2004

Member Benefit Services Plan

a)

b)

c)
d)

f)
9)
h)
)
)

k)

Evaluate the distribution @amCERA'&\nnual Member Statements via an electronic prodessy
Ray & Shoup, Inc has provided an update to web mendy services to allow members to print
their own statements online. The product is nowVie on the Intranet.

Convert to Vignette, San Mateo County's Web Sysé@iministration SystemSamCERA'swebsite
has been converted however the county has not raleut the new release. An updated Vignette
release is expected in the last quarter.

Implement web publication @amCERA'sew employee pamphlet, dissolution of marriage and
retirement preparation pamphlet3osted to the web.

Evaluate additional member seminars emphasiziraméial planning strategies for members at an
early stage in their career: Staff has not scletlatiditional financial planning seminars, while it
evaluates alternative methods for providing meneiercation. The County's Deferred
Compensation providers have begun providing inform#onal seminars to the active
membership.

Evaluate web-based presentations to supplement srezdiicational programs, including new
employee orientation, financial planning seminard Brown bag presentatianStaff is completing
a self-directed new employees’ presentation.

Evaluate video presentation of informatiofihe county has dropped plans to create video
versions of new employee orientation.

Continue expansion of interactive forms availabl®@aghSamCERA’sveb site: Staff has added
the interactive workshop registration form. Definition of forms will be part of the Electronic
Document Management System (EDMS) set up.

Evaluate mass correspondence and/or distributrategies: Refer to I. a)

Issue targeted newsletters and post thelB8amCERA'sveb site: March newsletter distributed
and posted to web site.

Implementation of new 2% @ 55 benefit formula agldted projectsimplemented 2% @ 55 for
General members and 3% @55 for Probation/Safety merdrs. Edited PensionGold and Web
Member Services to handle the new formulas as welk 2% @ 55 1/2 and 3% @ 50.

Continue the program of upgrading Plan 3 Serviad®r Upgrading of Plan 3 service credit
continues. PensionGold has been enhanced to caktel and process the upgrade of plan 3
service to plan 4.

Review Member Benefit Services for risk exposuré Beport to BoardScheduled for late in the
fiscal year.

Issue a Popular Annual Financial Report (PAFR)HerMembershipPAFR distributed in
January 2004 and posted to web site.

Review of MaryAnn Gutoff's Contract, expiration 8/3003: Ms. Gutoff's Contract was extended
until 6/30/04.

Actuarial Services Plan

a)
b)
c)

d)
e)

Revise Economic & Actuarial Assumptions, if appiiepe: Completed with adoption of the
Actuarial Evaluation on 9/22/2003.

Complete 6/30/03 Actuarial Valuation and post oo wite: Actuarial Valuation adopted on
9/22/2003 and posted on web site.

Provide Technical Support to County and unionsndigg retirement issuesContinuing to provide
support in the areas of AB55 (ARC Time), activatednilitary reservists and contributions,
contribution rates and IRC 8415 limits, lists for BPS for Ventura-related research.

Evaluate SamCERA's reserve structure, includingyvesit cash flows?ostponed.

Initiate Reserve Modeling and Scenario AnalyBigstponed.
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f) Review of William M. Mercer's Contract, expiratiéf30/2004: Selection of new actuary scheduled
for April 2004. The Board is nearing completion of an RFP proces®f actuarial services

M. Investment Management Services Plan

a) Caodify risk-monitoring procedures: due diligence policy was adopted in October 2003.

b) Implement conclusion originating from the studieSamCERA'ésset / Liability Model and
Manager Structurémplementation of the approved manager structure fo domestic and
international equities will began in the first quarter of 2004. Implementation of the approved
manager structure for fixed income and real estatevill begin in the second quarter of 2004

¢) Review and amend, if necessaBamCERA'éhvestment PlarReview of the Investment Plan will
occur at the conclusion of the Manager Structure.This review will most likely occur in the first
guarter of next fiscal year.

d) Perform Investment Manager search(es) as/if negedafer to 11l b) The Board will be
interviewing finalist for domestic small cap valueand growth mandates in April. Interviews for
international core value and core growth mandatesrad domestic large & small cap enhanced
indexes are scheduled to take place in May and Jumespectively.

e) Review and implement, if necessary, inclusion sk Bvaluations with the monthly reporighe
monthly performance report will be re-engineered afer implementation of active management.
This should occur in September or October of 2004.

f) Implement a Due Diligence Policy to enhance poidfé@l performance monitoring program&:due
diligence policy was adopted in October 2003.

g) Strengthen investment manager monitoring progrms is an ongoing initiative.

h) Perform annual review of all Investment Managersestment Consultants and the Global
CustodianThe annual reviews for the Investment Managers havbeen completed. The annual
review for the Investment Consultant and Custodiarare scheduled for June and July. Those
reviews may be delayed due to the heavy schedulesulting from the manager search process.

i) Review of Barclays Global Investors' Contract, extion 1/27/2004The contract was renewed on
11/30/2003 for an additional three-year period.

J) Review of Deutsche Asset Management's Contraciragign 3/31/2004The contract was renewed
on March 31, 2004.

k) Review of State Street Bank & Trust's Contract,iexn 4/30/2004The contract review is in
process it should be finalized in April 2004.

[) Initiate review of Strategic Investment Solutio@@ntract, expiration 8/31/200Fhe contract
review is scheduled for board presentation in Jul2004

(\VA Board Support Services

a) EvaluateSamCERA'Jotal Plan RiskThe evaluation ongoing and is in process.

b) Strengthen Internal Control / Audit Documentatibts. Wong'’s duties now include internal
review and audit functions. Procedures are writteras new reviews or audits are initiated.

c) Complete the Annual Independent AuditSEmMCERA'§inancial Statement$he CAFR, including
the audited financial statements was approval in Gober 2003.

d) Publish seventh Annual Comprehensive Annual Firsiieport tcSamCERA'81embers and post
on web siteRefer to IV. ¢). The CAFR has been published andgsted to the web.

e) Conduct two trustee election&lections Notice has been distributed by County Etgions Officer.

f) Review the Board’s essential policy resolutiofise annual review of the Board’s policy
resolution has been completed.

g) Continue development &amCERA'dudget document and post to web sitére 2003/2004 Budget
Document is posted on the web.The 2004/2005 Budget is scheduled for adoption inphl 2004.

V. Management Services Plan

a) Conduct the second full test of Emergency Proced&rBusiness Continuity PlansTest
conducted in December. Resolved an issue with inility to log in to PensionGold. Other
programs worked fine.
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VI.

b)

9)

h)

i)
)

Refine Emergency Procedures & Business Contindégd$? Extended MaryAnn Guthoff's
Contract to update Emergency Procedures Manual.

Enhance Monthly Financial Reporidotes to the Monthly Financials will be added thiyear.
Ensure thaBamCERA'technological infrastructure is secure and capabsipporting current and
new applications:Staff is continually monitoring SamCERA’stechnological infrastructure and
applications.

Complete cost-effectiveness evaluation of curredtaternative benefits administration systems’
platforms Recommendation to Board to review again in Fisdarear '05-'06.

Evaluate & implement integrated document creatsborage, retrieve and disposal procedures:
Linea Solutions has completed its analysis of EDM®arketplace and PensionGold compatible
systems.

Evaluate the life cycle replacement of serverssqmagal computers, laptops, printers and other
electronic products and softwar€ontinuous review of equipment business life. Delaping
methods to extend the life of some equipment throinghardware upgrades and different
utilization in conjunction with planned equipment additions.

Test EDP Redundancy quarterlpone through log in on RWC2 (backup server in ISDand
comparing dates of files. Backup happens nightlyosdata is no older than 24 hours.SamCERA
has stopped using TSM to upload data to RWC2 and es s separate program to push data
from the production server to RWC2. City of Fresnois about to commence remodel project.
When remodel is completed, Fresno &amCERAare prepared to house emergency back-up
PensionGold servers for one another.

Perform ongoing evaluation of communications te¢bgies & applicationsEvaluation is ongoing.
Formalize internal audit functionRefer to IV b)

Human Resources Plan

a)

b)
c)

d)

€)

f)

Initiate Management Succession Planning prodegsocess has been developed, which utilizes
the experience and expertise of EPS.

Convert to OPAL for on-line personnel reportit@pmpleted in July.

Conduct Annual Performance Reviews with Each Enmggoyevaluations on all employees are
current.

Complete Compensation Study¥he study will be proposed after reviewing the stding
structure.

Continue Professional Development & Trainifidpis is an ongoing initiative.

Establish new position(s) and classification(shesessaryStaff is reviewing the staffing
structure.

g) Complete an ergonomics auditot scheduled at this time.
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SamCERA's BUDGET INITIATIVES 2004-2005:

l. Member Benefit Services Plan

a) Complete implementation of the Venture Retro Baadtlan:

b) Implement 2.0% at 55 & % for General Members afdaat 50 for Safety Members:

c) Apply governance related ®amCERA'®omestic Partners as required:

d) Execute governance related to AB55 (ARC Time) gsired:

e) Initiate the Excess Benefits Plan:

f) Evaluate the distribution @amCERA'é&\nnual Member Statements via an electronic process

g) Provide enhanced new employee orientation, finhp&aning seminars and brown bag
presentations:

h) Improve interface between Members and informati@mvided onSamCERA’sveb site:

i) Expand interactive forms available throughmCERA'sveb site:

j) Issue targeted newsletters as warranted:

k) Issue a second Popular Annual Financial RepotiiiMembership:

[) Expand the use of e-mails with Active & Retired MssTs:

m) Add Plan Three estimates &amCERA'sveb site.

I1. Actuarial Services Plan

a) Build the data interface witBamCERA'siew Actuary:

b) Revise Economic & Actuarial Assumptions, if appiaf:

c) Complete 6/30/04 Actuarial Valuation and post o \site:

d) Provide Technical Support to County and unionsndigg retirement issues:

Il. Investment Management Services Plan

a) Implement conclusion originating from the studiéSamCERA'ésset / Liability Model and
Manager Structure;

b) Perform Investment Manager search(es) as necessary:

¢) Review and amend, if necessa®amCERA’$nvestment Plan:

d) Review and implement, if necessary, inclusion s Bvaluations with the monthly reports:

e) Include attribution analysis in the program for ntoring investment managers:

f) Perform annual review of all Investment Managersestment Consultants and the Global
Custodian:

g) Review of Strategic Investment Solution's Contraxpiration 8/31/2004:

\VA Board Support Services

a) EvaluateSamCERA’'dotal Plan Risk:

b) Complete the Annual Independent AuditSEmCERA'§inancial Statements:

¢) Publish eighth Annual Comprehensive Annual FindriReport to SamCERA's Members and post on
web site:

d) Conduct two trustee elections:

e) Review the Board’s essential policy resolutions:

f) Enhancé&SamCERA’dudget document and budget process:

g) Post Board Agenda ltems @&amCERA’sveb site:

h) Evaluate & implement methods of providing the teestwith electronic delivery of agenda materials:
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V.

VI.

Management Services Plan

a)
b)
c)
d)

e)
)

9)
h)
i)
)
k)

)

m)

n)

Conduct a Strategic Planning Session & Develop&ira Planning Documentation:

Conduct a fourth full test of Emergency Proced@&dtusiness Continuity Plans:

Refine Emergency Procedures & Business Continuéps?

Ensure that SamCERA'’s technological infrastructsirgecure and capable of supporting current and
new applications:

Implement integrated document creation, storageeve and disposal procedures(Electronic
Document Management System or EDMS):

Evaluate the life cycle replacement of serverssqmgl computers, laptops, printers and other
electronic products and software:

Test data redundancy on a rotational basis at teesterly:

Continue enhancements to Pension Gold:

Independent review of system security:

Provide Web Member Service through the internet:

Provide various formats to survey members regar8ammCERA’s Performance (web site, e-mail, &
hard copy):

Review Gutoff Contract for technical writing :

Execute Ventura Implementation Resource Plan:

Develop & execute a monthly staff activity plan:

Human Resources Plan

a)
b)
c)
d)

e)

Review Management Succession Planning process:

Conduct Annual Performance Reviews with Each Engsoy

Continue Professional Development & Training:

Provide one permanent & four provisional employeesork on the implementation of the Ventura
resolution; Excess Benefits Plan; 2% at 55.5; 3%; &B55—ARC Time; Domestic Partner; and
electronic document management system:

Align SamCERS/Astaff compensation with that of its peers
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SamCERA's ADMINISTRATIVE BUDGET RESOLUTION FOR 2003-2004:

SAN MATEO COUNTY EMPLOYEES RETIREMENT ASSOCIATION
Fiscal Year 2003-2004 Budget
ResoLuTION 02-03-13
THISRESOLUTION adopted by the Board of Retirement (Board) of the
San Mateo County Employees' Retirement Associ¢damCERA),
on May 27, 2003 adopts the administrative budgethfe fiscal year 2003-2004.

WHEREAS, Government Code 831580.2 vests authority in tbar® of Retirement to annually adopt a
budget covering the entire expense of administnatibthe retirement system which expense shall
be charged against the earnings of the retirememndfand

WHEREAS, Government Code 831580.2 requires th#te expense incurred in any year shall not edcee
eighteen-hundredths of 1 percent of the total asskthe retirement systerend

WHEREAS, the Retirement Fund had total assets with a magkdae of approximately $1,106.7 million on
February 28, 2003; and

WHEREAS, the Investment & Finance Manager has recommeadaaiget for the next fiscal year, which
the Board has reviewed and revised as necessamrefbre, be it

RESOLVED, that the Board hereby adopts the following Budgetcover the entire expense of the
administration of the retirement system for theigubsspecified, which expenses shall be charged
against the earnings of the retirement fund:

Budget Item Fiscal 2003-2004 Basis Points
(000) (Information Only)
Salaries & Benefits $1,127.0
Services & Supplies 837.5
Fixed Assets 30.0
TOTAL $1,994.5 ~16.0 Estimate

RESOLVED, that the Chief Executive Officer is hereby auibed to implement the expenditure of funds
authorized by this approved Budget in accordantle ing Delegation of Authority; be it further

RESOLVED, that, his Delegation of Authority notwithstandjnifpe Chief Executive Officer is hereby
specifically authorized to approve the expenditofefunds from this budget for the annual
maintenance and enhancemenPehsionGold Version; be it further

RESOLVED, that, his Delegation of Authority notwithstandinipe Chief Executive Officer is hereby
specifically authorized to approve the expenditafefunds from this budget for the purchase
fiduciary liability insurance coverage with the iassnce of the County’s Risk Manager; be it
further

RESOLVED, that the Controller or the Custodian is hereltyhatized to disburse funds on behalf of the
Board for expenditures which are in accordance tithadopted Budget.
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SamCERA's ADMINISTRATIVE BUDGET RESOLUTION FOR 2004-2005 — PROPOSED:

SAN MATEO COUNTY EMPLOYEES RETIREMENT ASSOCIATION
Fiscal Year 2004-2005 Budget
REsoLUTION 03-04-
THISRESOLUTION adopted by the Board of Retirement (Board) of the
San Mateo County Employees' Retirement Associ¢@iamCERA),
on April 27, 2004 adopts the administrative budgethe fiscal year 2004-2005.

WHEREAS, Government Code 831580.2 vests authority in tbar® of Retirement to annually adopt
a budget covering the entire expense of administnadf the retirement system which expense
shall be charged against the earnings of the rateat fungdand

WHEREAS, Government Code 831580.2 requires thahe expense incurred in any year shall not
exceed eighteen-hundredths of 1 percent of thedssats of the retirement systeand

WHEREAS, the Retirement Fund had total assets with a maekae of approximately $1,456.7 million
on February 29, 2004; and

WHEREAS, the Investment & Finance Manager has recommemdbddget for the next fiscal year,
which the Board has reviewed and revised as negess$aerefore, be it

RESOLVED, that the Board hereby adopts the following Budigetover the entire expense of the
administration of the retirement system for theiquerspecified, which expenses shall be
charged against the earnings of the retirement fund

Budget Item Fiscal 2004-2005 Basis Points
(000) (Information Only)
Salaries & Benefits $1, 378.0
Services & Supplies 1,006.0
Fixed Assets 15.0
TOTAL $2,399.0 ~15.9 Estimate

RESOLVED, that the Chief Executive Officer is hereby auibed to implement the expenditure of funds
authorized by this approved Budget in accordantle g Delegation of Authority; be it further

RESOLVED, that, his Delegation of Authority notwithstandjrtbe Chief Executive Officer is hereby
specifically authorized to approve the expenditafefunds from this budget for the annual
maintenance and enhancemenPehsionGold Version; be it further

RESOLVED, that, his Delegation of Authority notwithstandjrtpe Chief Executive Officer is hereby
specifically authorized to approve the expenditofdunds from this budget for the purchase
fiduciary liability insurance coverage with the iassnce of the County’s Risk Manager; be it
further

RESOLVED, that the Controller or the Custodian is herettharized to disburse funds on behalf of the
Board for expenditures which are in accordance thithadopted Budget.
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SamCERA's ADMINISTRATIVE SERVICES LINE ITEM BUDGET:

San Mateo County Employees’ Retirement Association
Proposed Fiscal Year 2004— 2005 Administrative Budg
Expenditure Object FY 2002-2003 | FY 2003-2004| FY 2004-2005 %

Actual As Adopted Proposed Change
Salaries $797,000 $807,000 $960,275 19.0%
Benefits $245,000 $320,000 $417,725 30.5%
Salaries & Benefits $1,042,000 $1,127,000 $1,378,000 22.3%
Board Expense $8,000 $8,000 $8,000 0.0%
Insurance (General & Fiduciary) $60,000 $95,000 $95,000 0.0%
Medical Evaluation $20,000 $20,000 $20,000 0.0%
Member Education $15,000 $25,000 $10,000, -60.0%
Education & Conference $29,500 $26,000 $26,000 0.0%
Transportation & Lodging $54,700 $59,150 $59,150 0.0%
Software License & Maintenance $60,000 $78,000 $228,0000 192.3%
Property & Equipment $28,000 $30,000 $50,000, 66.7%
General Office Supplies $15,000 $15,000 $15,000 0.0%
Postage & Printing $50,000 $50,000 $50,0000 0.0%
Leased Facilities $133,500 $80,500 $85,500 6.2%
County Services $228,000 $244,450 $280,900 14.9%
Audit Services () $26,000 $38,400 $38,400 0.0%
Other Administration $285,300 $68,000 $40,000, -41.2%
Services & Supplies $1,013,000 $837,500 $1,005,950 20.1%
Fixed Assets $0 $30,000 $15,000, -50.0%
Grand Total $2,055,000 $1,994,500 $2,398,950 20.3%

(1) Audit Services were stated within County Segsiprior to FY2003-2004.

Salaries & Benefits - This category includes the addition of one emgéoclassified as a Retirement
Analyst. It also includes funding to establishosiion classification of 'Assistant Executive ©éi'. For
the past 18 months, Mr Hood has served as thetAssigxecutive Officer but without the benefit bét
position classification. Additionally, funding iiscluded for the Information Technology Analyst Rios
to be upgraded to an Information Technology Man&gesition. By the end of the fiscal year, Mr Ali's
scope of responsibilities will nearly double wittetadditional management of the Electronic Document
Management System and the corresponding redundewgirs The category also includes monies
earmarked for permanent employees to assist watimiplementation of the newly negotiated benefit
structure, Plan 3 Conversions and the possiblelgsion of Ventura and related research. During the
coming fiscal yearSamCERAwith the assistance of the San Mateo County Enga@sy Public Service
Department will complete a Staff Compensation Study

Services & Supplies The line item expenditures Bervices & SupplieandFixed Assetselate to the

Budget Initiatives detailed above. Notable increasehe current year appropriations occur in lasaoe,
Member Education and Software & Maintenance. A writing we do not have the actual increase for
fiduciary insurance, but believe a 15% increaggabable. Staff is developing new courses for mamb
education aimed at Members just joining the Assmria Staff is also exploring mini-seminars to
refresh Members knowledge regarding the Association
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The Other Administration Services & Supplies litem represents the remaining balanc&amCERA's
contract to prepare member education materialpdblication and update staff emergency procedure
manuals.

SamCERAwurchases certain services from the County of\daieo. The costs of those services are
listed below.

Fixed Assets SamCERAwill life cycle its two servers, acquire a new\sarfor business continuity,
and the old servers will be utilized for documemnagement where speed is not the most important

aspect.
County Services FY 2002-2003 | FY 2003-2004 FY 2004-2005
Actual (Approved) Proposed

Information Services Department $65,000 $55,000 $58,500
Employee & Public Services $33,000 $55,000 $63,000
County Counsel $65,000 $70,000 $80,000
Auditor/Controller's Office $50,000 $23,450 $38,400
Audit Services $26,000 $0 $0
General Accounting Services $15,000 $14,300 $28,900
Disbursement Services $9,000 $9,150 $9,500
Department of Hospitals & Clinics $32,000 $32,000 $32,000
Elections Office $9,000 $9,000 $9,000
Total $254,000 $244,450 $280,900

Information Services DepartmentThis Department provides services related tdltve and storage of data.
SamCERA'snajor expenditures with this department are fowoek connectivity with the County, business
systems support, batch production related to aatiembershigayroll and contribution information and
telephone activity.SamCERAultilizes the County of San Mateo’s phone netwaret & billed through I1SD.

Employee & Public Service SamCERAays EPS a retainer fee for services provided meBts, Risk
Management, Personnel Services, Equal Employmepo@mity, Employee/labor Relations,
Training/Organizational Development, Purchasing liadl Services. This budget includes money to gegaPS
to assist with a Staff Compensation Study.

County Counsel The County Counsel’'s Office provides various lesgaivices. Those services include but are
not limited to advice to the Board regarding matteefore them and advice 3amCER/Astaff regarding benefit
issues and other matters. County Counsel staféseptsSamCERAnN disability retirement application
procedures and the separation of accounts in medi@ice proceeding. This Office also repres&dmCERAN
litigation that may arise from Board actions.

Auditor/Controller's Office The Auditor/Controller’s staff provide serviciestwo service areas, general
accounting, and disbursement services.

General Accounting Servic&mCERA'S rust Fund resides on the books of the Countye Chunty’s
accounting system and banking system is useddk tash flows through the Trust FunBamCERAItilizes the
County’s accounts payable and purchase order system

Disbursement ServiceBhe Controllers remittance processing servicasgioe approximately 275 retiree benefits
checks and approximately 3,100 direct deposits.

Department of Hospitals and ClinieDoctors from the Department of Hospitals andhic provide medical
expertise for the Board. The assigned doctor pes/advice regarding medical matters before thedBard
advice to SamCERA staff regarding benefit issuesather matters. The Department adviSasnCERAN
disability retirement application procedures.

Election Office- This Office oversees the Association's Trusteet®n process.
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Fixed Assets SamCERAntends to purchase two new servers next fiscal.ye

g

Software License and Maintenance This item includes the cost to procure and lhataElectronic Document
Management System. This item was to be includeshiamendment to FY 03-04 budget, however the diydy

Linea Solutions, Inc had not been completed in tionallow for the budget to be amended to begimptiogect
before the end of the fiscal year.
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SamCERA's PROFESSIONAL SERVICES BUDGET: Government Code 831596.1 states s expenses of

investing its money shall be borne solely by tis¢éesy. The following types of expenses shall nobhsidered a

cost of administration of the retirement systen,dmall be considered a reduction in earnings frihose
investments or a charge against the assets ofdtiement system as determined by the board:

(a) The costs, as approved by the board, of a@usaluations and services rendered pursuar§3t453.
(b) The compensation of any bank or trust compamfopming custodial services.

(c) When an investment is made in deeds of trush@srtgages, the fees stipulated in any agreenréated into

with a bank or mortgage service company to sersiggh deeds of trust and mortgages.
(d) Any fees stipulated in an agreement enterexith investment counsel for consulting or manag@m
services in connection with the administrationhe board's investment program, including the system

participation in any form of investment pools maeddy a third party or parties.

(e) The compensation to an attorney for servicegeeed pursuant 81607 or legal representation rendered

pursuant t0831529.1.

The Board has entered into the following contractsuant to 831596.1:

FY 2002- FY 2003- FY 2004-
Service Provider Service 2003 2004 2005
Actual (Estimated)| Proposed
William M. Mercer Actuarial Consulting $150,900 55,000 $75,000
Strategic Investment Solutions Investment Consulting $175,000 175,000; $175,000
Stein & Lubin LLP Legal Services 0 5,000 0
Barclays Global Investors (BGI) Indexed Portfolio Management $267,255 310,000 $302,000
Russell 1000 Index Fund
Russell 2000 Index Fund
US Debt Index Fund
Domestic
Deutsche Asset Management Fixed Income Management $439,365 $435,0000 $455,000
Domestic
New Manager Fixed Income Management 0 0| $310,000
New Manager Domestic Large Cap Enhanced 0 0 $900,000
New Manager Domestic Small Cap Growth 0 0 $440,000
New Manager Domestic Small Cap Value 0 0 $440,000
New Manager Domestic Small Cap Enhanced 0 0 $440,000
Active International Equity
Bank of Ireland Asset Managemeniianagement $680,165 740,000 0
New Manager International Growth Manage| 0 0| $435,000
NewManager International Value Manager 0 0 $435000
INVESCO Realty Advisors Real Estate Management $485,374 330,000 $400,000
State Street Bank & Trust Global Custody $117,171 $120,000 120,000
TOTAL ESTIMATED CONTRACT FEES $2,315,230 $2,170,000 $4,927,000
$1,233 $1,450 $1,570
Estimated Market Value as of June 30th Million Million Million
Average Basis Points 18.77 14.97 31.38
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SamCERA'S VENTURA LINE ITEM BUDGET:

On August 14, 1997, the Supreme Court of the Siat8alifornia issued a decision in the matterv@ntura
County Deputy Sheriff's Association vs. Board ofirBment of the Ventura County Employees’ Retiramen
Associationwhich held that compensation paid in cash, evewifearned by all employees in the same grade or
class, must be included in compensation earnaldefinal compensation on which an employee’s reteetn
benefit is based. This California Supreme Coucigien became final on October 1, 1997.

The Venturadecision was silent on two critical issues: temhipay and retroactivity. These issues will be
decided as a result of a current lawsli@amsters Local 856 vs. Board of Retirement, Saled/@ountyDuring
the 2001 fiscal year, the trial court considered agjected claims by petitioners thééenturamandated the
inclusion of terminal pay, third party payments,daemployer pickups of employee contributions in the
calculation of final compensation. During the 20i32al year, the trial court considered and acakptaims by
petitioners thatVentura should be applied retroactively and that the pearssiof all retirees and their
beneficiaries, regardless of when they retired, trbesrecalculated. Appeals of the trial court'sidi®ens have
been filed by both petitioners and defendants wighCalifornia Court of Appeals.

The Association retained an actuary to estimatefittencial impact of a range of possible decisiamghe
Teamsters Local 85ktigation. In the event Teamsters Local 856 piksy the Association estimates that as of
the June 30, 1998 Actuarial Valuation, the possibtgease in the unfunded actuarial accrued lighikinges
between $180.3 million and $264.9 million. Howewiérthe Superior Court decision on the currenghtion
stands, the actuary estimates that the contingggititly totaled $16.2 million as of June 30, 200dth interest
on the liability compounding at 7% simple per annuxt32,145,000 reserve has been established tesiskt a
funds for this contingent liability.

San Mateo County Employees’ Retirement Association
ProposedVentura Budget for the period April 1, 2004 through June B, 2005
Expenditure Object Proposed

Salaries $173,835
Benefits $87,025
Salaries & Benefits $260,860
Property and Equipment $8,000
General Office Supplies $1,000
Leased Facilities $29,000
Member Communication $5,000
Production of Manuals $6,000
Software Licensing $10,000
Programming Support- County ISD $22,000
Programming Support-LRS $8,500
County Services- Legal Fees $14,000
Services & Supplies $103,500
Fixed Assets $0

Grand Total $364,360

Salaries & Benefits - This category includes salary, overtime andak&lp monies for personnel
working on the Ventura implementatio®BamCERAleeds to bring on qualified and trainable persbnne
who can perform research and spreadsheet calawdaitioorder to assissamCERAIn paying those
deserving members the correct amount due. Thisiamocludes pay and benefits for two retirement
analysts and two office specialists.
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Property and Equipment — This item includes acquiring two micro fichetffilreader/imagers. These
items allow researchers to read and view eitherafiche or microfilm with an interchangeable carri
These machines, when used with a personal comalliber the user to save an image of a microfilm or
microfiche frame as an electronic copy. In orderdweiew or print out at a later time. This itensal
includes additional furniture such as tables, lanspairs, file cabinets. Such items are availéimeugh
the County’s surplus property office and can beuaeq with little or no cost. The office also hemme
microfiche viewers that can be utilized in a viemiyomode, also available for little or no cost. iglem
also includes a new printer that can be utilizedhgyenturaworkgroup.

General Office Supplies- This includes the office supplies necessary I workgroup to operate
This includes paper, ink cartridges, folders etc.

Leased FacilitiesAdditional space will be required to handle the addalovorkforce and equipmen
Oracle has offered their 9,000 square foot spacthersecond floor of our building for a total cost
$4,000 until July 31, 2004 when their lease expirdfter that we would have to make an arrangements
with Jones, Lange, Lasalle to rent space until JB@th of 2005 at 1.75 per square foot using
approximately 1200 square feet.

Member_Communication-This includes the all costs related to the devwalept and production of
information to provide members as to the status®fproject.

Production of Manuals- This includes all costs associated with the petidan of manuals describing the
different methodologies for researching member dbpending on the source of the data, and the
methodology for calculating all monies due to a rhem The primary source of the manuals will be
MaryAnn Gutoff, currently under contract to prodwreergency procedure f8amCERA

Software LicensingThis item is the price to procure a license ttagilBM’s DB2 database.

Programming Support-ISD may need to program an interface for the PAR& Pre PIPS data so that
data can be retrieved, additionally ISD will needdevelop a query so that certain data can bedaatta
from the master databases and put into a databaseif use. LRS will need to provide programming
support to create a program to append updateda&eansionGold’s Payroll master file so that paytsen
can be automatically entered into PensionGolderatn manually entered.

Legal Fees- This item is to reimburse County Counsel for waksociated withSamCERA's
implementation of th&/enturaresolution, such as reviewing progress, makingntsgo the courts and
other attorney’s involved.



