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INTRODUCTORY SECTION



SamCERA Mission

SamCERA exists
to serve as Loyal Fiduciary for
our Members, Retirees and Beneficiaries;
&
to serve as Prudent Administrator of
our County's Retirement System.

SamCERA Goals

To provide caring, fair, accurate, timely and knedgeable
professional service to our clients and our public.

To prudently manage the assets and appropriatelgt fhe actuarial liabilities
of the Retirement System,
SO as to minimize the costs to our County,
while assuring our ability to pay all earned betfi

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



San Mateo County Employees’ Retirement Association
702 Marshall, Suite 280, Redwood City, CA 94063-1823
October 26, 2004

Board of Retirement
San Mateo County Employees' Retirement Association

Dear Trustees:

It is my honor to present to yolihe Comprehensive Annual Financial Report of the $&teo County
Employees' Retirement Association for the fiscatyending June 30, 2004 and June 30, 20(@ Report).

This Report is submitted for your revieeamCERA management is responsible for the accuracy efdtita,;
the complete, full disclosure of all matters of er&tl consequence and the fairness of the presamtat
Management's discussion and analysis of the dayabmaeviewed on pages 15-20. This Report wasgpeepto
conform to the principles of governmental accountamd reporting set forth by the Governmental Acding
Standards Board. Transactions are reported ulsengdcrual basis of accounting.

SamCERA management is responsible for establishing aathtaining an internal control structure designed t
ensure thaSamCERA assets are protected from loss, theft, or misuSefficient internal controls exist to
provide reasonable assurance regarding the safekeepassets and fair presentation of the findrst@ements
and supporting schedules. As your Chief Execubificer, | hereby certify thaBamCERA system of internal
controls is adequate and that this report accyrateimpletely, fully and fairly discloses all mateof material
consequence.

AUTHORITY, RESPONSIBILITIES& DUTIES

SamCERAwas created by the Board of Supervisors in 194#4syaunt to the provisions of California’s County
Employees’ Retirement Law of 1937 (the '37 Act) @&wlnty Ordinance 564.

SamCERAprovides retirement, disability and death bendfitsits eligible members, in accordance with the
provisions of the Constitution of the State of @atiia and the ‘37 Act as well as applicable sedutegulations
and case law.

The Board of Retirement serves as fiduciary foradliSamCERA'smembers. The Board is responsible for
administering the provisions of the ‘37 Act thaetBoard of Supervisors has made applicable to Sated
County. The Board of Retirement has adopteiitsion & Goals; Statement of Strategic ServicesyiRations

of the Board of Retirement; SamCERA’s Investmeah;PSamCERA’s Sources, Uses and Budget Report;
Conflict of Interest Code; Code of Fiduciary ContlandDelegation of Authority, et ab document the Board’s
policies. In addition, the Board has executed remt$ for the professional services of an actusmyestment
consultant, investment managers, a global custagihreal estate counsel to help the Board futfllduties.
The Board's professional consultants are highlijine¢he Organizational Chart on page 10.

SamCERA Chief Executive Officer is responsible for thayeto-day operations of the Association. The CEO
serves at the pleasure of the Board of RetiremedtraanageSamCERA operations in accordance with the
Board's Delegation of Authority SamCERA staff of eleven full-time and one extra-help éoyees are
responsible for assuring that members’, employans! the Board’'s needs are met in accordance whhitph
standards set forth iBamCERA’s Mission & GoalsStatement. SamCERA staff is sworn to carry out its
fiduciary duties in accordance with Staff®ode of Fiduciary Conducand staff's own higHPerformance
Standards

SamCERA members include all permanent employees of then€y of San Mateo and the San Mateo County
Mosquito Abatement District, vested former emplsyedo elected deferred retirement, and all cumetivees
and their eligible survivors and beneficiaries. rblthan 85% o6amCERA members are classified as General
Members. General Members are covered by the aiydigrovisions set forth by the ‘37 Act and Social
Security. The remainder 8&amCERA members are law enforcement employees classifiegafety or
Probation Safety members. These members are cbbgrepecific Safety Member provisions of the ‘3@t Aut
are not covered by Social Security.
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SamCERA's Membership as of June 30, 2004

Plan (Tier) One Two Three Four Total
Retirees and beneficiaries currently recng benefits
Genere 2,22° 775 98 5 3,09¢
Safety 28: 49 0 0 33z
Probatiol 9] 16 C 1 10¢
Subtota 2,597 83¢ 98 6 3,53¢
Terminated employees entitled to but not currergbeiving benefits (Deferres
Genere 79 48¢€ 117 101 78¢
Safety 2 36 0 13 51
Probatiol C 30 C 13 43
Subtota 81 552 117 127 877
Current employee
Vestec
Genere 32¢€ 1,67< 90 36€ 2,45k
Safety 48 19C 0 57 29t
Probatiol 21 101 0 43 16t&
Nor-Vested
Genere 2 10¢ 79 1,842 2,032
Safety 0 9 0 107 11€
Probatiol 1 2 C 12C 12:

Subtota 39¢ 2,08¢ 16¢ 2,53t 5.18¢
Total SamCER/Membershi 3,07¢ 3,47¢ 384  2,66¢ 9,602

THE COMPREHENSI VE ANNUAL FINANCIAL REPORT
The Report consists of five sections, as follows.

*The Introductory Section includesSamCERA Mission & Goals this Letter of Transmittal, a listing of
the Members of the Board of Retirement and an agrgéonal chart oS5amCERA staff and the professional
organizations which carry o®amCERA programs. This Letter of Transmittal also po®s an overview of
SamCERAnNd the significant activities and events thatoax during the fiscal year.

*The Financial Section presents information regardifgamCERA financial condition. This section
contains the opinion ddamCERA’dndependent Auditor, Brown Armstrong Paulden, Ma@pStarbuck, &
Keeter Accountancy Corporation (Brown Armstronglmagement's discussion and analySsmCERA
financial statements and supplemental financiadrimfaition. Brown Armstrong concludes that its audit
SamCERJA financial statements, as set forth in the FimglnSection, provided a reasonable basis for the
Auditor to determine that the financial statememssentSamCERMA financial position fairly. During the
fiscal year, Retirement Fund assets increased $b233 billion to $1.435 billion.

The collection of employer and employee contribngiand investment income provide the reserves deede
finance retirement benefits. Contributions andestment income for the fiscal year totaled $280,4&3.

Additions to SamCERA's Assets
Contributions

Employer $60,041,821

Member 27,094,196
Total Contributions 87,136,017
Investment Income 197,265,535

Less investment expense (4,158,687)
Net Investment Income 193,106,848
Other Additions 226,318
TOTAL ADDITIONS $280,469,183
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The ‘37 Act permits the use of Retirement Fund £sse pay earned service retirement benefits, digab
benefits, death benefits, and refunds of membetribotions. In addition the ‘37 Act permits theypaent of
administrative and professional expenses from trétnent Fund. Benefits and expenses for thalfigear
totaled $78.4 million.

Deductions from SamCERA's Assets

SamCERMenefits:
Service retirement allowance $62,431,040
Disability retirement allowance 9,359,004
Medical benefits 1,198,383
Death and other benefits 1,027,904
Total Association benefits 74,016,331
Refunds of members' contributions 1,734,439
Administrative expense 1,911,755
Other Expenses 718,772
TOTAL DEDUCTIONS $78,381,297

Please refer to Management’s Discussion and Arsalgsine Financial Section for a narrative overveswd
analysis ofSamCERA’dinancial activities for the fiscal year endingh&30, 2004.

Note 3 to the Financial Statements includes a digon ofSamCERAS Market Stabilization Account which

is used to smooth the actuarial value of assets avieve-year period. As of June 30, 2004 theres \@a
negative balance of ($48,785,679) in the Accouifihis amount is the unrecognized difference between
SamCERJA actual market returns and the returns that wbake been generated if earnings had been at the
actuarial interest rate of 8.00%. These actuahaltfalls will be transferred onto the actuarialdmce sheet
over the next 4.5 years. Once on the actuarianuoal sheet they will then need to be amortized twer
remainder ofSamCERA actuarial funding period ending June 30, 20Zhese increases in contribution
rates will be on top of increases resulting fromm alaldition of benefit improvements during Fiscally2004.

*The Investment Section presents information regardin§amCERA investment program.  All
investments are made in accordance with the guoiekelset forth irfSamCERA’s Investment Plday fully
discretionary institutional investment advisorsane¢d by the Board. The section contains the invest
consultant’'s statement produced by the Board’'s peddent investment consultant, Strategic Investment
Solutions, along with a summary &amCERA asset allocation, investment activity and perfance.
Strategic Investment Solutions reports that over fast year the Retirement Fund returned 15.56%,
approximately 0.29% greater than the Median Publan, but 0.76% less than the performance of ilisypo
benchmark.

SamCERA's Asset Allocation

Target June 30. 2004
Equity 65.0% 69.1%
Fixed Income 29.0% 26.5%
Real Estate 6.0% 4.1%
Cash 0.0% 0.3%

*The Actuarial Section presents information regarding the actuarial cooliof SamCERA The section
contains the certification letter produced by treaii’'s consulting actuary, Public Pension Profesds) the
funding status and a summary of other key actuariaimation.



SamCERA'€omprehensive Annual Financial Report The IntrodiycSection

As of June 30, 2004, Public Pension Professioreggsried thaSamCERA Actuarial Valuation Assets of
$1.453 billion were equal to 75.6% BBMCERA Accrued Actuarial Liabilities of $1.921 billiomyith full
funding targeted for the year 2028amCERA Unfunded Actuarial Accrued Liability totaled 818 million
on June 30, 2004, with an additional ($48.8) millio the Market Stabilization Account..

The following table reflects recent contributioraciges:

Contribution Rates Effective in Fiscal Year: 2004-R05 2003-2004 2002-2003
Employer Rate (Actuary’s Estimated Aggregate) 22.84% 18.69% 11.66%
% Increase 22.2% 60.3% -2.2%
Member Rate (Actuary’s Estimated Aggregate) 8.38% 7.10% 5.86%
% Increase 18.0% 21.2% -2.8%
Employer Contributiong§Actuary’s latest Estimate) $73,995,000 $60,528,000 $35,211,000
% Increase 22.2% 71.9% 7.7%
Member ContributiongActuary’s latest Estimate) $27,153,000%$21,440,000 $17,684,000
% Increase 26.6% 21.2% 7.0%

*The Statistical Sectionpresents general information regard8gmCERA membership and operations over
the past decade as required by the CAFR standards.

SamCERA'’s Comprehensive Annual Financial ReortiPopular Annual Financial Repofor 2003 earned
SamCERAits seventh and eighth Government Finance Offiéesociation of the United States and Canada
Certificate of Achievement for Excellence in Finiahdreporting The Certificate of Achievement is a
prestigious national award recognizing conformawité the highest standards for preparation of staue
local government financial reports. In order todvearded a Certificate of Achievement, a governnueiit
must publish an easily readable and efficientlyaoiged comprehensive report, whose contents conform
program standards. The report must satisfy botieigdly accepted accounting principals and appléeab
legal requirements. The Certificate is valid fogpexiod of one year only. Staff intends to subimi$ year’s
Report to the GFOA as well.

L OOKING BACKWARD AND FORWARD

During the 2003-2004 fiscal yearSamCERAmMplemented new benefit formulas for Active andfddeed
County General, Safety & Probation Members, whintaining the old formula for Mosquito Abatement
and Plan 3 Members.

In May, the Board authorized staff to commence anm@ntation of the Court-ordered retroactive compbne
of theVenturadecision. This specidenturaproject will continue at least through the en@004.

Also in May, the Board announced that the CEO waatite March 31, 2005 and that a new CEO would be
selected to come on board for a transition begmnlanuary 1, 2005. The Board authorized County
Employee & Public Services to conduct a nationwsdarch for the new CEO. As of this writing, David
Bailey has been selected by the Board to servesagcond Chief Executive Officer. Mr. Bailey wiégin

the transition January 3, 2005.

The Board is scheduled to implement a new SafeBrébation benefit formula in January 2005 and a new
County General benefit formula in March 2005. Rssistant Executive Officer is scheduled for a totir
active duty with the U.S. Army Reserve commencimégpril 2005.

In spite of many challenges, the next fiscal yedd$ the promise of bringing the Board and stadel to the
attainment ofSamCERA Goals. Staff continues its efforts to simpldpd streamlin&amCERMA services
so that we can meet our members’ needs in a caf@ig,accurate, timely and knowledgeable manner.
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Consequently, member education, board and stéfiingg and task redesign continue to rank high onlist
of priorities.

SamCERAas never been better able to serve our membertham employers.

I would like to thank

* All of SamCERA members for their support and recommendations.

The members of the Board of Retirement for takiagr fiduciary duty so seriously,
+ My fellow staff members for always being there édor members,

e Our actuary, our investment consultant, our Cp@udunsel and our investment managers for their
dedicated efforts on behalf of our members.

e Gary Clifton for his efforts to produce the besport that we can, including the management's
discussion and analysis section.

It has been an honor to be 8amCERA'¢eam. | am proud of my more than a decade ois®te our
members and their employers.

Respectfully submitted,

Sid McCausland, Chief Executive Officer



SamCERA'€omprehensive Annual Financial Report The IntrodiycSection

Also awarded in

1997, 1998, 1999, 2000, 2001, and 2002
8
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Members of the Board of Retirement

for the fiscal year ending June 30, 2004

DONNA WiLLS CoLSON, Chair appointed by the Board of Supervisors, Ninth Member
Donna Wills Colson is Client Services Officer wikhkman Capital Management. Donna
joined the Board in August of 1998. Her term egpidune 30, 2007.

ALMA R. SALAS, Vice Chair elected by SamCERA's Safety Members, Seventh Member
Alma Salas is a Deputy Probation Officer Il witldét 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 Retiremdfic€ in 1988 after nearly 20 years with the
County. Bette joined the Board in December of 198@e served as Chair from 1996 — 1998. Her
term expires June 30, 2007.

Tom E. BRYAN elected by SamCERA's General Members, Third Member
Tom Bryan is a Principal Appraiser with San Matesufity and a Steward with SEIU Local
715. Tom joined the Board in July of 1986. Hevedras Chairman from 1989 — 1990 and
2002 — 2003. His term expires June 30, 2007.

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 &dael of Retirement. Lee joined the
Board in October of 19855ANDRA 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 Superintendghedban Mateo County Office of
Education. Jim joined the Board in September @30His term expires 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 JuheG07.

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

EMILY TASHMAN appointed by the Board of Supervisors, Fourth Meambe
Emily Tashman is a finance professional who haskeamith DIVA Systems, Barclays
Bank, Toronto Dominion Bank, Bank of California a8RI International. Emily joined the
Board in January of 2004. Her term expires June€G06.
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SAN MATEO COUNTY

EMPLOYEES' RETIREMENT ASSOCIATION
June 30, 2004 Organizational Chart

Including Professional Consultants

BOARD OF RETIREMENT
9 Trustees: 4 Elected,
4 Appointed, 1 Ex Officio

The IntrodiycSection

County Counsel

Auditor
Brown Armstrong

CHIEF EXECUTIVE OFFICER
Sid McCausland

— OFFICER
R. Scott Hood

ASSISTANT EXECUTIVE

INVESTMENT & FINANCE
M ANAGER
Gary Clifton

— Member Services
Janell LeBlanc

Retirement Analyst — Retired

Management Analyst

Mabel Wong

Retirement Analyst
— Member Services
Susie Lamica

Senior Accountant

Investment Consultant
Strategic Investment Solutions

Chezelle Milan

Retirement Analyst
— Member Services

Celedonia Amacker Melchor Cruz

- Retirement Analyst —

Global Custodian
State Street Bank & Trust

Controller

Retirement Analyst
— (Extra help)
Lilibeth Dames

Real Estate Portfolio

Indexed Equity & Fixed Income
Portfolios
Barclays Global Investors

INVESCO Realty Advisor

°Z

— Analyst
Tariq Ali

Information Technology

Real Estate Counsel

International Equity Portfolio
Bank of Ireland Asset
Management

Stein & Lubin

Office Specialist
] Carolyn Welch

Actuary

Public Pension Professionals

Medical Advisor
Charles Fracchia, M

.D.
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Deutsche Asset Management
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Main Office

4200 Truxtun Ave., Suite 300

Bakersfield, California 93309
Brown Armstrong Pau lden Tel 661.324.4971 Fax 661.324.4997

M CCOWN STARBUCK & K EETER e-mail: barrinfo@bacpas.com

Certified Public Accountants Shafter Office
560 Central Avenue

Shafter, California 93263
Tel 661.746.2145 Fax 661.746.1218

Peter C. Brown, CPA

Burton H. Armstrong, CPA, MST
Andrew J. Paulden, CPA
Harvey J. McCown, CPA
Steven R. Starbuck, CPA

Aileen K. Keeter, CPA
Chris M. Thornburgh, CPA INDEPENDENT AUDITOR’S REPORT

Eric H. Xin, CPA, MBA
Amanda E. Wilson, CPA

Lynn R. Krausse, CPA, MST To the Members of the

Bradley M. Hankins, CPA :
Melinda McDaniels, CPA San Mateo County Board of Retirement

Sharon Jones, CPA, MST
Thomas M. Young, CPA

Diana Branthoover, CPA We have audited the accompanying statement of fiduciary net assets of the San Mateo
Rosalva Flores, CPA County Employees’ Retirement Association (SamCERA) as of June 30, 2004 and 2003
Connie M. Perez, CPA and the related statement of changes in fiduciary net assets for the years then ended.
Matthew Gilligan, CPA These financial statements are the responsibility of management of SamCERA. Our
Ryan Johnson, CPA responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the fiduciary net assets of the San Mateo County Employees’ Retirement
Association as of June 30, 2004 and 2003 and its changes in fiduciary net assets for the
year then ended in conformity with accounting principles generally accepted in the United
States of America.

The management’s discussion and analysis as listed in the Table of Contents is not a
required part of the basic financial statements but is supplementary information required
by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of this supplementary information. However,
we did not audit the information and express no opinion on it.

12
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Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The Required Supplementary Information and Other Supplementary Information, and the
investment, actuarial and statistical sections are presented for purposes of additional analysis and are not
a required part of the basic financial statements of SamCERA. The Required Supplementary Information
and Other Supplementary Information have been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to
the basic financial statements taken as a whole. We did not audit the information contained in the
investment, actuarial and statistical sections and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated August 5,
2004, on our consideration of SamCERA's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audits.

BROWN ARMSTRONG PAULDEN

McCOWN STARBUCK & KEETER
ACCOUNTANCY CORPORATION

P

Bakersfield, California
August 5, 2004
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FISCAL YEAR 2003 — 2004

As fiduciaries of the San Mateo County EmployeestiiRment Association, we offer readersSEMCERA
financial statements this narrative overview andlysis of its financial activities for the fiscabégr ending June
30, 2004.

Financial Highlights

* $1,435,359,423 in net assets are held in trugbdosion benefits. All of the assets are availablmeet
SamCERA’songoing obligation to plan participants and thEneficiaries.

« SamCERA’'sotal net assets held in trust for pension besefitreased by $202,087,886 or 16.39%
primarily as a result of market appreciation.

 SamCERA’sfunding objective is to meet long-term benefitsligdtions through contributions and
investment income. As of June 30, 2004, the d&te last actuarial valuation, the funded ratio fo
SamCERAvas 75.6%.

* Revenues (Additions to Fiduciary Net Assets) far ylear were $280,469,183, which includes member
and employer contributions of $87,136,017; investingain of $193,106,848 (excluding investment
expense of $4,158,687); and other additions of $228.

* Expenses (Deductions in Fiduciary Net Assets) emed from $72,081,765 to $78,381,297 over the prior
year, or approximately 8.74%. Most of this inceea&s due to an increase in benefits paid.

Overview of Financial Statement

This discussion and analysis is intended to seswanantroduction t&amCERA’dinancial statements, which are
comprised of these components:

1. Comparative Statements of Fiduciary Net Assets

2. Comparative Statements of Changes in FiduciaryAdeets
3. Notes to the Financial Statements

4. Required Supplementary Information

5. Other Supplementary Information

Please note, however, that this report also comtatimer supplementary information in addition te liasic
financial statements listed above.

The Comparative Statement of Fiduciary Net Assits snapshot of account balances at year-endisdibses
the assets available for future payments to retisel any current liabilities that are owed asuoiJ30, 2004.

The Comparative Statement of Changes in FiduciargtNAssetgprovides a view of additions and deductions to
the Plan. Both statements are in compliance wittveBmental Accounting Standards Board (GASB)
Pronouncements 25, 26, 28, 33, 34, 40, and 41.seTheonouncements require certain disclosures eauire
State and Local Governments to move to the fulhwaicmethod of accountingSamCERAcomplies with all
requirements of these pronouncements.

The Comparative Statement of Fiduciary Net Assetsthe Comparative Statement of Changes in Fidydiat

Assets report information abo8amCERA'sactivities. These statements include assetsiahiiities, using the
accrual basis of accounting. All of the currenayg revenues and expenses are taken into accegatdiess of
when cash is received or paid. All investment gand losses are shown on a trade date basis, fagivalues.
All Property and Equipment (Capital Assets) arerdejated over their useful lives.

These two statements rep@amCERA’'s1et assets held in trust for pension benefitsresveay to measure the
Plan’s financial position. Over time, increasesl alecreases iIBamCERA’'snet assets are one indicator of

14



whether it's financial position is improving or deibrating. Other factors, such as market conastichould be
considered in measurirgamCERA’'overall financial position.

Notes to the Financial Statemepi®vide additional information essential to a fwtiderstanding of the data
provided in the financial statements.

Required Supplementary Informatiprovides additional information and detail conceghamCERA’s progress
in funding its obligations to provide pension bétsgtio members, the trend of employers’ contribngiopertinent
actuarial information as of the latest valuatiomj aotes to the schedules of trend information.

Other Supplementary Informati@@ction includes the schedules of administratkpenses, schedule of
investment expenses, and schedule of paymentsiultants.

Financial Analysis
Tables 1, 2, and 3 summarize and compare SamCHRWtscial results for current and prior periods.

SamCERA's Fiduciary Net Assets held in trust fongien benefits as of June 30, 2004, totaled $13536423,
which represents an increase of $202,087,886 @9%6.over the period. The increase in net assedsdisect
result of strict adherence 8amCERA's Investment Plarnhich with the asset allocation and rebalancialicp

as adopted by SamCERA'’s Board of retirement, hanabled the Association to maximize the upturn ie th
market. All of the net assets are available totrBeenCERA’®©ngoing obligations to plan participants and their
beneficiaries. Net assets increased by 16.39%gltine fiscal year due primarily to market apprécia

SamCERA'’s Net Assets (Table 1)

For the Years Ended June 30, 2004 and 2003 Amount Percent
Increase/ Increase/
2004 2003 Decrease Decrease
Investments at Fair Value $1,428,595,232 $1,228%33  $200,361,855 16.31%
Other Assets $21,472,070 $28,076,893 ($6,604,823) -23.52%
Total Assets $1,450,067,302 $1,256,31®,27 $193,757,032 15.42%
Total Liabilities $14,707,879 $23,038,733 ($8,330,854) -36.16%
Net Assets $1,435,359,423 $1,233,271,537 $202,087,886 16.39%
For the Years Ended June 30, 2003 and 2002 Amount Percent
Increase/ Increase/
2003 2002 Decrease Decrease
Investments at Fair Value $1,228,233,377 $1,204,544,649 $23,688,728 1.97%
Other Assets $28,076,893 $18,236,993 $9,839,900 53.96%
Total Assets $1,256,310,270 $1,222,781,64 $33,528,628 2.74%
Total Liabilities $23,038,733 $15,298,062 $7,740,671 50.60%
Net Assets $1,233,271,537 $1,207,483,580 $25,787,957 2.14%

Despite recent market volatility and enriched egtient benefitSamCERAemains in a good financial position
to meet its obligations to plan participants anddfeiaries.

15



Capital Assets

As of June 30, 2008amCERA’dsnvestment in capital assets totaled $28,012 ¢ghetccumulated depreciation
and amortization). This investment in capital &sgecludes electronic equipment and software.

Reserves
SamCERA'sReserves are established from contributions aedattumulation of investment earnings, after

deducting investment and administrative expenses {&ble 2 below). During the past several yehes t
following significant Board actions have impactéé teserve accounts:

* The adoption of the Governmental Accounting Stashddoard Pronouncement 25, which mandates that

investments be stated at fair value, effectiveigtd Year 1996.

* The implementation of five-year actuarial smoothaignvestment gains and losses effective in Fi¥esr
1996, as recommended by William M. MerceamCERA’'&ctuary.

» The creation of the Market Stabilization Accountrédlect the five-year actuarial smoothing of inwesnt
gains and losses effective in Fiscal Year 1996.

» The creation of the Ventura Contingency Reservyarésfund retroactive retiree benefits that may Itefsom
the adverse decision in the matter Tdamsters Local 856 vs. Board of Retirement, Sated1&ounty
effective Fiscal Year 2000 (See Note 5).

Under GASB 25, investments are stated at fair maviasbue instead of cost and include the recognitién
unrealized gains and losses in the current peridbdese gains and losses are held in the Markeili3tdion
Account, an account established in 1996. Initjalhese gains and losses were only allocated tdVidudket
Stabilization Account until the actual gains anskles were realized by the sale of the investmaet.agiowever,
with the implementation of the five-year smoothmgthodology, a portion of these unrealized gairslasses is
recognized and allocated to all other reservesth Ye upturn in the market over the past two ye&samCERA'’S
Market Stabilization Account improved by $224,6289,6 At year-end 2002 the Account was ($273,415,8%6
year-end 2004 the balance had decreased to a 85/87P).

To prevent the smoothed value from deviating sigaiftly from the actual market value, the Boaraeaiirement
adopted a policy in 2002 that the smoothed valmaagbe less than 80% nor greater that 120% of eharkiue.
If the smoothed value is greater than 120%, themntlarket losses (or market gain if less than 80&tio be
recognized immediately.

SamCERA'sReserves (Table 2)

As of June 30 2004 2003 2002
Member Reserves $259,731,818 $242,075,501 $218,545,868
County Advanced Reserves $212,410,513  $199,095,646 $199,675,386

Retiree Reserves

Cost of Living Reserves
Contingency Reserves

Ventura Reserves

Unallocated Earnings/Loss Account
Market Stabilization Account

$449,574,515
$539,641,932
$0
$31,523,929

($8,737,605)
($48,785,679)

$400,082,439
$500,364,497
$13,757,625
$32,145,000
$0
($154,249,171)

$460,449,850
$556,529,725
$13,553,077
$32,145,000
$0
($273,415,326)

Net Reserves held in Trust for

$1,435,359,423 $1,233,271,537 $1,207,483,580

Pension Benefits
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Additions to Fiduciary Net Assets

The reserves needed to finance retirement beraétaccumulated through collection of employer eamgloyee
contributions and through earnings on investmengt ¢f investment expenses). Revenues for thalfigear

ended June 30, 2004 totaled $280,469,183 (RefEaltte 3 below).

Additions to Fiduciary Net Assets (Table 3)

For the Years Ended June 30, 2004 and 2003 Amount Percent
Increase/ Increase/
2004 2003 Decrease Decrease
Employer Contributions $60,041,821 $36,069,587 $23,972,234  66.46%
Employee Contributions $27,094,196  $22,650,186 $4,444,010  19.62%
Investment Income/(Loss) $197,265,535 $42,713,172 $154,552,363 361.84%
Less Investment Expenses ($4,158,687) ($3,571,263) ($587,424) 16.45%
Other Additions $226,318 $8,040 $218,278 2,714.90%
Total $280,469,183 $97,869,722 $182,599,461 186.57%
For the Years Ended June 30, 2003 and 2002 Amount Percent
resese] emees
Employer Contributions $36,069,587 $33,540,869 $2,528,718 7.54%
Employee Contributions $22,650,186 $16,626,890 $6,023,296 36.23%
Investment Income/(Loss) $42,713,172 ($78,722,818) $121,435,990 154.26%
Less Investment Expenses ($3,571,263) ($3,687,280) $116,017 -3.15%
Other Additions $8,040 $0 $8,040 N/A
Total $97,869,722 ($32,242,339) $130,112,061 403.54%
Additions to Fiduciary Net Assets
FY 1997 - 2004
300,000
250,000 —
200,000 - —
” 150,000 - —
-§ 100,000 - —
= 50,000 - m m H o r— H -
&
6/30/1997 6/30/1998 6/30/1999 6/30/2000 6/B0/20p1 6/B0/20p2 6/30/2003 6/30/2004
(50,000)
(100,000)
(150,000)
O Employer ® Employee O Investment
Contributions Contribution Income

17



Deductions from Fiduciary Net Assets

SamCERAwas created to provide lifetime retirement anesitisurvivor benefits, and permanent disability
benefits to qualified members and their benefiegri The cost of such programs includes recurrergfit
payments as designated by the Plan, refund of ibatibns to terminated employees, and the cost of
administering the system. Deductions for the figear ended June 30, 2004 totaled $78,381,297 an
increase of 8.7% over the prior fiscal year (rébefable 4 below).

Deductions of $78,381,297 were exceeded by additioh $280,469,183, resulting in an increase of
$202,287,886 in fiduciary net assets for the figear ended June 30, 2004.

Deductions in Fiduciary Net Assets (Table 4)

For the Years Ended June 30, 2004 and 2003 Amount Percent
Increase/ Increase/
2004 2003 Decrease Decrease
Retiree Benefits $74,016,331 $68,989,297 $5,027,034 7.29%
Member Refunds $1,734,439 $1,205,576 $528,863 43.87%
Administrative Expenses $1,911,755 $1,886,892 $24,863 1.32%
Other Expense $718,772 $0 $718,772 N/A
Total $78,381,297 $72,081,765 $6,299,532 8.74%
For the Years Ended June 30, 2003 and 2002 Amount Percent
Increase/ Increase/
2003 2002 Decrease Decrease
Retiree Benefits $68,989,297 $65,186,501 $3,802,796 5.83%
Member Refunds $1,205,576 $1,550,671 ($345,095) -22.25%
Administrative Expenses $1,886,892 $1,508,527 $378,365 25.08%
Total $72,081,765 $68,245,699 $3,836,066 5.62%
Deductions to Fiduciary Net Assets
FY 1997 - 2004
90,000
80,000 - I
o 70,000 — =1
o 60000 -
8 50000 S = |
S 40000 -
ég_ 30,000
20,000
10,000 + —
6/30/1997 | 6/30/1998 | 6/30/1999 | 6/30/2000 | 6/30/2001 | 6/30/2002 | 6/30/2003 | 6/30/2004
O Retiree O Refunds O Admin
Payroll Expense

Last fiscal year, both retiree benefits and mememds increased. Management attributes thesdsr®
the overall economic environment and implementatibfiavorable labor negotiations by active members,
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which resulted in enriched retirement benefits. eSéh factors lead some active members testing the jo
market while others submitted their retirement ayapions.

The systems administrative expenses increased ByB8&2 or 1.32% in fiscal year 2003-2004. The
increased expenditure is primarily attributabl@domal merit and longevity promotions account.

SamCERA’'professional services budget appears as a p#neafvestment expense. For the fiscal years
ended June 30, 2004 and June 30, 2003, the expesddifor actuarial services, custodian services and
investment consultant services were consistent thighoriginal appropriations. Last fiscal yeayndstment
assets increased faster than anticipated, resuitingigher actual investment management fees than
budgeted. Investment management fees are driveomityactual agreements and based on total faikehar
value of assets under management.

The County Employees Retirement Law of 1937 linBemCERA’sadministrative budget to eighteen-
hundredths of 1 percent of the total assets ofé¢lilement systenSamCERAas consistently been within
its approved administrative budget and within tBebasis point regulation. There are no materiabwaes
between planned expenditures and actual expenslitorehe fiscal year ending June 30, 2004.

SamCERA'’s Fiduciary Responsibilities

SamCERA’'8Board and staff are fiduciaries of the pensiomsttfund. Under California Constitution the
assets can only be used for the exclusive berfgfiaa participants and their beneficiaries.

Requests for Information

These Financial Statements are designed to pr@adeCERA'’s Board, membership, taxpayers, investment
managers, and interested parties with a generavieve of the San Mateo County Employees’ Retirement
Association’s financial position and to show acdaility for the funds it receives.

Additional information is available on our websiewww.samcera.org.

Questions concerning any of the information prodide this report or requests for additional finahci
information should be addressed to:

San Mateo County Employees’ Retirement Association
100 Marine Parkway, Suite 125

Redwood Shores, CA 94065

Telephone: (650) 599-1234

Facsimile: (650) 591-1488

Respectfully submitted,

Gary Clifton
Investment and Finance Manager
August 5, 2004
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San Mateo County Employees’ Retirement Association

Statement of Fiduciary Net Assets

Assets:

Cash and Deposits (Notes 2 and 4)

Receivables:
Contributions

Due from broker for investments sold

Investment income
Other Receivables
Total Receivables

Prepaid Expense

Investments, at fair value (Notes 2 and 4)
Domestic fixed income securities

Domestic equities
International equities
Real Estate

Total Investments

June 30, 2004 and 2003

Capital assets, at cost, net of accumulated

Depreciation of $3,437 and $12,030 at
2004 and 2003, respectively. (Note 2)

Total Assets

Liabilities:
Payables

Investment management fees
Due to broker for investments purchased
Mortgage Note Payable (Note 6)

Due within One Year

Due in more than one year

Other
Total Liabilities

Net Assets Held in Trust For Pension Benefits (Note 3)
(A Schedule of Funding Progress is presented oa Bay

2004 2003
$16,292,774 $16,849,000
2,652,536 1,288,978
664,654 8,060,664
1,570,776 1,692,099
164,389 48,087
5,052,355 11,089,828
98,929 134,628
375,186,833 354,572,249
768,511,724 628,610,339
226,683,026 181,212,145
58,213,649 63,838,644

1,428,595,232

28,012

1,450,067,302

1,228,233,377

3437

1,256,310,270

441,977 370,957
6,420,711 14,634,147

196,330 181,518
6,707,699 6,904,029
941,162 948,082
14,707,879 23,038,733
$1,435,359,423 $1,233,271,537

The accompanying Notes are an integral part oktfieancial statements.
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San Mateo County Employees’ Retirement Association
Statement of Changes in Fiduciary Net Assets
For The Year Ended June 30, 2004 and 2003

Additions:

CONTRIBUTIONS (Note 3)

Employer
Employee
Total Contributions

INVESTMENT INCOME/(LOS9
Interest and dividends
Net appreciation (depreciation) in
Fair value of investments

Less investment expense
Net Investment Income (LosSs)
Other Additions

Total Additions

Deductions:

ASSOCIATION BENEFITS
Service retirement allowance
Disability retirement allowance
Medical benefits
Death and other benefits
Total Association benefits

REFUNDS OF MEMBERSCONTRIBUTIONS
ADMINISTRATIVE EXPENSE(Note 3)
OTHER EXPENSE

Total Deductions

Net Increase (Decrease)

Net Assets Held in Trust for Pension Benefits:

Beginning of year

End of year

2004

$ 60,041,821

27,094,196
87,136,017

12,673,292

184,592,243
197,265,535

4,158,687
193,106,848

226,318

280,469,183

62,431,040
9,359,004

1,198,383

1,027,904

74,016,331
1,734,439
1,911,755
718,772
78,381,297

202,087,886

1,233,271,537

2003

$ 36,069,587
22,650,186
58,719,773

16,512,466

26,200,706
42,713,172

3,571,263
39,141,909

8,040

97,869,722

58,243,898
8,920,862
1,085,879

738,658

68,989,297

1,205,576
1,886,892
0
72,081,765

25,787,957

1,207,483,580

$1,435,359,423

$1,233,271,537

The accompanying Notes are an integral part oktfieancial statements
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Notes to the Financial Statements
Note 1 - Plan Description

The following description of the San Mateo Countynffoyees' Retirement Association (The
Association) is provided for general informationrpases. The Association is governed by the County
Employees Retirement Law of 1937 (the 1937 Act).nMers should refer to this Law for more
complete information.

General

The Association is a cost-sharing multiple-employefined benefit pension plan established to pi@vi
pension benefits for substantially all permanenpleyees of the County of San Mateo (the Primary
Employer) and the San Mateo County Mosquito Abatenmastrict. The Association is a Component
Unit of the Primary Employer. Management of thesd@ation is vested in the Board of Retirement
consisting of nine members. The 1937 Act statesno@mber shall be the County Treasurer; the second
and third members shall be general members of #s@dation elected by their peers; the fourthh fift
sixth and ninth members shall be qualified electdrthie County and shall be appointed by the Boérd
Supervisors; the seventh member shall be electednybe a member of the Association’s safety
membership; the eighth member shall be a retirechimee elected from the retired membership. The
Association has four plans, which cover memberssdi@d as general, safety or probation. Employees
hired on or before July 6, 1980, became membeRaf One. Employees hired after July 6, 1980, and
before July 13, 1997, became members of Plan Tevoployees hired on or aftduly 13, 199 become
members of Plan Four. New General Employees m&y elect membership under Plan Three. New
employees appointed to positions of active law mfiment become safety members under Plan Four.
In 1990, probation officers were given the choi¢geamaining in the general plan or electing safety
status for future service under a new probation.pfdl new probation officers become members under
Plan Four for probation officers. From January 993, general members in Plan Three with 5 years of
continuous service have the option to change tdPtaa they were eligible for at entry date. Former
Plan 3 members are authorized to purchase serkecht en their current plan. Earned Plan 3 service
credit is forfeited in an amount equivalent to pluechase.

The Association’s plans are not subject to the igsrons of the Employee Retirement Income Security
Act of 1974 (ERISA). As of June 30, 2004, the Asaton membership consisted of the following:

Plan Plan Plan Plan
One Two Three Four Total
Retirees and beneficiaries currently receiving biene
General 2,223 773 98 5 3,099
Safety 283 49 0 0 332
Probation 91 16 0 1 108
Subtotal 2,597 838 98 6 3,539
Terminated employees entitled to but not currergeiving benefits (deferred):
General 79 486 117 101 783
Safety 2 36 0 13 51
Probation 0 30 0 13 43
Subtotal 81 552 117 127 877
Totals Forwarded 2,678 1,390 215 133 4,416
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Notes to the Financial Statements

Note 1 - Plan Description — General (Continued)

Plan Plan Plan Plan
One Two Three Four Total
Totals Forwarded 2,678 1,390 215 133 4,416
Current employees:
Vested:
General 326 1,673 90 366 2,455
Safety 48 190 0 57 295
Probation 21 101 0 43 165
Non-Vested:
General 2 109 79 1,842 2,032
Safety 0 9 0 107 116
Probation 1 2 0 120 123
Subtotal 398 2,084 169 2,535 5,186
Total 3,076 3,474 384 2,668 9,602

Benefit Provisions

The Association provides service retirement, diggland death benefits based on defined benefihédas,
which uses final average compensation, years @fcggrand age factors to calculate benefits payakhte
addition, the Association provides annual costhvafiy adjustments upon retirement for members ahBl|
One, Two and Four. The benefits of Plan Three edeaed by a portion of Social Security benefitensaxd

by the member. The 1937 Act vests the Board ofe8igors with the authority to initiate benefitshile
Government Code Section 31592.2 empowers the BofaRktirement to provide certain ad hoc benefits
when the Section 31592 reserve exceeds 1% of assets

Members with 10 years of continuous service (peenapart-time employees need equivalent of 5 yefrs
full-time service and 10 years of membership) digglde to retire at the following minimum ages:

Plan One Age 50
Plan Two Age 50
Plan Three Age 55
Plan Four Age 50

General members in Plans One, Two and Four maserati any age after 30 years of service. Safety
members and Probation members may retire at angfsgye?0 years of service.

A member who leaves County service may withdrawohiser contributions, plus any accumulated interes
Members with five years of service or permanent-pare employees who have the equivalent of fivarge

of full-time service or non-contributory membergtwilO years of service who terminate their emplayime
with the County may elect a deferred retirement.
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Notes to the Financial Statements

Note 2 - Significant Accounting Policies
Basis of Accounting

The Association uses the accrual basis of accayntivestment income is recognized when it is edraad
expenses are recognized when they are incurredtri@ations are recognized when due. Benefits and
refunds are recognized when due and payable unéeetms of the plan.

The financial activities of the Association (a campnt unit of the County) are blended with the dasi
financial statements of the County because the dason is an integral part of the County.

Beginning with the fiscal year ending June 30, 2@68 San Mateo County Employees’ Retirement
Association implemented Governmental Accountingi@sads Board’s (GASB) Statement No. 40, Deposit
and Investment Risk Disclosures and GASB Statefdent1Budgetary Comparison Schedules —
Perspective DifferencesGASB’s Statement 40 establishes and modifiedalisre requirements related to
investment risks: credit risk (including custodiagdit risk and concentrations of credit risk)eiast rate

risk, and foreign currency risk. GASB’s Statemint 41 amends Statement No.Bdsic Financial
Statements — and Management’s Discussion and Asalyer State and Local Governmersequire the
addition of budgetary comparisons.

Cash and Investments

The Board of Retirement has exclusive control @& ifivestments of the Association. Government Code
Section 31595 of the 1937 Act authorizes the Boaidvest, or delegate the authority to invest,absets of
the Association in any investment allowed by statamd deemed prudent in the informed opinion of the
Board.

Cash is pooled with other funds of the County @tedians, when appropriate, so as to earn a higkeof
return than could be earned by investing the fundsidually. All highly liquid investments with aturity
of three months or less when purchased, in additahe pooled cash with the County and custodiares,
considered cash equivalents.

The Association records investment transactionshentrade date. Investments are reported at fdireva
Short-term investments are reported at cost, wapgroximates fair value. Securities traded on esnal or
international exchange are valued at the last tegaales price at current exchange rates. RéatieEasssets
are reported at fair value utilizing an income a@agh to valuation. By contract, an independentaipal is
obtained once every three years to determine theriaket value of the real estate assets. Inrttegim
years, real estate assets are reported at faie wdilizing an income approach to valuation.

Capital Assets
Capital assets are valued at historical cost aedcamprised of computer equipment. Depreciation is
computed using the straight-line method over themased useful life of 3 yearfor computer equipmen

The Association’s previous capital asset balancg3p437 was completely depreciated and writterabthe
end of this fiscal year. SamCERA acquired newtehpssets totaling $28,012 at year-end.

24



Notes to the Financial Statements

Foreign Currency Transactions

Gains earned and losses incurred resulting froeidarcurrency transactions during the year arerdecbas
a component of investment income. Gains and |losees translation of international investments acél
year-end rates of exchange are included in invagtmeome.

Forward currency contracts are used to control ecwy exposure and facilitate the settlement of
international security purchase and sale trangatiolrhese contracts are agreements to excharfgeedif
currencies at specified rates and settlement daiBSerences between the contract and market exgda
rates at settlement result in gains or losses, tware included in net investment income. Risks iase
from the possible inability of counter parties teehthe terms of their contracts and from movemants
exchange and interest rates.

Reclassifications

Comparative data for the prior year have been ptedein the selected sections of the accompanying
Statements of Fiduciary Net Assets and Changesduckary Net Assets. Also, certain accounts presen
in the prior year’'s data have been reclassifieariter to be consistent with the current year’s gméstion.

Note 3 - Contributions, Administrative Expenses and Reserves
Contributions

Both the County and the employees make contribstimnthe Association. Employee contributions are
mandatory except for those employees under PlageTfithe employee contribution rates are established
and may be amended pursuant to Articles 6 andf@l&dl 937 Act. The rates are determined by agatay
into the Association and are based on a percemthgevered compensation. The most recent informatio
available for average employee contribution ratéorsthe fiscal year ended June 30, 2004. The weate
7.09%.

The County contribution rates for each plan aremeined pursuant to Section 31453 of the 1937 Adt a
provide for the balance of the contributions whistnen combined with projected investment earnimgi,

be needed to fund the benefits promised underldre @ontribution rates are actuarially determinsthg
the entry age normal method and consist of an atrfoumormal cost (the estimated amount necessary t
finance benefits earned by employees during theeotiyear) and an amount required to amortize ef th
unfunded actuarial accrued liability over the périending June 30, 2022. Details of funding progress
annual required contribution and contribution mégethe County, and the latest actuarial valuatios a
presented in the Required Supplementary Informaicimedules.

The Average employer contribution rate decreasenh f22.84% for the valuation ended June 30, 2003 to
21.22% in the valuation ended June 30, 2204. Bhwimarily due to a decrease in employer normat as
shown in the following table.

2004 2003 Change

Normal Cost 10.32% 13.32% -22.52%
Amortization of UAAL 10.90% 9.52% 14.50%
Total Contribution Rate 21.22% 22.84% -7.09%

Dollar Amount of Contribution (in Thousands)  $80624 $73,995 $6,251
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Notes to the Financial Statements

The County pays 100% of management employees’,ptesented attorneys’ and sheriff's sergeants’
contributions and 50% of confidential employeestcibutions on a refundable basis. In addition merab
of certain bargaining units who are in a contrilbytoetirement plan have a portion of their retireme
deduction paid by the County based on individuahryeof service using schedules set forth in the
Memorandums of Understanding. Effective October 2003, the County pays 15% of Safety/Probation
contributions on a non-refundable basis.

Administrative Expenses

Administrative costs of the Association are finahtierough investment earnings. Administrative erges
reported in the statement of changes in plan rsettsisnclude:

2004 2003
Salaries and employee Benefits $1,115,394  $962,378
Services and supplies 792,924 919,358
Depreciation 3,437 5,156
Salaries and employee Benefits $1,911,755 $1,886,892
Reserves
Reserves required for reporting purposes by th& 243
2004 2003
Member Deposit Reserve — Accumulated Contributions
and Interest $ 259,731,818 $ 242,075,501
County Advance Reserve — Current Service 212,410,513 199,095,646
Retiree Reserves 449,574,515 400,082,439
Cost of Living Adjustment Reserve 539,641,932 500,364,497
Subtotal (Valuation Reserves) 1,461,358,778 1,341,618,083
Reserves required by Section 31592 of the 1937 Act:
Ventura Contingency Reserve (Note 5) 31,523,929 32,145,000
Reserve for Deficiencies in Interest Earnings and
Other Contingencies 0 13,757,625
Total Allocated Reserves 1,492,882,707  1,387,520,708
Unallocated Earnings / Losses Account (8,737,605 (0)
Market Stabilization Account (48,785,679) (154,249,171)
Net Assets Held in Trust for Pension Benefits 1,485,359,423 $1,233,271,537
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Notes to the Financial Statements

Reserves are restricted to specific purposes. Merobetributions are credited to members deposiéries
County contributions are credited to county advareserves and the cost of living adjustment resefte
retirement, a member’s accumulated contributionss pinterest and the related county contributions ar
transferred to the retiree's reserves. The retieserves and the cost of living adjustment reseepgesent
amounts set aside for retirement benefits promisettr the plan less benefits paid.

The reserves required by Section 31592 of the ¥@3#epresent earnings in excess of the total @stecredited
to contributions and reserves. The 1937 Act reguinat the excess earnings remain in the retirefiogict as a
reserve against any deficiencies in interest egmin other years, losses on investments and otmingencies,
however, excess earnings exceeding one perceheddtal assets of the Association may be traresiento the
county advance reserves for payment of benefitsribesl under the Act.

GASB 25 mandates the recognition of unrealized gy@nd losses in the current period. However, @ th
recommendation of its actuary, SamCERA utilizes arkdt Stabilization Account to account for unrezdiz
actuarial investment gains and losses, which doelleded as the difference between the actual nhaetern and
the return that would have been generated if egsnimd been at the actuarial interest rate. Thekdtla
Stabilization Account is designed to smooth thedotmn employer annual contribution rates due tatiity in
investment returns. Balances in the Market Stadtilbn Account are amortized over five-years inoadance
with a schedule established by the actuary.

The June 30, 2004 balance in the Market Stabitimaf\ccount of -$48.8 million reflects the balandetloe
current year’s and previous four years’ net deteregurns.

On June 26, 2008amCERAadopted an Interest Crediting Policy that mandatesiarial Valuation Reserves
will be credited at the Actuarial Interest RateheTPolicy acknowledges that actual earnings magréater than
or less than the Actual Earnings. An Undistributeainings/ Loss Account was established to accéamt
periods when Actual Earnings does not equal thea&dal Interest Rate.

Note 4 - Cash and Investments
Cash and Cash Equivalents

Cash and cash equivalents consist of short-terrasiments with fiscal agents as well as depositd hela
pooled account with the County of San Mateo. Alitigipants in the pool share earnings and los$ég short-
term investments consist of cash held in money etamkcounts and securities readily convertibleashc All
cash and cash equivalents are carried at costhwdpproximates fair value. A summary of cash aashc
equivalents as of June 30, 2004 and June 30, 20@@vided below.

Investments

The Association’s investments are managed by intdg® investment management firms subject to the
guidelines and controls in the investment plan emotracts executed with the Board. The Board eslithird
party institutions as custodians over the Plantasse

The Board approved its first comprehensive investrpéan on September 29, 1994. The plan specifiedsaet
allocation target of 50% equities, 40% fixed incoseeurities, and 10% real estate. The current aflseation,
which was adopted on April 21, 2000 and reaffirnoed July 22, 2003, is 65% equities, 29% fixed income
securities and 6% real estate. At June 30, 20Q4akasset allocation wa&9.1% equities, 26.5% fixed income
securities, 4.1% real estate and cash 0.4%.
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Notes to the Financial Statements

For financial reporting purposes, the Associatidnigestments are categorized to give an indicabibthe risk
assumed by the Association as of June 30, 2004.ddwernmental Accounting Standards Board (GASB)
Statement No. 3 established custodial credit ristegories. The Governmental Accounting Standardsrdo
(GASB) Statement No. 40 updates the custodial tristti disclosure requirements of Statement 3 atabéishes
and modifies disclosure requirements related testment risks; credit risk (including custodialditaisk and
concentrations of credit risk), interest rate rilg foreign currency risk. For the fiscal yeadeshJune 30, 2003
the Association implemented Statement No. 40 ifinencial statement’s disclosures.

Investments in external investment pools and mutwads cannot be categorized because the Assatiatioot

issued securitiesSamCERAwns units in those investment.

The Association's cash and investments as of Juhel8w:

2004 2003
Cash Equivalent Investments (Not Categorized)
Funds Pooled with County Treasurer $ 4,12R,43 $ 1,433,724
Short-Term Investment Funds held with Fiscal Agen 12,171,341 15,415,276
Total Cash equivalents $ 16,292,774 $ 16,849,000

Investments — Categorized (Refer to the TableBgl
Domestic Fixed Incomeu)
Government Obligations

$ 116,703,070

$ 104,615,640

Corporate Bonds 47,911,060 55,101,336
Total Categorized 164,614,130 159,716,976
Investments- Not Categorized
Commingled Funds:
Domestic Fixed Income
BGI US Debt Index Fund) 210,572,703 194,855,273
Domestic Equities
BGI Russell 1000 Index Fund 600,366,122 504,456,079
BGI Russell 2000 Index Fund 168,103,6 124,154,260
International Equities
Bank of Ireland Asset Management 226,683,026 181,212,145
Real Estate 58,213,649 63,838,644

Total Not Categorized

1,263,981,102

1,068,516,401

Total Investments

$1,428,595,232

$1,228,233,377

(1) Fixed Income is presented for comparative

As of June 30, 2004 the Association had the follganvestments categorized for interest rate aadicrisk.

Deutsche Asset Management Bond Portfolio

Weighted Average

Investment Type Fair Value Maturity (Years)
United States Treasuries $ 16,728,800 12.86
Single Family Mortgage Backed Securities 64,808,7 4.60
CMBS 7,332,757 3.88
Asset Backed Securities 14,838,168 2.90
Taxable Municipal Bonds 12,928,640 5.74
Corporate Bonds 47,911,060 10.66
Total Fair Value & Portfolio Weighted Average Méty $164,614,130 6.99
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Barclays Global Investor U.S. Debt Index Fund

Investment Type Fair Value Weighted Average
Maturity (Years)
BGI U.S. Debt Index Fund $210,572,703 6.79

Interest Rate Risk SamCERA'énvestment Plamloes not have a formal policy that limits investinmaturities
as a means of managing its exposure to fair valssek arising from increasing interest rates. Agsociation’s
active and passive bond portfolios are managedtidaraeutral to their benchmark, the Lehman Brather
Aggregate Bond Index. Barclays Global Investosvigled the weighted average maturity utilized toe BGI
U.S. Debt Index Fund.

Credit Risk -SamCERA’dnvestment Plan has three requirements addre$sied income quality. First, the
minimum average rating of the total portfolio ofdd income assets under a manager's supervisionb@usA"

or better (Standard & Poor’'s or Moody equivalem)lar weighted at market value. Second, the mimmu
guality rating eligible for the portfolio is “B” obetter (as rated by Standard & Poor’s or Moodyjaiealent).

The third requirement is that no more than 10% & CERA'§ixed income assets under a manager's supervision
shall be invested in securities with a rating beBaa3, BBB-, P-1 or A-1.

On June 30, 2004 the quality breakdown of the Aission’s investments in bonds were rated as inditat the
table below.

Credit Active Passive
Risk Management  Management

AAA+ 0% 70.48%
AAA 68.42% 6.23%
AA 7.14% 4.76%
A 12.20% 8.86%
BBB 11.91% 8.31%
Baa 0.33% 0.00%
NR 0.00% 1.36%
100.00% 100.00%

Securities Lending

The Association invests in indexed portfolios inieththe investment manager may lend securities dwmnethe
portfolio. However, the Association currently doest lend securities, which are managed in a sépaecount
portfolio and held in the name of San Mateo Coutyployees' Retirement Association.

The Association had no securities on loan at figealr end and there was no security lending aiesviduring fiscal
year ended June 30, 2004. However, investment manage lending securities held in the name ofx¥adeortfolios
in which the Association has a unit value interest.

Note 5 — Contingent Liability

California’s Supreme Court ruled that compensapaid in cash, even if not earned by all employeethe same
grade or class, must be included in “compensatamable” and the “final compensation” on which ampéoyee’s
retirement benefit is based. The ruling overturt@mtystanding precedent. This August 14, 1997 sifgtiin the
matter of Ventura County Deputy Sheriff's Association vs. rBoaf Retirement of the Ventura County Employees
Retirement Associatiopecame “final” on October 1, 1997. The Assocratimplemented/enturaprospectively for
current employees and new retirees on Decembelr92g,
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The Venturadecision was silent on two fundamental issuesiiteal pay and retroactivity. F@mCERAthese issues
were resolved byreamsters Local 856 vs. Board of Retirement, Satedi@ounty.During the 2001 fiscal year, the
trial court considered and rejected claims by jmetérs thatVenturamandated the inclusion of terminal pay, third
party payments, and employer pickups of employeetrimtions in the calculation of final compensatioOn
November 30, 2001 the trial court ruled tRa@nturashould be applied retroactively and that the perssaf all retirees
and their beneficiaries, regardless of when théyesk must be recalculated. The Court of Appsalstained the trial
court’s decisions on July 11, 2003. On October2D03 the California Supreme Court declined toaemhe appellate
court’s decision.

The Association filed its plan for the implementatiof the November 30, 2001 writ of mandate wita tourt on
April 13, 2004. The implementation plan provides fthe research, calculation and payment of retica@and
prospectiveVenturaenhanced benefits to all eligible retirees andrthervivors. The plan includes provisions to
complete the implementation process during theeatircalendar year.

The Association retained an actuary to estimatdittamcial impact of a range of possible decisionthe Teamsters
Local 856litigation. Based on the provisions of the NovemB0, 2001 writ of mandate, the actuary estim#tatthe
contingent liability totaled $16.2 million as ofrk 30, 2002, with interest on the liability compding at 7% simple
per annum. The actual present value of the lighilitll not be known until the calculation ofenturaenhanced
benefits is completed. A reserve was establisbedhis contingent liability. The current balanakthis reserve is
$31,523,929.

Note 6 — Mortgage Note Payable

The Mortgage Note Payable at June 30, 2004 conafsts note payable on a real estate investment teitims,
including monthly payments of principal and inteéyes interest rate of 7.87%, and a maturity d&t8eptember 1,
2006. Monthly payments until maturity are $61,06¢ a principal payment due at maturity of $6,458). The note
is secured by the Association’s rental property.

Principal payments under the notes payable fonéxt five years are as follows:

Year Ending June 30 Principal Interest
2005 $ 196,330 $ 536,366
2006 212,350 520,345
2007 6,495,349 127,432
Total $6,904,029 $1,184,143
Due within one year $ 196,330
Due in more than one year 6,707,699
Total $6,904,029
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Required Supplementary Information

SAN MATEO COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

Required S
(Am

upplementary Information
ounts in thousands)

Schedule of Funding Progress

Actuarial
Accrued UAAL as a
Actuarial Actuarial Liability Unfunded Percentage of
Valuation Value of (AAL) AAL Funded Covered Covered
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (b-a) (©) ((b-a)/c)
6/30/99 1,109,417 1,205,554 96,137 92.03% 238,864 40.25%
6/30/00 1,271,565 1,291,694 20,129 98.44% 259,075 7.77%
6/30/01 1,384,586 1,404,060 19,474 98.61% 274,318 7.10%
6/30/02 1,416,821 1,660,566 243,745  85.30% 301,891 80.70%
6/30/03 1,353,941 1,781,544 427,603  76.00% 323,896 132.00%
6/30/04 1,452,621 1,921,328 468,707 75.6% 365,385 128.30%

Schedule of Employer Contributions

Year Annual
Ended Required Percentage
June 30 Contribution Contributed
1999 41,289 100%
2000 38,695 100%
2001 39,482 100%
2002 33,541 100%
2003 36,070 100%
2004 60,042 100%

Notes to Required Supplementary Information

Actuarial valuations of the Association are normalarried out as of June 8®f each year and contribution

requirements resulting from such valuations beceffextive from July 1st, of the next fiscal year.

The information presented in the required suppld¢ergnschedules was determined as part of the aatuar

valuations as of the dates indicated. Addition&drimation as of the latest actuarial valuatiohof@k:

Valuation Date

Latest Actuarial Valuation
June 30, 2004

Actuarial Cost Method
Amortization Method

Remaining Amortization Period

Asset Valuation Method
Actuarial Assumptions:

Investment Rate of Return 8.00%
Projected Salary Increases* 6.00%
*Attributed to Inflation 4.00%

Entry Age

Level Percent — closed

18 years

5-year smoothed market

*Attributed to Adjustments for Merit and Longevity 2.00%
Cost of Living Adjustments: The maximum increaseatirement allowance is 5% for Plan One, 3% fanPI
Two and 2% for Plan Four. The annual adjustmergdased on the change in the Consumer Price fodeke
Bay Area.
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Schedule of Funding Progress

A schedule of funding progress presents a congeliidsnapshot of a retirement system’s ability t@tme
current and future liabilities with the assets loé fplan. Of particular interest to most is thedeah
status ratio. This ratio quickly conveys a retieminsystem’s level of assets to liabilities, whish
important in determining the financial health ofedirement system. The closer a retirement syssem
to a 100% funded status, the better position itlvglin to meet all of its future liabilities.

As of June 30, 2004, the date of the last actuarddiation, the San Mateo County Employees’
Retirement System had a 75.6% funded status. @@ financial condition oSamCERAontinues
to be sound in accordance with the actuarial poaisiof entry age normal cost funding.

In this schedule, six years of historical informatis presented. In 1994 the system changedsét as
allocation from 100% fixed income to a well-divéiesil investment portfolio. The funded ratio stéadi
improved from 65.46% as of June 30, 1994 to 98.6%%f June 30, 2001. This was an important
accomplishment foBamCERAespecially since it was accomplished without theelfie of a Pension
Benefit Obligation Bond. The Plan Sponsor gramedched benefits in the 2002 Memorandum of
Understanding, which resulted in the funded ragtoeating to 76.0% as of June 30, 2003.

SamCERAcurrently has an unfunded actuarial accrued lighf{UAAL), resulting from actuarial
accrued liabilities (AAL) exceeding the actuariallgtermined value of assetSamCERAs funding the
UAAL over a 20-year amortization period, which begduly 1, 2002. There are currently 18 years
remaining in the funding period, which is schedule@énd on June 30, 2022.

Schedule of Employers’ Contributions

The sources of revenues that fund a retirementesysare employer contributions, member
contributions, and investment earnings on plantasseach yearSamCERA'sactuary determines the
amount of employer contributions required to fungjieen schedule of benefits (current and future
liabilities). The calculation for the benefit schde is based on the following factors: (i) The
Association’s benefit structure, (ii) statisticatd about members of the system, and (iii) cureemt
predicted future retirees and beneficiariesSamCERA Assumptions must be made to estimate how
many employees terminate employment; leave on ability retirement or service retirement; and the
average ages of employees at retirement and aalbartFinally, the preceding data is combinedhwit
an actuarially assumed investment rate of retutchamsumed salary increasesSainCERA’snembers.

All of this information taken together is presentecan annual actuarial valuation in which the acyu
recommends an employer contribution rate (percentag the participating employers.  This
contribution rate percentage is applied to the at#bm payroll for each of the participating emplege
The resulting dollar amounts, as depicted in tlukedule, are the actuarially calculated required
employer contributions necessary to fund the prethlzenefits ttamCERA members.

This Schedule contains six years of historical rimfation with respect tGamCERA’sactuarially

calculated, required contributions versus the daatugployer contributions made on an annual be

Over the past six years, the employer has congthi00% percent of the amourtommended by the
actuary.
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Schedule of Administrative Expenses
as of June 30, 2004 and 2003

2004 2003

Salaries and Employee Benefits $ 1,115,394 $ 962,378
Services and Supplies 792,924 919,358
Depreciation 3,437 5,156
Total Administration Expense $1,911,755 $1,886,892

Administrative Budget Analysis
Budget to Actual Expenditure
Budget Fiscal Year | Percentage
Allotment Expenditures | Expended
(As Amended)

Salaries $ 817,000 $ 816,503 99.9%
Benefits 310,000 298,891 96.4%
Salaries & Benefits $1,127,000 $1,115,394 99.0%
Board Expenses 8,000 7,700 96.3%
Insurance 77,150 75,520 97.9%
Medical Evaluation 8,000 5,117 64.0%
Member Education 25,000 11,910 47.6%
Education & Conference 28,500 28,193 98.9%
Transportation & Lodging 37,000 36,777 99.4%
Software License & Maintenance 78,000 70,140 89.9%
Property & Equipment 46,500 46,465 99.9%
General Office Supplies 15,000 12,728 84.9%
Postage, Printing & Copying 50,000 43,208 86.4%
Leased Facilities 82,500 82,080 99.5%
County Service 287,450 279,143 97.1%
Audit Services 38,400 38,400 100.0%
Other Administration 56,000 55,543 99.2%
Services & Supplies $837,500 $ 792,924 94.7%
Capital Assets $ 30,000 $ 0 0%
Depreciation $ 0 $ 3,437 n/a
Grand Total $1,994,500 $1,911,755 97.3%
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Schedule of Investment Expenses
For the Year Ended June 30, 2004 and 2003

2004 2003
Investment Manager
Bank of Ireland Asset Management $ 834,983 $ 680,165
Barclays Global Investors 316,910 267,255
Deutsche Asset Management Inc. 438,259 439,365
INVESCO Realty Advisors 319,642 485,374
Global Custodian
State Street Bank 118,219 117,171
Professional Expense 2,028,013 1,989,330
Consultant Expense 249,670 325,900
Interest Paid on Prepaid Contribution 1,881,004 1,256,033
Total Investment Expense $4,158,687 $3,571,263
Schedule of Payments to Consultants
For the Year Ended June 30, 2004 and 2003
2004 2003
Investment Consultant Expense
Strategic Investment Solutions $175,000 $ 175,000
Actuarial Consultant Expense
Mercer Human Resources 74,670 150,900
Consulting
Total Consultant Expense $249,670 $325,900

Notes to the Other Supplementary Information

SamCERA budget consists of two components, an admitiiardoudget authorized by Government
Code 831580.2 and a professional services budgi#torized by Government Code 83159€
SamCERA’'sbudgets are on a fiscal year basis starting Jstyahd ending June 30th. Each Spring,
through a three month hearing process, the RetwmemBeard develops the following fiscal yeal
budget document. This document is publisheBamCERA’'Sources, Uses and Budget Report. It may
be viewed at www.samcera.org.

Administrative Services Budget

Government Code 831580.2 states in part, the respective board or boards shall andyadopt a
budget covering the entire expense of administnatibthe retirement system which expense shall be
charged against the earnings of the retirement fumtie expense incurred in any year may not exceed
eighteen-hundredths of 1 percent of the total aseéthe retirement system.SamCERAas always
been well within the eighteen basis points restnicon administrative expenditures.
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Professional Services Budget

Government Code 831596.1 states fta expenses of investing its money shall be Izwiety by the

system. The following types of expenses shablenobnsidered a cost of administration of the

retirement system, but shall be considered a rediigh earnings from those investments or a charge

against the assets of the retirement system asniieted by the board:

(a) The costs, as approved by the board, of acal@aluations and services rendered pursuant to

831453.

(b) The compensation of any bank or trust compamnfopming custodial services.

(c) When an investment is made in deeds of trubtrartgages, the fees stipulated in any agreement
entered into with a bank or mortgage service comggarservice such deeds of trust and mortgages.

(d) Any fees stipulated in an agreement enteraxvrith investment counsel for consulting or
management services in connection with the admatish of the board's investment program,
including the system's participation in any formrofestment pools managed by a third party or
parties.

(e) The compensation to an attorney for servicageeed pursuant t831607 or legal representation
rendered pursuant t§31529.1.

SamCERA'’sprofessional services budget is driven by coni@ctagreements with the Actuary,
Custodian, Investment Consultant, and Investmentagars.
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SamCERA Revenue & Expense
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STRATEGIC INVESTMENT SOLUTIONS, INC.

September 15, 2004

Board of Retirement

San Mateo County Employees’ Retirement Association
100 Marine Parkway, Suite 125

Redwood Shores, CA 94065

Dear Board Members:

After three difficult years, fiscal 2004 capital market behavior brought dramatic, if incremental,
relief for US pension funds. Stronger economic growth, more reasonable valuations, and
stimulative monetary and fiscal policy all contributed to a constructive environment for stocks.
The period from June 30, 2003 to June 30, 2004 thus witnessed robust positive returns for
virtually all US and international equity classes. However, continued investor uncertainty
over terrorism, the situation in Iraq, and the perceived fragility of the world economy all
contributed to ongoing price volatility.

The Federal Reserve maintained a very accommodative policy stance throughout the year,
although it finally raised the Federal Funds rate in June. Stronger economic growth, higher
inflation, and the prospect of the end of easy monetary policy created a difficult backdrop for
bond investors. Prices for bonds generally fell as interest rates rose, offsetting bondholders’
income to produce approximately flat total returns across the investment grade sectors. In
contrast, high yield bonds, responding to improving corporate balance sheets, posted a second
year of strong returns. Investment real estate also performed well, posting a return of almost
11% during the year.

In this market setting, SamCERA’s investment portfolio returned 15.56%, slightly behind the
index policy return of 16.32%. Good performance from the plan’s active bond manager along
with a slight overweight to equities helped returns relative to policy, while poor performance
from the international equity manager hindered returns. For the year, SamCERA’s total fund
performance was well above the plan’s actuarial assumption of 8.00%.

After completing an asset liability study during the year, SamCERA reaffirmed its
commitment to the strategic asset allocation targets as follows:
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Large Cap US Equity 40%
Small Cap US Equity 10%

International Equity 15%
US Fixed Income 29%
Real Estate 6%

SamCERA’s policy benchmark, comprising the asset classes and target percentages listed
above, ranked in the 34 percentile of the Independent Consultant’s Cooperative Large Public
Funds Universe for the fiscal year ended June 30, 2004. SamCERA’s portfolio return of 15.56%
placed it in the 46t percentile of the universe.

There were no changes to SamCERA’s roster of investment managers or to its manager
structure during the fiscal year. During the year SamCERA initiated a review of its manager
structure and resolved to introduce a greater commitment to active management in its US
Equity and Bond asset classes. The implementation of this decision will occur in fiscal year
2005. During fiscal year 2004, all of the plan’s US Equity assets and approximately half of its
Fixed Income assets remained passively managed.

In fiscal year 2004, US and International equity returns were very high for substantially all
broad market indexes. The S&P 500 Index posted a robust 19.10% for the fiscal year., while the
broader Russell 3000 Index was up 20.46%. The international equity MSCI ACWI Free Ex-U.S.,
a broad proxy of non-US stocks, gained 32.50% for U.S. dollar investors.

SamCERA lagged its equity benchmark, largely due to the underperformance of the Plan’s
international equity manager Bank of Ireland, which finished the year 741 basis points behinds
the ACWI Ex. US benchmark. Bank of Ireland’s performance continues to suffer from poor
stock selection, an unrewarded large cap bias, and its systematic underweight to Japanese and
Emerging Markets stocks. The BGI domestic equity funds posted approximately the returns of
the Russell 1000 and Russell 2000 indexes for the fiscal year, meeting their passive objectives.
A modest average overweight to both the BGI Russell Funds throughout the year enhanced
equity performance slightly versus SamCERA’s total equity benchmark.

In contrast to the high absolute returns of the equity portfolio, the fixed income portfolio
returns were only slightly above zero. For the fiscal year ended June, the BGI US Debt Fund
fulfilled its mandate by matching the return of the Lehman Aggregate Index. Deutsche had
another excellent year, exceeding the return of the index by an impressive 130 basis points.
BGI posted a 0.33% return and Deutsche a 1.63% return during a very difficult year for bonds
in which the Lehman Aggregate return only 0.32%.

For the year ended June 2004, NCREIF returned 10.83% while SamCERA’s real estate manager
INVESCO lagged the index with an 8.60% return. =~ SamCERA is nearing the completion of
review of the structure of its real estate portfolio focused on how best to diversify the Plan’s
holdings in the asset class.
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Overall, the Plan experienced a mixed year of performance. Although the SamCERA
portfolio’s return at 15.56% lagged its policy benchmark by 76 basis points during the year, the
level of absolute returns was quite high, and the Plan performed in the top half of the universe
of its large Public Plan peers. We believe that SamCERA continues to take the appropriate
actions to improve its portfolio and to position the plan to fulfill its benefit obligations.

Sincerely,
Strategic Investment Solutions

Margaret Jadallah and Patrick Thomas
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SamCERA'$nvestment Plarsets forth the Board's investment policy, from viahibe following extracts
have been drawn. The full plan may be viewed anG&RA's web site at www.samcera.org.

INVESTMENT PHILOSOPHY

The Board acknowledges the historical data dematisty that the most successful strategy for minimgjz
risk, while capturing market returns, is a prudedilersified portfolio. Therefore, the Retiremé&nind
should be invested across the spectrum of ingitatigrade Asset Classes. The Board acknowletiges t
the Asset Allocation targets reflect a long-termwiof the market and that professional managenfehto
Retirement Fund will add value to the portfolio, dgpitalizing on inefficiencies in the markets.

The Board takes responsibility for allocating asrasset classes and across styles within asse¢s)dmit
should not substitute its judgment for the profasal judgment of those it retains.

The Board believes that interest, dividends andtalagppreciation must be pursued and captureteif
Actuarial Funding Objectives of the Retirement Fanel to be achieved.

The Board will not be market-timers (shifting assless allocations dramatically over short timenspa
because it realizes this strategy is seldom sutdes®l has the potential for dramatic losses.

The Board views Short-term Cash Equivalents agmigtant contributors to Real Returns in the long.
INVESTMENT OBJECTIVES
It is the Investment Objective of the Board of Ratient to:

Generate Portfolio returns which, over the longrteexceed the rate of inflation by not less th&b%, by
generating market returns within each asset class.

Generate Portfolio returns not less than the retafra commitment-weighted aggregate of the perdmica
benchmarks specified for the individual investmaanagers.

Provide for the full funding of the Pension Ben@ligation by the year 2022.

Stabilize the employer contribution rate, as a @atage of payroll, for the present configuratiomenefits,
to the extent that the Board of Retirement hasrobnt

Structure an investment program such that the gbort volatility of returns does not induce the Bbto
alter its long-term asset allocation strategiessthiying for an annualized tracking error around t
aggregate benchmark of +3%.

Calculations for compliance with these objectivali ne prepared using a time-weighted rate of metur
based on the market rate of return in accordantteAgsociation of Investment Management and Rekearc
(AIMR) Performance Presentation Standards

INVESTMENT PoLicy

It is the Investment Policy of the Board of Retiehto pursue an investment strategy, which redtsks

through the prudent diversification of the portiolicross a broad selection of distinct asset das3@e
Board adopted an Asset Allocation to guide thecstime of the Investment Portfolio.
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INVESTMENT PoOLICY — (CONTINUED)

The Board retains the most qualified Investment &gams with demonstrated expertise in the
management of institutional pension funds. Obyestihave been adopted which encourage the
Investment Managers to maximize their performaetative to their individual investment style
benchmark. They are delegated full discretion amagement of their portfolio. The Board monitors
the performance of the Investment Managers, redtuheir assigned custom benchmarks to assure
their conformance with the provisions of the Baatdvestment Policy.

The Board discourages the use of Cash Equivalertgpt for liquidity purposes and refrains from
dramatically shifting asset class allocations hart time spans.

ASSET ALLOCATION

Asset Class Allocation June 30 Actual
Equity 65% 69.1%
Fixed Income 29% 26.5%
Real Estate 6% 4.1%
Cash 0% 0.3%
Equity Management Style Allocation June 30 Actual
Domestic Large Capitalization 40% 41.7%
Indexed 40% 41.7%
Domestic Small Capitalization 10% 11.7%
Indexed 10% 11.7%
International 15% 15.7%
Active 15% 15.7%
Total Equity 65% 69.1%
Fixed Income Management Style Allocation June 8@QAl
Domestic Fixed Income 29% 26.5%
Indexed 16% 14.6%
Active 13% 11.9%
Total Fixed Income 29% 26.5%
Real Estate Management Style Allocation June 30&c
Core Separate Property Portfolio 6% 4.1%
Total Real Estate 6% 4.1%
Total Cash & Cash Equivalents | 0% | 0.3%|
Asset Allocation Market Value Percentage
Large Capitalized U.S. Equities $ 600,366,122 41.7%
Small Capitalized U.S. Equities 168,145,602 11.7%
International Equities 226.,682,546 15.7%
U.S. Fixed Income 381,545,976 26.5%
Real Estate 59,221,834 4.1%
Cash 4,816,722 0.3%
Total $1,440,778,803 100.0%
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14.6%

Asset Allocation as of June 30, 2004

4.1%

0.3%

41.7%

11.7%

B U.S. Fixed Income - Active

[ U.S. Large Cap Equity - Indexed BU.S. Small Cap Equity - Indexed O International Equity - Active OU.S. Fixed Income - Indexed
O Real Estate - Separate Properties B Cash Equivalents

2.50%
2.00%
1.50%
1.00%
0.50%
0.00%
-0.50%
-1.00%
-1.50%
-2.00%
-2.50%

Asset Allocation
Percentage Over or Under Target

1.67% 1.67%

0.73%

0.33%

1.38% -1.13%
-1.38%

-1.89%

O BGI Russell 1000 @ BGI Russell 2000 m BIAM O BGI US Debt 0 DAMI O INVESCO O Cash

44



SamCERA'€omprehensive Annual Financial Report

The Investment Section

SCHEDULE OF PORTFOLIO RETURNS

Performance as of June 30, 2004
Asset Category

Domestic Equity

Barclays Global Investors Russell 1000 Index Fund

Benchmark Russell 1000

Barclays Global Investors Russell 2000 Index Fund

Benchmark Russell 2000
International Equity

Bank of Ireland Asset Management
Benchmark MSCI ACWI ex US

Total Equity
Domestic Fixed Income
Barclays Global Investors US Debt Index Fund
Benchmark Lehman Aggregate Bond Index
Deutsche Asset Management, Inc.
Benchmark Lehman Aggregate Bond Index
Total Fixed Income

Real Estate

INVESCO Realty Advisors
NCREIF

Total Plan
Policy Benchmark

Total time WeigRe#e of Return

22.28%

9.50%
19.48%

3.5B%
33.37%

25.09%
32.50%

22.89%

0.33%
0.32%
1.63%
0.32%
0.85%

8.60%
10.83%

15.56%
16.32%

10.63%

9.85%
9.83%
14.47%
14.53%

6.75%
12.67%

9.70%

5.28%
5.24%
6.01%
5.24%
5.57%

11.78%
9.22%

9.55%
9.78%

0.94%

<0.30%>
<0.32%>
6.24%
6.24%

1.44%
5.23%

1.00%

6.46%
6.36%
7.16%
6.36%
6.73%

8.02%
7.97%

4.13%
4.04%

One Year Two Years Three Years Five Years

0.13%

<1.64%>

<1.65%>
N/A
N/A

0.65%
0.82%

0.02%

7.06%
6.95%
7.59%
6.95%
7.17%

9.23%
8.35%

3.56%
2.98%

Return calculations were prepared using a time-uted) rate of return based on the market rate afrmein
accordance with the Association for Investment Mgmaent and Research’s Performance Presentatiode®tisn
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The Investment Section

Schedule of Investment Portfolio by Asset Class andanager

AsS oFJuNE 30,2004

Domestic Equity

Barclays Global Investors

Russell 1000 Index Fund

600$366,122

Russell 2000 Index Fund

$168,145,6

02

| Total Domestic Equity

$768,511,724

s

International Equity

Bank of Ireland Asset Management

International Bqui

$226,682,546

Total International Equity

$226,682,544

$995,194,271

| Total Equity \
Domestic Fixed Income
Barclays Global Investors US Debt Index Fund $21D,515
Deutsche Asset Management, Inc. Core Domestic Rixgaine $170,973,26[1

| Total Domestic Fixed Income

$381,545,976

Total Fixed Income

$354,572,249

:

Real Estate
INVESCO Realty Advisors Separate Property Portfolio

59,221,834
Unequitized Cash $16,292,774
Fixed Assets, at cost, net of accumulated depireniat $28,012
Receivables & Prepaid Expenses $5,151,284
<less> Current Liabilities $14,707,879

| Net Portfolio as of June 30, 2004

$1,435,359,423

3
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Shares Exchange
558,069 NYSE
346,055 NYSE
485,525 NASDAQ
403,768 NYSE
273,659 NYSE
342,317 NASDAQ
107,907 NYSE
157,124 NYSE
121,621 NYSE
357,881 NASDAQ

The Investment Section

Schedule of Top Ten Equity and Fixed Income Securés

As of June 30, 2004

TorPTEN EQUITY SECURITIES*

Security Name

GENERAL ELECTRIC CO.
EXXON MOBIL CORPORATION
MICROSOFT CORPORATION

PFIZER INC.
CITIGROUP INC.

INTEL CORPORATION

BANK OF AMERICA CORP
JOHNSON & JOHNSON CO.

AMERICA INTERNATIONAL GROUP
CISCO SYSTEMS INC

Market
Value
$18,0%B
$15,3684
$13,885
$13,841,193
$12,725,145
$9,447,973
$9,131,133

58,817

$8,66897
$8,481,788

*Some Domestic Equity Securities are owned in thsdell 1000 Index Fund managed by Barclays Glabagdstors.

Par/Book
Value
6,339,000
5,906,855
5,016,000
4,323,788
3,085,000
3,360,000
3,050,000
3,042,244
2,425,000
2,055,000

Security Name

UNITED STATES TREAS NOTES
UNITED STATES TREASURY BDS

FNMA 30YR
FNMA 30YR

ROYAL BANK OF SCOTLAND GROUP
FNCI TBA JULY
WEST VALLEY CITY, UTAH

FGOLD 15YR

PETROBRA MBIA
AMERICAN GENERAL INSURANCE

A complete list of the portfolio holdings is availéle through
the San Mateo County Employees' Retirement Associan.

ToprP TEN FIXED |NCOME SECURITIES*

4.375%
6.000%
5.000%
5.500%
9.118%
5.000%
7.670%
5.950%
6.600%
8.125%
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Rating
S&P/Moodys
08/1320 AAA/Aaa

02/128
03/01/2034
04/01/2004

03/3040
07/25/2018
05/01/2006
11/01/2008
12/01/2011

03/15/2046

AAA/Aaa
AAA/Aaa
AAA/Aaa

Al/A
AAA/Aaa
Aa2/A2
AAA/Aaa
AAA/Aaa
Aa2

Issue ID

9128277B2
912810EW4
318872
31BBKS5
780097AE1
RUB0460
95640EDKS8
312884
9335UAC8
02637XAA2

Market
Value
$6,309,270
$5,906,855
$4,871,792
$4,318,422
$3,717,425
$3,363,158
$3,272,376
$3,055,470
$2,603,213
$2,506,833
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Schedule of Professional Services and Fees
as of June 30, 2004 and 2003

2004 2003
Investment Managers
Bank of Ireland Asset Management $ 834,983 $ 680,165
Barclays Global Investors 316,910 267,255
Deutsche Asset Management Inc. 438,259 439,365
INVESCO Realty Advisors 319,642 485,374
Investment Managers $1,909,794 $1,872,159
Investment Consultant
Strategic Investment Solutions $ 175,000 $ 175,000
Actuarial Consulting
William M. Mercer $ 74670 $ 150,900
Master Custodian
State Street Bank and Trust Company $ 118,219% 117,171
Total Professional Services $2,277,683 $2,315,230
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Actuarial Certification

The annual actuarial valuation required for the Biateo County Employees Retirement
Association (SamCERA) has been prepared as of 3wn2004 by Public Pension Professionals,
Incorporated. In preparing this valuation, we haxgloyed generally accepted actuarial
assumptions and methods to determine a sound f@l$&&amCERA'’s assets, liabilities and future
contribution requirements. In our opinion, the Gomed operation of the assumptions and methods
applied in this valuation fairly represent past anticipated future experience of SamCERA and
meet the parameters required by Government Acaogitiandards Board Statement 25.

The financing objective of the system has beerdoce the unfunded actuarial accrued liability
(UAAL) to zero over a period ending June 30, 2022 years in the current valuation), while
maintaining contribution rates that remain reldinevel, as a percentage of payroll, from
generation to generation.

We assisted in the preparation of several schedhidisied in the actuarial, statistical and finahci
sections of SamCERA’s Comprehensive Annual Findfeport. These include:

1. Schedule of Assumptions and Methods;
Schedule of Employer and Member Contribution Rates;
Schedules of Pertinent Membership and Financiarinétion Used in the Valuation;
Solvency Test
Actuarial Analysis of Financial Experience

L

Schedule of Funding Progress

Future contribution requirements may differ fromogh determined in the valuation because of:
1. Differences between actual experience and anteibaxperience;
2. Changes in actuarial assumptions or methods;
3. Changes in statutory provisions; and
4

. Differences between the contribution rates deteedhioy the valuation and those adopted
by the Board.

We supplied the current year information for thesleedules through the preparation of our annual
valuation report and through additional reportgpred for SamCERA staff. Data for years prior
to the June 30, 2004 actuarial valuation were pegphy the prior actuary for SamCERA.

Our calculations are based upon the member datérarttial information supplied to us by

SamCERA staff. This data has not been auditedh&sibeen reviewed and found to be internally
consistent and consistent with the prior year'ssdat
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Actuarial Certification (continued)

The undersigned are members of the American Acadgmgtuaries and meet the Qualification
Standards of the American Academy of Actuarieetaler this actuarial opinion.

Public Pension Professionals

Ira Summer, FSA, EA, MAAA Deanna Van Valer, ASAA BMAAA
December 20, 2004 December 20, 2004
Date Date
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The following actuarial assumptions are based enAttuarial Experience Study for the period of JiiJy1999
through June 30, 2002, which was adopted by thiedRetnt Board on January 28, 2003.

Actuarial Assumptions and Cost Method

Valuation Date June 30, 2004
Actuarial Cost Method Entry Age
Amortization Method Level Percent — closed
Remaining Amortization Period 18.0 years
Asset Valuation Method 5-year smoothed market
Actuarial Assumptions:
Investment Rate of Return 8.00%
Projected Salary Increases* 6.00%
*Attributed to Inflation 4.00%

*Attributed to Adjustments for Merit and longeyit  2.00%

Cost of Living Adjustments: The maximum increasedtirement allowance is 5% for General and Safiin 1,
3% for Probation Plan 1 and Plan 2 and 2% for Blwbembers. The maximums are based on the chantpe in
Consumer Price Index for the Bay Area.

The pre-retirement demographic experiences addpgethe board include pre-retirement mortality, \sitwal
rates, disability rates, service retirement rates salary scales.

Actuarial Assumption 6/30/04| 6/30/03 Chande
Annual Inflation Rate 4.00% 3.00% 1.00%
Annual Investment Return 8.00% 8.00% 0.00%
Average Annual Salary Increases 6.00% 6.25%| -0.25%

Plan Provisions - The Association provides basic retirement, disgbéind death benefits based on a defined
benefit formula which uses final average salarary®f service, and age to calculate benefit payaibd, in
addition, provides annual cost-of-living adjustmeenpon retirement for members of Plans One, TwoFanad.
The benefits of Plan Three are reduced by Sociali8g benefits received by the member. The 1987wsts
the Board of Supervisors with the authority toiatg benefits, however, Government Code Sectio®325
empowers the Board of Retirement to provide hdadtiefits when the Section 31592 reserve exceedsf 1%
assets.

Members with 10 years of continuous service (peenapart-time employees need equivalent of 5 ye&fslI-
time service) are eligible to retire at the folloggiminimum ages:

Plan One Age 50
Plan Two Age 50
Plan Four Age 50
Plan Three Age 55

General members of Plans One, Two and Four mag @&tiany age after 30 years of service. Safetyleesn
who participate only in Plans One, Two and Foury medire at any age after 20 years of service.

A member who leaves County service may withdrawctir@gributions made by the member to the Associatio
plus accumulated interest.

Members with five years of service or permanent-pare employees who have the equivalent of fivargeof
full-time service or non-contributory members wit@ years of service who terminate their employmett the
County may elect to leave their accumulated coutidims with the Association and choose a defereidement.
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Summary of Recommendations
Employer Contribution Rates

06/30/04 06/30/03 Change

Normal Cost Rate 10.32% 13.32% -22.52%
Rate of Contribution to Unfunded Actuarial Accrugdbility 10.90% 9.52% 14.50%
Total Employer Rate 21.22% 22.84% -7.09%
Estimated Annual Amount in Thousands * $80,246 ,9983  $6,251

Member Contribution Rates

07/01/05 * 03/13/05 * 07/01/04 **Change ***
General Members (Plans 1 & Plan 2)
Age 25 6.72% 6.95% 5.90% 0.82%
35 7.09% 7.24% 6.22% 0.87%
45 7.88% 7.97% 6.89% 0.99%
General Members (Plan 4)
Age 25 6.42% 6.62% 5.63% 0.79%
35 6.77% 6.90% 5.93% 0.84%
45 7.52% 7.57% 6.57% 0.95%
Safety Members (Plans 1 & Plan 2)
Age 21 8.35% - 8.43% -0.08%
25 8.40% - 8.48% -0.08%
30 8.59% - 8.66% -0.07%
Safety Members (Plan 4)
Age 21 7.97% - 8.02% -0.05%
25 7.99% - 8.07% -0.08%
30 8.19% - 8.24% -0.05%
Probation Members (Plans 1 & Plan 2)
Age 21 7.10% - 7.17% -0.07%
25 7.14% - 7.21% -0.07%
30 7.30% - 7.36% -0.06%
Probation Members (Plan 4)
Age 21 6.77% - 6.82% -0.05%
25 6.81% - 6.86% -0.05%
30 6.96% - 7.00% -0.04%
Estimated Annual Amount In Thousands $26,169 - B3, -$984

*  The Estimated Annual Amounts for Employee and Bygr Contributions include cost sharing through
June 30, 2005 weighted for Timing.

**  The June 30, 2003 June 30, 2004 and March 165 2@86es above do not reflect changes in cost sharing and
employer pickup arrangements effective after June 30, 2002. d&tails regarding cost sharing and employer
pickup arrangements are discussed below

***  The change column shows the change between thetratebegin July 1, 2004 and those that begin JW905
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Summary of Significant Actuarial Statisticsand Measures

Association Member ship 6/30/04 6/30/03 Change
Active Members

Number of Members 5,186 4,937 5.0%

Total Active Payroll in Thousands $365,385 $323,896 12.8%

Average Monthly Salary $5,870 $5,467 7.4%

Retired Members
Number of Members

Service Retirement 2,706 2,637 2.6%
Disability Retirement 339 329 3.0%
Beneficiaries 494 488 1.2%
Total Retiree Payroll in Thousands $75,493 $69,451 7.3%
Average Monthly Pension $1,778 $1,676 6.1%
Inactive Vested Members 877 855 2.6%
Asset Values
Market Value in Thousands $1,435,359 $1,233,272 16.4%
Return on Market Value 15.60% 3.07%
Valuation Assets in Thousands $1,452,621 $1,353,941 7.3%
Return on valuation Assets 6.20% -3.69%
Liability Values
Actuarial Accrued Liability in Thousands $1,921,238 $1,781,544 7.8%
Unfunded Actuarial Accrued Liability $468,707 $427,603 9.6%
Deferred losses for Asset Smoothing Method $48,785  $154,249 68.4%
Funded Ratio
GASB Number 25* 75.6% 76.0% 0.5%

*Based on Actuarial value of Assets for June 3@428nd June 30, 2003, respectively
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Short-Term Solvency Test

ActuadBmdtion

Valuation Active Liability Liability for Valuation Assets Portion of Accrued
Date Member For Inactive Active Liability Covered by
Contributions |  Participants Members Valuation Assets
(Employer Financed
Portion)
6/30/95 107,385,000 507,002,000 343,441,000 663,629,000 100%| 100% 14%
6/30/96 115,910,000 537,129,000 333,863,000 752,110,000 100%| 100% 30%
6/30/97 130,736,000 565,593,000 351,246,000 1,047,575,000 100%| 100% 49%
6/30/98 148,753,000 601,473,000 353,844,000 992,314,000 100%| 100% 68%
6/30/99 157,826,000 629,653,000 416,489,000 1,104,833,000 100%| 100% 76%
6/30/00 158,314,000 689,356,000 444,024,000 1,271,565,000 100%| 100% 95%
6/30/01 174,066,000 789,104,000 440,890,000 1,384,586,000 100%| 100% 96%
6/30/02 190,450,000 866,985,000 785,082,000 1,416,850,000 100%| 100% 46%
6/30/03 202,551,000 858,273,000 915,108,000 1,353,941,000 100%| 100% 32%
6/30/04 259,731,000 942,765,000 718,832,000 1,452,621,000 100%| 100% 35%
Schedule of Funding Progress (in Thousands)
Valuation | Actuarial Value| Actuarial Unfunded Ratio of Annual Active| UALL as a
Date of Accrued Actuarial Assets to Member Percentage of
Assets Liability Accrued Actuarial Compensationl Covered
Liability Accrued Payroll
Liability
6/30/95 651,217 945,417 294,200 68.90% 188,822 155.81%
6/30/96 728,369 963,162 234,792 75.60% 187,926 124.94%
6/30/97 856,679 1,037,431 180,752 82.60% 196,391 92.00%
6/30/98 992,314| 1,104,070 111,756 89.90% 211,259 52.90%
6/30/99 1,109,417] 1,205,554 96,137 92.00% 238,864 40.20%
6/30/00 1,271,565 1,291,694 20,129 98.40% 259,075 7.80%
6/30/01 1,384,586] 1,404,060 19,474 98.61% $274,318 7.10%
6/30/02 1,416,821 1,660,566 243,745 85.30% 301,891 80.7%
6/30/03 1,353,941 1,781,544 427,603 76.00% 323,896 132.0%
6/30/04 1,452,621 1,921,328 468,707 75.60% 365,385 128.3%
History of Employer Contribution Rates
General Member Safety Member Probation Member
Year Normal | UAAL | Total Normal | UAAL | Total Normal| UAA | Total
1997 8.20%| 11.18% 19.38% 18.771% 17.95% 36.72% 3220. 13.59%| 33.919
1998 9.52% 7.30% | 16.82% 18.54% 12.04% 30.58% 21.00% 10.81% 82%4.
1999 9.28%| 4.36%| 13.64% 17.51% 7.85% 25.36% $9.486.06% | 25.54%
2000 9.85%| 3.60% 13.45% 17.70% 7.24% 24.94% $9.265.53% | 24.79%
2001 9.95%| 0.71%| 10.66% 17.81% 1.51% 19.32% 974.941.16% | 19.10%
2002 9.71%| 0.70%] 10.41% 17.22% 1.50% 18.72% ¥%6.Y61.17% | 17.93%
2003 11.00%| 4.60% 15.60% 21.99% 12.74% 34.13% 23.458.10% | 31.55%
2004 9.76% 8.25%| 18.01% 15.34p6 24.82% 40.16% 16.17%.28% | 31.45%
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Active Member Valuation Data

ActuadBmdtion

Valuation Date Members Annual Salary Average % Change
Annual Salary Average Salary
1995 | General 3,76p $159,553,533 $42,378 2.07%
Safety 407 $19,724,536 $48,463 -0.27%
Probation 213 $9,546,040 $44,817 1.87%
Total 4,385 $188,824,109 $43,061 1.83%
1996 | General 3,66p $158,373,022 $43,212 1.97%
Safety 400 $20,016,006 $50,040 3.25%
Probation 206 $9,537,308 $46,298 3.30%
Total 4,271 $187,926,336 $44,001 2.18%
1997 | General 3,808 $166,043,510 $43,604 0.91%
Safety 402 $20,860,840 $51,893 3.71%
Probation 208 $9,487,864 $45,615 -1.48%
Total 4,418 $196,392,214 $44,453 1.03%
1998 | General 3,808 $177,079,00( $46,563 6.80%
Safety 406 $24,404,000 $60,109 15.80%
Probation 211 $10,046,000 $47,607 4.40%
Total 4,420 $211,529,000 $47,857 7.70%
1999 | General 3.908 $196,936,000 $50,393 8.20%
Safety 425 $29,862,000 $70,264 16.90%
Probation 245 $12,067,000 $49,253 3.4%
Total 4,578 $238,865,00¢ $52,176 9.0%
2000 | General 4,018 $214,625,000 $53,412 6.0%
Safety 423 $31,180,000 $73,716 4.9%
Probation 249 $13,270,000 $53,292 8.2%
Total 4,690 $259,075,000 $55,236 5.9%
2001 | General 4,040 $227,848,00( $56,400 5.6%
Safety 416 $31,611,000 $75,984 3.1%
Probation 261 $14,859,000 $56,928 6.8%
Total 4,717 $274,318,000 $58,152 5.3%
2002 | General 4,159 $250,344,00¢ $60,192 6.7%
Safety 431 $34,405,000 $79,824 5.1%
Probation 282 $17,142,000 $60,792 6.8%
Total 4,872 $301.891,00¢ $61,968 6.6%
2003 | General 4,213 $267,150,00¢ $63,408 5.3%
Safety 434 $37,973,000 $87,492 9.6%
Probation 29( $18,773,000 $64,740 6.5%
Total 4,937 $323,896,00 $65,964 5.9%
2004 | General 4,48[7 $303,786,879 $67,700 6.8%
Safety 411 $40,796,852 $99,202 13.4%
Probation 288 $20,800,813 $72,225 11.6%
Total 5,186 $365,384,544 $70,448 6.8%
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Demographic Activity of Retirees and Beneficiaries
Retiree Membership *
At - _ At Total Percent | Average
Year | Beginning | Additions | Withdrawals End of Retiree Increase | Monthly
Of Year Year Payroll In Payroll | Allowance
6/30/94 2,664 N/A N/A 2,674 $36,158,000 12.94% $5,1
6/30/95 2,674 N/A N/A 2,723 $38,011,000 5.12% $6,17
6/30/96 2,723 N/A N/A 2,844 $40,498,000 6.54% $9,20
6/30/97 2,844 163 107 2,900 $42,338,000 4.54% $1,25
6/30/98 2,900 149 118 2,931 $46,845,000 10.65% 3%1,3
6/30/99 2,931 238 210 2,959 $50,491,000 7.800%0 81,42
6/30/00 2,959 219 76 3,102 $55,192,000 9.31%0 $1,483
6/30/01 3,102 233 82 3,253 $62,416,000 13.1P0 $1,543
6/30/02 3,253 194 138 3,309 $66,974,000 7.3% $1,6R7
6/30/03 3,309 128 115 3,322 $69,451,000 3.7% $1,6/76
6/30/04 3,466 193 120 3,539 $75,492,876 8.7% $1,7/78

* Prior to 6/30/2004 Retirees/Beneficiaries who anétled to multiple benefits are only counted@nc

Actuarial Analysisof Financial Experience

Summary of (Gains) / Losses

Change In Liability

2004 2003 2002 2001 2000
Unfunded Liability as of July 1 427,603,000243,745,000 19,474,0000 20,129,000 96,137,000
Expected Change in UAAL (419,000) 20.884,000 (2,125,000) (700,000)| (3,535,000)
Salary (Gain) / Loss (4,907,000)| (3,400,000) 8,134,000 7,766,000
Fewer Withdrawal than expected 1,268,000 425,000
Liability corrections for part timers
Retiree COLA more / (less) than (13,863,000) 8,499,000 1,502,000, (1,356,000)
expected
Assets (Gain) / Loss 25,062,000169,944,000 34,881,000 (12,157,000) (71,409,000)
Higher than expected contributions
Inclusion of Ventura Non-terminal pay
Change due to Assumption Changes (13,989,00Q),797,000)] 32,979,000
Change due to Amortization Period
Change due to Actuarial Asset Corridor 31,919,000
Reserve to offset
Contingent Ventura Liability
Miscellaneous Experience 30,450,000 (5,138,000) 1,580,000 2,566,000 (7,474,000)
Change Due to New Formula 23,467,000 119,513,000
Unfunded Liability as of June 30 468,707,000427,603,000 243,745,000 19,474,000 20,129,000
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Probability of Separation Prior to Retirement

Withdrawal

Ordinary Vested
General Tier 1 Male Members

Age

20 0.1460 0.0000
30 0.1170 0.0098
40 0.0176 0.0166
50 0.0026 0.0000
60 0.0000 0.0000
70 0.0000 0.0000
General Tier 1 Female Members
20 0.1540 0.0000
30 0.0847 0.0080
40 0.0096 0.0188
50 0.0000 0.0079
60 0.0000 0.0032
70 0.0000 0.0000
General Tiers 2 and 4 Male Members
20 0.0400 0.0000
30 0.0400 0.0160
40 0.0200 0.0380
50 0.0000 0.0220
60 0.0000 0.0070
70 0.0000 0.0000
General Tiers 2 and 4 Female Members
20 0.0400 0.0000
30 0.0349 0.0188
40 0.0240 0.0225
50 0.0000 0.0125
60 0.0000 0.0000
70 0.0000 0.0000
General Tier 3 Male Members
20 0.0000 0.0000
30 0.0000 0.0100
40 0.0000 0.0210
50 0.0000 0.0245
60 0.0000 0.0070
70 0.0000 0.0000
General Tier 3 Female Members
20 0.000 0.0000
30 0.0000 0.0400
40 0.0518 0.0300
50 0.0157 0.0130
60 0.0200 0.0050
70 0.0000 0.0000
Safety and Probation Members
20 0.0078 0.0500
30 0.0078 0.0400
40 0.0076 0.0150
50 0.0000 0.0075
60 0.0000 0.0000
70 0.0000 0.0000

Death

Ordinary

0.0002
0.0003
0.0006
0.0026
0.0042
0.0000

0.0003
0.0003
0.0006
0.0009
0.0036
0.0000

0.0002
0.0003
0.0006
0.0022
0.0042
0.0000

0.0002
0.0003
0.0005
0.0013
0.0036
0.0000

0.0003
0.0003
0.0006
0.0022
0.0042
0.0000

0.0003
0.0003
0.0006
0.0013
0.0042
0.0000

0.0002
0.0003
0.0004
0.0009
0.0000
0.0000
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Duty

0.0001
0.0001
0.0001
0.0002
0.0004
0.0000

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000

0.0001
0.0001
0.0001
0.0002
0.0004
0.0000

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000

0.0000
0.0001
0.0001
0.0002
0.0004
0.0000

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000

0.0005
0.0005
0.0006
0.0007
0.0000
0.0000

Disability

Ordinary

0.0000
0.0003
0.0010
0.0026
0.0043
0.0000

0.0000
0.0002
0.0006
0.0030
0.0019
0.0000

0.0000
0.0003
0.0012
0.0038
0.0058
0.0000

0.0000
0.0003
0.0030
0.0030
0.0036
0.0000

0.0000
0.0002
0.0006
0.0016
0.0038
0.0000

0.0000
0.0001
0.0002
0.0010
0.0028
0.0000

0.0000
0.0003
0.0009
0.0012
0.0000
0.0000

ActueéBmdtion
Service

Duty Retirement

0.0000 0.0000
0.0002 0.0000
0.0008 0.0000
0.0013 0.0362
0.0025 0.1570
0.0000 1.0000
0.0000 0.0000
0.0002 0.0000
0.0008 0.0000
0.0013 0.0400
0.0065 0.1219
0.0000 1.0000
0.0000 0.0000
0.0004 0.0000
0.0016 0.0000
0.0036 0.0362
0.0078 0.1570
0.0000 1.0000
0.0000 0.0000
0.0001 0.0000
0.0020 0.0000
0.0020 0.0000
0.0056 0.1219
0.0000 1.0000
0.0000 0.0000
0.0000 0.0000
0.0001 0.0000
0.0002 0.0000
0.0009 0.1200
0.0000 1.0000
0.0000 0.0000
0.0000 0.0000
0.0001 0.0000
0.0003 0.0000
0.0008 0.0317
0.0000 1.0000
0.0008 0.0000
0.0011 0.0000
0.0047 0.0000
0.0125 0.0330
0.0000 1.0000
0.0000 1.0000
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Actuarial Section

Average Monthly Benefit Payment
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SamCERA's Comprehensive Annual Financial Report StatisBe&tion

Schedule of Employer Contributions
(In Thousands Of Dallars)

eareng  pcuaraly Reaured - Conbuion e
6/30/1999 $41,289 100%
6/30/2000 $38,695 100%
6/30/2001 $39,482 100%
6/30/2002 $33,541 100%
6/30/2003 $36,070 100%
6/30/2004 $60,042 100%

Schedule of Revenue by Source
(In thousands of Dollars)

Year End Emp_loyge Emp_loye_zr Investment T(_)tal _
Contribution Contribution Income Contributions
6/30/1999 $12,586 $41,289 $83,550 $137,425
6/30/2000 $14,383 $38,695 $123,203 $176,282
6/30/2001 $15,287 $39,482 <$65,750> <$10,981>
6/30/2002 $16,627 $33,541 <$82,410> <$32,242>
6/30/2003 $22,650 $36,070 $39,150 $97,870
6/30/2004 $27,094 $60,042 $197,266 $284,402

Schedule of Expensesby Type
(In thousands of Dollars)

Retirement

Year End Administrative Benefits Paid Refunds Total
Expenses

6/30/1999 $1,070 $49,492 $1,640 $52,202

6/30/2000 $1,221 $53,090 $1,896 $56,207

6/30/2001 $1,491 $58,807 $1,846 $62,144

6/30/2002 $1,509 $65,186 $1,551 $68,246

6/30/2003 $1,887 $68,989 $1,206 $72,082

6/30/2004 $1,912 $74,016 $1,734 $77,662
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Summary of Retired and Inactive Member Benefits

StaticBemtion

Retired Members | 2004 | 2003 | 2002 | 2001 | 2000 | 1999
Service Retirement | | | | | |
Number 2,706 2,637 2,638 2,383 2,295 2,300
Annual Allowance
Basic Only $41,723,000 $36,929,000 $36,260,000  $30,059/000 ,9687000| $26,159,000
Cola $17,502,000 $17,185,000 $16,668,000 $13,692/000 ,383D00| $11,910,000
Total $59,225,000 $54,114,000 $52,928,000 $43,751/000 ,368M00| $38,069,000
Average Monthly Payment $1,824 $1,710 $1,672 $1,530 $1,464 $1,379
Disability Retirement
Number 339 329 316 28( 268 250
Annual Allowance
Basic Only $6,164,000  $5,588,000  $5,061,000  $4,014,000  $3)B07, $3,115,000
Cola $2,172,0000  $2,130,000  $2,049,000  $1,591,000  $10802, $1,303,000
Total $8,336,000  $7,718,000  $7,110,000  $5,605,000  $4909, $4,418,000
Average Monthly Payment $2,049 $1,955 $1,875 $1,668 $1,559 $1,473
Beneficiaries
Number 494 488 477 439 401 381
Annual Allowance
Basic Only $4,250,0000  $4,065000  $3,548,000  $2,950,000  $2809, $2,154,000
Cola $3,682,0000 $3,554,000  $3,388,000  $2,886,000  $X884, $2,204,000
Total $7,932,0000 $7,619,000  $6,936,000  $5,836,000  $3)@63, $4,358,000
Average Monthly Payment $1,338 $1,301 $1,21p $1,108 $1,094 $953
Total Retired Members
Number 3,539 3,454 3,431 3,102 2,979 N/A
Annual Allowance
Basic Only $52,137,000 $46,582,000 $44,869,J00 $37,023/000 ,363H00| $31,428,000
Cola $23,356,000 $22,869,000 $22,105,000 $18,169/000 ,189M00| $15,417,000
Total $75,493,000 $69,451,000 $66,974,d00 $55,192|000 ,4$5M00| $46,845,000
Average Monthly Payment $1,778 $1,676 $1,62y $1,483 $1,422 $1,832
I nactive Members 877 855 833 644 618 522
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SaSmCERA's Comprehensive Annual Financial Report Statisticd Section
Schedule of Average Monthly Salary of Active Members*
(By Plan and M embership Type)
2004 2003 2002 2001 2000 1999
General Plan 1 $6,514 $6,070 $5,806 $5,143 $4,910 4,45%
General Plan 2 $5,980 $5,573 $5,311 $4,636 $4,301 3,898
General Plan 3 $5,101 $4,747 $4,737 $4,197 $3,820 3,523
General Plan 4 $5,281 $4,886 $4,545 $3,831 $3,483 3,15%
General Plan Total $5,642 $5,284 $5,016 $4,451 94,1 $3,880
Safety Plan 1 $9,516 $8,500 $7,820 $6,955 $6,400 562
Safety Plan 2 $8,530 $7,518 $6,853 $6,102 $5,883 , 6
Safety Plan 4 $7,582 $6,465 $5,789 $5,271 $4,957 90
Safety Plan Total $8,267 $7,291 $6,652 $6,143 $6,85 $5,009
Probation Plan 1 $6,856 $6,548 $6,253 $5,460 $5,100 $4,634
Probation Plan 2 $6,291 $5,800 $5,542 $4,654 $4,240 $3,941
Probation Plan 4 $5,711 $4,924 $4,502 $3,660 $3,119 $3,010
Probation Plan Total $6,019 $5,395 $5,066 $4,441 1084 $3,968
Total $5,871 $5,467 $5,164 $4,603 $4,348 $3,98
Average Monthly Salary of Active Members

10,000

8.000 -

6,000

4,000 -

2000 | |§ (8N 2

R E N d N
1999 2000 20Mm 2002 2003 2004

O General Man Total @ Safety Han Total O Frobation Flan Total
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To order you own copy @amCERA'’s
June 30, 200€omprehensive Annual Financial Report
complete the following form and send itSamCERA
either through the Pony at
RET 141,
or the U.S. Mail at
100 Marine Parkway, Suite 125, Redwood Shores, 8%68:

The Following Items Are Also Available Through
The San Mateo County Employees’ Retirement Assiotiat\Web Site
WWW.samcer a.or g

To: SamCERA Date:
Please send me:

a

| Sy N Ry N Ay

Q

SamCERA'’s June 30, 2004 Comprehensive Annual HadaReport
SamCERA'’s Sources, Uses and Budget report for Fisear 2004-2005
SamCERA'’s Dissolution of Marriage Guidelines

Change of Beneficiary Form

Direct Deposit Application

Notice of Public Meetings ddamCERA Board of Retirement

Minutes of Public Meetings @amCERA Board of Retirement

From:
Name: Title:

Department or Other Employer:

Pony Address, if applicable: Date of Retirement, if applicable:

Mailing Address:




