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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 toe actuarial liabilities
of the Retirement System,
S0 as to minimize the costs to our County,
while assuring our ability to pay all earned bet&fi

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



SamCERA

San Mateo County Employees’ Retirement Association
100 Marine Parkway, Suite 125, Redwood Shores, 0#69
August 11, 2005

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 Smmteo County
Employees' Retirement Associatfonthe fiscal years ending June 30, 2005 and 30n2004(the Report).

This report is submitted for your reviesamCERA management is responsible for the accuracyeotitta; the
complete, full disclosure of all matters of matkronsequence and the fairness of the presentation.
Management's discussion and analysis of the dayebmaeviewed on pages 14-20. This Report wasapeejpto
conform to the principles of governmental accountmd reporting set forth by the Governmental Actimg
Standards Board. Transactions are reported usengdcrual basis of accounting.

SamCERA management is responsible for establishing aachtaning 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 safielgeafpassets and fair presentation of the findrste@ements
and supporting schedules. As your Chief Execubifecer, | hereby certify thaBamCERA system of internal
controls is adequate and that this report accyrateimpletely, fully and fairly discloses all matieof material
consequence.

AUTHORITY, RESPONSIBILITIES& DUTIES

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

SamCERAprovides retirement, disability and death bendisits 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 Satedv
County. The Board of Retirement has adoptetitsion & Goals; Statement of Strategic ServicesguRations

of the Board of Retirement; SamCERA’s Investmeah;PEamCERA’s Sources, Uses and Budget Report;
Conflict of Interest Code; Code of Fiduciary ContlandDelegation of Authority, et db document the board’s
policies. In addition, the board has executed reots for the professional services of an actusmyestment
consultant, investment managers, a global custatidrreal estate counsel to help the board fulikluties. The
board's professional consultants are highlightaténorganizational 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 Retiremedtraanage$SamCERA operations in accordance with the
board’s Delegation of Authority SamCERA staff of twelve full-time and one extra-help doyees are
responsible for assuring that members’, employans! the board’s needs are met in accordance wéthnitih
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 highHPerformance
Standards

SamCERA members include all permanent employees of then€/ of San Mateo and the San Mateo County
Mosquito Abatement District, vested former empl®y/edo elected deferred retirement, and all cunretitees
and their eligible survivors and beneficiaries. rBlthan 85% oSamCERA members are classified as General
Members. General Members are covered by the atypdigrovisions set forth by the ‘37 Act and Social
Security. The remainder 8&amCERA members are law enforcement employees classiigsafety 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, 2005

Plan (Tier) One Two Three Four Total
Retirees and beneficiaries currently receivienefits
Generz 2,23( 86¢€ 115 9 3,21¢
Safety 28¢ 57 0 0 34t
Probatiol 9 21 0 1 11¢
Subtota 2,61t 944 11z 1C 3,68
Terminated employees entitled to but not currergbeiving benefits (Deferres
Genere 72 474 12C 13C 79¢€
Safety 0 33 0 13 46
Probatiol C 28 C 12 4C
Subtota 72 53t 12C 15t 88z
Current employee
Vestec
Genere 26(C 1,647 78 652 2,63¢
Safety 34 18z 0 77 292
Probatiol 14 93 0 67 174
Nor-Vested
Genere 2 3 54 1,71« 1,77:
Safety 0 0 0 11€ 11€
Probatiol 0 0 C 104 104

Subtota 31C 1,92¢ 13z 2,731 5,09¢
Total SamCER/Membershi 2,997 3,40¢ 36  2,89¢ 9,66:

THE COMPREHENSIVE 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 dzgtinnal chart o5amCERA staff and the professional
organizations which carry o®amCERA programs. This Letter of Transmittal also po®s an overview of
SamCERANd the significant activities and events thauoed during the fiscal year.

*The Financial Section presents information regardirfgamCERA financial condition. This section
contains the opinion ddamCERA’'dndependent Auditor, Brown Armstrong Paulden Mc@ad8tarbuck &
Keeter Accountancy Corporation (Brown Armstrongamagement's discussion and analySsmCERA
financial statements and supplemental financiarinfition. Brown Armstrong concludes that its audit
SamCERA financial statements, as set forth in the Fit@nSection, provided a reasonable basis for the
auditor to determine that the financial statemgmesentSamCERA financial position fairly. During the
fiscal year, retirement fund assets increased $&m35 billion to $1.599 billion.

The collection of employer and employee contribugiand investment income provide the reserves deede
finance retirement benefits. Contributions andestment income for the fiscal year totaled $250 1/&3.

Additions to SamCERA's Assets
Contributions

Employer $76,930,928

Employee 33,647,561
Total Contributions 110,578,489
Investment Income 147,413,534

Less investment expense (7,282,330)
Net Investment Income 140,131,204
Other Additions 79,472
TOTAL ADDITIONS 250,789,165
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The ‘37 Act permits the use of retirement fund tsse pay earned service retirement benefits, disab
benefits, death benefits, and refunds of membetribotions. In addition the ‘37 Act permits theypgent of

administrative and professional expenses from ¢ti;ement fund. Benefits and expenses for thalfigear

totaled $86.9 million.

Deductions from SamCERA's Assets

SamCERMenefits:
Service retirement allowance $71,217,876
Disability retirement allowance 10,933,461
Medical benefits (345)
Death and other benefits 1,031,495
Total Association benefits 83,182,487
Refunds of members' contributions 1,458,257
Administrative expense 2,234,610
Other Expenses 3,533
TOTAL DEDUCTIONS $86,878,887

Please refer to Management's Discussion and Arsalgsthe Financial Section for a narrative overviawd
analysis ofSamCERA'd§inancial activities for the fiscal year endinghéu30, 2005.

Note 3 to the Financial Statements includes a dEon ofSamCER/A Market Stabilization Account which

is used to smooth the actuarial value of assets avfeve-year period. As of June 30, 2005, thess &
negative balance of ($16,315,469) in the accouhhis amount is the unrecognized difference between
SamCERA actual market returns and the returns that wbalke been generated if earnings had been at the
actuarial interest rate of 8.00%. These actuahattfalls will be transferred onto the actuarialdmce sheet
over the next 4.5 years. Once on the actuarianioal sheet they will then need to be amortized ther
remainder ofSamCERA actuarial funding period ending June 30, 20Z4ese increases in contribution
rates will be on top of increases resulting from élddition of benefit improvements during Fiscahly2005.

*The Investment Section presents information regardin§amCERA investment program. All
investments are made in accordance with the guelset forth ifSamCERA’s Investment Pldoy fully
discretionary institutional investment advisorsamed by the board. The section contains the ratie
produced by the board’s independent investmentultamg, Strategic Investment Solutions, along with
summary of SamCERA asset allocation, investment activity and perfance. Strategic Investment
Solutions reports that over the past year the &agnt Fund returned 10.15%, approximately 0.90sbasi
points greater than the Median Public Plan, an® ®asis points more than the performance of it&cyol
benchmark.

SamCERA's Asset Allocation

Target June 30, 2005
Equity 65.0% 66.7%
Fixed Income 29.0% 29.5%
Real Estate 6.0% 3.7%
Cash 0.0% 0.1%

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

As of June 30, 2004, the most recent actuarialatimio available, Public Pension Professionals tepothat
SamCERA Actuarial Valuation Assets of $1.453 billion weequal to 75.6% oSamCERA Accrued
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Actuarial Liabilities of $1.921 billion, with fulfunding targeted for the year 202&amCERA Unfunded
Actuarial Accrued Liability totaled $468.7 millioon 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: 2004-205 2003-2004 2002-2003
Employer Rate (Actuary’s Estimated Aggregate) 22.84% 18.69% 11.66%
% Increase 22.2% 60.3% -2.2%
Employee Rate(Actuary’s Estimated Aggregate) 8.38% 7.10% 5.86%
% Increase 18.0% 21.2% -2.8%
Employer Contribution§Actuary’s Latest Estimate)] $73,995,000 $60,528,000 $35,211,000

% Increase 22.2% 71.9% 7.7%
Member Contribution§Actuary’s Latest Estimate) $27,153,000$21,440,000 $17,684,000

% Increase 26.6% 21.2% 7.0%

This report utilizes information from the actuanaluation of the system as of June 30, 2004. Ratel
other results from a valuation of the system atok 30, 2005, had not been adopted by the Board of
Retirement as of the printing date of this report.

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

SamCERA'’s Comprehensive Annual Financial RepodiPopular Annual Financial Repofor 2004 earned
SamCERAits ninth and tenth Government Finance Officerso&gation of the United States and Canada
Certificate of Achievement for Excellence in FinahdReporting The Certificate of Achievement is a
prestigious national award recognizing conformawdé the highest standards for preparation of Stae
local government financial reports. In order todvearded a Certificate of Achievement, a governnueritt
must publish an easily readable and efficientlyaoiged comprehensive report, whose contents confiorm
program standards. The report must satisfy botleigdly accepted accounting principals and applécab
legal requirements. The Certificate is valid fgoexiod of one year only. Staff intends to subtmis year’'s
report to the GFOA as well.

LOOKING BACKWARD AND FORWARD

With the implementation of a new benefit formula general service members (2% at 55.5) the assutiat
experienced a spike in retirement applicationgiermonth of March as members retired just priagh&
annual implementation of COLA increases. The nunobepplications received was approximately 16e8m
the normal monthly amount. The number of retingesld likely have been higher but was held down by
approval of a 1% COLA.

In compliance with the various/enturd court rulings over the last several years, wradded to the types of
pay for which members are to receive retiremerdicrBamCERAvas required to pay retired members any
additional amounts to which they were entitled phisrest at the statutory rate of 7% simple p&uam (a)
retroactively from March 19, 1995 and (b) prospati. In addition, it was ruled that the board had
discretionary authority to collect the additionahtributions plan members would have been requoed
make ifVenturahad been applied in calculating their contribusigolus interest that would have been
credited on such contributions. After hiring additl staff in June 2004, implementation of thejged
began. Over the course of the project, the progsen manually pulled and looked at 58,214 mitroénd
microfiche records. Including electronic recorasotal of 81,250 records were reviewed.
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The project concluded in April 2005. Recipientsnéficiaries and estates due a Ventura benefietb&85.
Total net cost of the project, including the co$tbenefits and administrative and legal costs cdme
approximately $12 million. The original amount riséerred to the Ventura Contingency Reserve was
approximately $32 million. As such, approximat®80 million was transferred back to employer resgr

In 2003 as part of agreements between unions andBdard of Supervisors to increase member benefit
formulas, a cost-sharing agreement was also apgrodader the agreement, general members begangpayi
an additional 1% of their pay into the retiremeydtem on August 31, 2003. On August 29, 2004, harot
1% was added. On March 13, 2005, the final 1% adhked, bringing the total county general membetr cos
sharing contribution percentage to 3%.

Michael McMahon,SamCERAboard member, passed away February 14, 2005, é@mplications
sustained in a traffic accident. He was a Seniaditdr-Appraiser who was employed by the county for
more than thirty years. At its February 22, 2008geting, theSamCERABoard of Retirement signed a
resolution honoring Mr. McMahon'’s service to thestgyn. The resolution read in part, “Michael E.
McMahon has the deepest thanks of his fellow netinet board members for his more than eleven years
of commitment to seeing th&amCERAwvas administered following the highest standardBdoiciary
conduct. His energy and insight will be missed bbyvao knew and worked with him, and the retirement
board is lessened by his passing.”

Assistant Executive Officer Scott Hood is a Lie@enColonel in the Army Reserve. He deployed to
Iraq in late spring and is working in Baghdad ipsort of the Iraqi elections.

For the one-year period ended June 30, 2005, thestment portfolio outperformed its benchmark and
returned 10.15%.SamCERA’dNet Assets Held in Trust for Pension Benefits gigwapproximately $164
million last fiscal year. The balance as of Jude2®05, was approximately $1.6 billion.

SamCERAowered its assumed earnings rate from 8% to 7.a8% completing its triennial experience
study.

In October 2005 the Board of Retirement approvedS&imCER/AStrategic Plan as submitted by staff. The
plan was developed based on an outline providedB9A. It includes five broad goals:

Customer Service Goal. Improve customer service ®amCERAMembers by developing and adhering to
service standards, assessing customer satisfagpdafing publications and presentations.

Knowledge Management Goal. Capture institutional knowledge and make it readidgessible.
Planning Goal. Anticipate and plan for future events that will iaghSamCERA

External Relationships Goal. Develop external relationships that improve thécefhcy, cost effectiveness,
and decision-making ability §amCERA

Staffing Goal. Research and develop plans to address issuegngtterSamCERA staff.

The Action Plan to achieve these goals is ambifigesuiring the completion of 33 tasks. But the
organization must move forward on each of themhwittommitment to achieve those of highest priagy
soon as possible, so that members, staff, boaralasthkeholders can enjoy the benefits of an riagdion
that is constantly improving.

Respectfully submitted,

TP =

David Bailey, Chief Executive Officer
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Members of the Board of Retirement

for the fiscal year ending June 30, 2005

ALMA R. SALAS, Chair elected by SamCERA's Safety Members, Seventh Member

Alma Salas is a Deputy Probation Officer Il witlo@hty Adult Probation and President of the
Probation & Detention Association. Alma joined Beard in May of 2001. Her term expires
June 30, 2006.

KENNETH A. LEwWIS, Vice Chair appointed by the Board of Supervisors, Fifth Member

Kenneth Lewis is the Vice President — Treasurdtrahklin Resources. Kenneth joined the
Board in September of 2001. His term expires Jun€307. Ken serves as Chair of the
Investment Committee.

Tom E. BRYAN, Secretary elected by SamCERA's General Members, Third Member

Tom Bryan is a Principal Appraiser with the Couahd a Steward with SEIU Local 715. Tom
joined the Board in July of 1986. He served asi@tan 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/Treasurettie County. The law from which
SamCERAwas created designates the County Treasurer asrdoen of the Board of
Retirement. Lee joined the Board in October of3L98BANDRA ARNOTT serves as the
Constitutional Alternate in Lee's absence. Himtexpires January 8, 2007.

DONNA WiLLS COLSON 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. She serve@laair from 2003—2004. Donna currently
serves as Chair of the Audit Committee. Her texpires June 30, 2007.

JAMES HOOLEY appointed by the Board of Supervisors, Sixth Member

James Hooley retired as Associate Superintendeghedban Mateo County Office of
Education. Jim joined the Board in September @320His term expires June 30, 2006.

PAUL HACKLEMAN elected by SamCERA's General Members, Second Member
Paul Hackleman is the San Mateo County Benefitsdgan He was elected to the Board of
Retirement in June 2005 to fill the unexpired t&inMichael McMahon. His term expires June
30, 2006.

BETTE PERROTON STUART elected by SamCERA's Retired Members, Eighth Member

Bette Perroton Stuart retired as your Retiremdfit€ in 1988 after nearly 20 years with the
County. Bette joined the Board in December of 1988e served as Chair from 1996 — 1998.
Her term expires June 30, 2007.

EMILY TASHMAN appointed by the Board of Supervisors, Fourth Membe

Emily Tashman is a finance professional who haskeamith DIVA Systems, Barclays Bank,
Toronto Dominion Bank, Bank of California and SRidrnational. Emily joined the Board in
January of 2004. Her term expires June 30, 2006.
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SAN MATEO COUNTY
EMPLOYEES' RETIREMENT ASSOCIATION
June 30, 2005 Organizational Chart
Including Professional Consultants

BOARD OFRETIREMENT
9 Trustees: 4 Elected, 4
Appointed, 1 Ex Officio

County Counsel Auditor
Brenda Carlson Brown Armstrong
CHIEF EXECUTIVE OFFICER
David Bailey
|
| |
ASSISTANTEXECUTIVE INVESTMENT & FINANCE
OFFICER MANAGER
Scott Hood Gary Clifton
Retirement Benefits Information Management Investment Consultan
Manager Technology Analyst Strategic Investment
Anne Palu Manager Mabel Wong Solutions
- Tariq Ali
Retirement Analyst Medical Advisor . Global Custodian
) . . Senior Accountant
Retiree Services | Charles Fracchia, Chlezelle Muilan State Street Bank &
Janell LeBlanc M. D Trust
Retirement Analyst Retirement Analyst Domestic Fixed
Special Servicgs Office Specialist Controller Income
pec . Elizabeth LeNguyen Melchor Cruz Barclays Global /
Susie Lamica Deutsche Asset /
Western Asset
Retirement Analyst Retirement Analvst Real Estate Domestic Equity
Member Services Lilibeth Damesy INVESCO Realty Barclays Global
Celedonia Amacker Advisors Brandes / Chartwell
Goldman Sachs
Cash Equivalents International Equity
Treasurer / LAIF / Julius Baer /
STIF Mondrian
Actuary
Public Pension
Professionals

A Schedule of Professional Services and Feestmdgund on page 49 of the Investment Section
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INDEPENDENT AUDITOR’'S REPORT

To the Members of the
San Mateo County Board of Retirement

We have audited the accompanying statement of fiduciary net assets of the San Mateo
County Employees’ Retirement Association (SamCERA) as of June 30, 2005 and 2004
and the related statement of changes in fiduciary net assets for the years then ended.
These financial statements are the responsibility of management of SamCERA. Our
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, 2005 and 2004 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.
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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 as listed in the
accompanying table of contents 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.

In accordance with Government Auditing Standards, we have also issued our report dated August 1,
2005, 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

A

Bakersfield, California
August 11, 2005
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FISCAL YEAR 2004 — 2005

As fiduciaries of the San Mateo County EmployeestifRment Association, we offer readersSEMCERA
financial statements this narrative overview andlysis of its financial activities for the fiscaégr ending June
30, 2005.

Financial Highlights

*  $1,599,269,701 in net assets are held in trugbdosion benefits. All of the assets are availéblmeet
SamCERA’songoing obligation to plan participants and thEneficiaries.

« SamCERA’'dotal net assets held in trust for pension bemefitreased by $163,910,278 or 11.42%
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 datihe last actuarial valuation, the funded ratio fo
SamCERAvas 75.6%.

* Revenues (Additions to Fiduciary Net Assets) fa ylear were $250,789,165, which includes member
and employer contributions of $110,578,489; investingain of $147,413,534 (excluding investment
expense of $7,282,330); and other additions of 4779,

» Expenses (Deductions in Fiduciary Net Assets) emed from $78,381,297 to $86,878,887 over the prior
year, or approximately 10.84%. Most of this inseaas due to an increase in benefits paid.

Overview of Financial Statement

This discussion and analysis is intended to ses\amdntroduction 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 contdarifying information to supplement the basitaficial
statements listed above.

The Comparative Statement of Fiduciary Net Assitsa snapshot of account balances at year-endisdioses
the assets available for future payments to retiegel any current liabilities that are owed auoieJ30, 2005.

The Comparative Statement of Changes in FiduciargtNAssetgprovides a view of additions and deductions to
the plan. Both statements are in compliance withveBnmental Accounting Standards Board (GASB)
pronouncements.

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

Assets report information abo8amCERA'sactivities. These statements include assetsiahtlitles, using the
accrual basis of accounting. All of the currenanyg 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, fagimalues.
All property and equipment (Capital Assets) arerdejated over their useful lives.

These two statements rep@amCERA’1et assets held in trust for pension benefitsresveay to measure the
plan’s financial position. Over time, increasesl alecreases isamCERA’'snet assets are one indicator of
whether it's financial position is improving or debrating. Other factors, such as market comitichould be
considered in measurirBamCERA’®verall financial position.

14



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

Required Supplementary Informatiprovides additional information and detail concegftamCERA’progress
in funding its obligations to provide pension betsaio members, the trend of employers’ contribgigpertinent
actuarial information as of the latest valuatiomd aotes to the schedules of trend information.

Other Supplementary Informatiancludes the schedules of administrative experssd®dule of investment
expenses, and schedule of payments to consultants.

Financial Analysis
Tables 1, 2, and 3 summarize and comzeaCERA 'sinancial results for current and prior periods.

SamCERA'siduciary Net Assets held in trust for pensiondfé#s as of June 30, 2005, totaled $1,599,269,701,
which represents an increase of $163,910,278 @2% .over the period. The increase in net assedsdisect
result of strict adherence 8amCERA'’s Investment Plamhich, with the asset allocation and rebalangialicy
adopted bySamCERA’Board of retirement, has enabled the associatianaximize the upturn in the market.
All of the net assets are available to m&IMCERA’songoing obligations to plan participants and their
beneficiaries. Net assets increased by 11.42%gldnie fiscal year due to contributions from thepkayees and
employers and market appreciation of investments.

SamCERA'’s Net Assets (Condensed) (Table 1)

For the Years Ended June 30, 2005 and 2004 Amount Percent
Increase/ Increase/
2005 2004 Decrease Decrease
Investments at Fair Value $1,579,525,190 $1,428,595,232150,929,958 10.56%

Other Assets

$117,948,719

$21,472,070

$96,476,649 .38%P

Total Assets

$1,697,473,909

$1,450,067,302$247,406,607

17.06%

Total Liabilities

$98,204,208

$14,707,879 486,329

567.70%

Net Assets $1,599,269,701 $1,435,359,423 $163,910,278 11.42%
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 $1,228,233,37%$200,361,855 16.31%
Other Assets $21,472,070 $28,076,893 ($6,604,823) -23.52%
Total Assets $1,450,067,302 $1,256,310,2706193,757,032 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%

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

Capital Assets
The balance oSamCERA’'scapital assets declined from $28,012 in 2004 #®,6%5 in 2005. As of June 30,

2005, SamCERA'sinvestment in capital assets totaled $18,675 (oletaccumulated depreciation and
amortization). Capital assets includes computaethkare and business continuity assets.
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Reserves

The statement cBamCERA’geserves shown as (Table 2) indicates IBamCERA'diduciary net assets have
accumulated. SamCERA'sreserves are established from employer and emplaantributions and the
accumulation of investment earnings, after dedgcimvestment and administrative expenses (see Table
below). When a member retires, the fiduciary rssets attributable to that member are transfeodhet Retiree
Reserves from the Member reserves and County A@bReserves. During the past several years tloaviag
significant board actions have impacted the resaceeunts:

* The adoption of the Governmental Accounting Stathiddoard Pronouncement 25, which mandates that
investments be stated at fair value, effectiveigtd Year 1996.

* The creation of the Market Stabilization Accountrasommended by William M. MerceGamCERA's
actuary at that time.

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

» The retroactive implementation ¥enturahad a total cost of $11,961,371 to the retirenpéart. On May 31,
2005. the balance in the Ventura Reserve was tassf to the employer’s retiree reserve, pursuant t
Resolution 01-02-03 Ventura Litigation Contingency Reserve

In December and June of each year, the actuagah@ed investment returns are credited to eacheo¥ #huation
Reserves. When actual investment returns difl@nfthe actuarial assumed investment returns, thgusuor
deficit is recorded in the Market Stabilization Acnit. The balance of the account is allocatedhéoMaluation
Reserves over a five-year period. This processcexithe volatility of annual contribution rates thee employer
and employee. With the upturn in the market okiergast three yealSamCERA'#Market Stabilization Account
improved by $257,099,857. At year-end 2002 theolot was ($273,415,326); by year-end 2005 the balan
had decreased to ($16,135,469).

The Board of retirement adopted a policy in 2002 tifne amount of investment earnings added or sctetl
from the Market Stabilization Reserve cannot exc®@¥ of the assumed investment return. If it dtleen the
excess is allocated to the Valuation Reserves.

SamCERA’'sReserves (Table 2)

As of June 30 2005 2004 2003
Valuation Reserves:
Member Reserves $281,230,984 $259,731,818 $243@175,
County Advanced Reserves $219,867,963 $212,410,513 $199,095,646
Retiree Reserves $554,684,637 $449,574,515 $40a38B2
Cost of Living Reserves $581,174,967 $539,641,932 500864,497
Contingency Reserves $0 $0 $13,757,625
Non-Valuation Reserves:
Ventura Reserves $0 $31,523,929 $32,145,000
Unallocated Earnings/Loss Account  ($21,373,381) , A$8,605) $0
Market Stabilization Account ($16,315,469) ($48,879) ($154,249,171)
Net Reserves held in Trust for
Pension Benefits $1,599,269,701 $1,435,359,423 $1,233,271,537
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Additions to Fiduciary Net Assets

Total additions to Fiduciary Net Assets for thedisyears ended June 30, 2005, and 2004 were 825065 and
$280,469,183, respectively, as follows: (Refer &€ 3 below)

Additions to Fiduciary Net Assets (Condensed) (Tabl 3)

For the Years Ended June 30, 2005 and 2004 Amount Percent
Increase/ Increase/

2005 2004 Decrease Decrease
Employer Contributions $76,930,928 $60,041,821 849,107 28.13%
Employee Contributions $33,647,561 $27,094,196 3535 24.19%
Investment Income/(Loss) $147,413,534 $197,265,535 ($49,852,001) -25.27%
Less Investment Expenses ($7,282,330) ($4,158,687) ($3,123,643) 75.11%
Other Additions $79,472 $226,318 ($146,846) -64.88%
Total $250,789,165 $280,469,183 ($29,680,018) 8%.5
Current Membership 9,662 9,602 60 3.62%
For the Years Ended June 30, 2004 and 2003 Amount Percent
ey Beees
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 N/A
Total $280,469,183 $97,869,722 $182,599,461 186.57%
Current Membership 9,602 9,246 356 3.85%
Additions to Fiduciary Net Assets
FY 1998 - 2005
300,000
250,000
200,000 - —
& 150,000 - —
o
S 100,000 |
E 50,000 1 m H e | H - t
&
) s Lt P
(50,000)
(100,000)
(150,000)
O Employer B Employee O Investment
Contributions Contribution Income
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Deductions from Fiduciary Net Assets

SamCERAwas created to provide lifetime retirement aneaitisurvivor benefits, and permanent disability
benefits to qualified members and their benefiegri The cost of such programs includes recurrergefit
payments as designated by the plan, refund of ibomitvns to terminated employees, and the cost of
administering the system. Deductions for the fisemar ended June 30, 2005, totaled $86,878,887 an
increase of 10.84% over the prior fiscal year (rédeTable 4 below).

Deductions of $86,878,887 were exceeded by additioh$250,789,165 resulting in an increase of
$163,910,278 in fiduciary net assets for the figear ended June 30, 2005.

Deductions in Fiduciary Net Assets (Table 4)

For the Years Ended June 30, 2005 and 2004 Amount Percent
Increase/ Increase/
2005 2004 Decrease Decrease
Retiree Benefits $83,182,487 $74,016,331 $9,166,156 12.38%
Member Refunds $1,458,257 $1,734,439 ($276,182) -15.92%
Administrative Expenses $2,234,610 $1,911,755 $322,855 16.89%
Other Expense $3,533 $718,772 ($715,239) -99.51%
Total $86,878,887 $78,381,297 $8,497,590 10.84%
Benefit Recipients 3,682 3,529 153 4.34%
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%
Benefit Recipients 3,529 3,454 75 2.17%
Deductions to Fiduciary Net Assets
FY 1998 - 2005
100,000
90,000
80,000 |
n I i —
S so0m R
g 50,000 = |
— 40,000
é@ 30,000 +—] -
20,000 +— F—
10,000 -
_ 6/30/1998 ‘ 6/30/1999 ‘ 6/30/2000 ‘ 6/30/2001 ‘ 6/30/2002 ‘ 6/30/2003 ‘ 6/30/2004 ‘ 6/30/2005
O Retiree O Refunds 0O Admin
Payroll Expense
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Changes in Fiduciary Net Assets (Condensed) (Tabig

For the Years Ended June 30, 2005 and 2004 Amount Percent
Increase/ Increase/
2005 2004 Decrease Decrease
Beginning Plan Net Assets $1,435,359,423%1,233,271,537 $202,087,886 16.39%
Total Additions $250,789,165 $280,469,183 ($29,680,018) -10.58%
Total Deductions $86,878,887 $78,381,297 $8,497,590 10.84%
Ending Plan Net Assets $1,599,269,701$1,435,359,423  $163,910,278 11.42%
For the Years Ended June 30, 2004 and 2003 Amount Percent
Increase/ Increase/
2004 2003 Decrease Decrease
Beginning Plan Net Assets $1,233,271,53%1,207,483,580 $25,787,957 2.14%
Total Additions $280,469,183 $97,869,722 $182,599,461 186.57%
Total Deductions $78,381,297 $72,081,765 $6,299,532 8.74%
Ending Plan Net Assets $1,435,359,4231,233,271,537 $202,087,886 16.39%

This fiscal year retiree benefits increased and be¥mmefunds decreased. Management attributes these
trends to the overall economic environment and @m@ntation of favorable labor negotiations by activ
members, which resulted in enriched retirement fitsne

The system’s administrative expenses increased322,855, or 16.89% in fiscal year 2004-2005. The
increased expenditure is primarily attributable tkee hiring of five temporary staff to assist in the
implementation of the Ventura settlement and thebtofilling of the Chief Executive Officer positiofor
three months.

Expenses oBamCERA’grofessional services are included with investmexense. For the fiscal years
ended June 30, 2005, and June 30, 2004, the expeasdior actuarial services, custodian servicas an
investment consultant services were consistent thghoriginal appropriations. Last fiscal yeandastment
assets increased faster than anticipated, resuitinbigher actual investment management fees than
budgeted. Investment management fees are driveoityactual agreements and based on total faikehar
value of assets under management.

The County Employees Retirement Law of 1937 linBsmCERA’sadministrative budget to eighteen-
hundredths of 1 percent of the total assets ofé¢hilement systenSamCERAas consistently been within
its approved administrative budget and within tBebasis point regulation. There are no materiabwaes
between planned expenditures and actual expenslitowreéhe fiscal year ending June 30, 2005.
SamCERA's Fiduciary Responsibilities

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

These Financial Statements are designed to pr@&ateCERA’doard, membership, taxpayers, investment
managers, and interested parties a general overgfethe San Mateo County Employees’ Retirement
Association’s financial position and to show acdability for the funds it receives.

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

Questions concerning any of the information proglide this report or requests for additional finanhci
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 11, 2005
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San Mateo County Employees’ Retirement Association
Statement of Fiduciary Net Assets

June 30, 2005 and 2004

2005 2004
Assets:
Cash and Deposits $42,816,781 $16,292,774
Receivables:
Contributions 3,869,081 2,652,536
Due from broker for investments sold 68,043,706 664,654
Investment income 3,094,226 1,570,776
Other receivables 98,581 164,389
Total Receivables 75,105,594 5,052,355
Prepaid Expense 7,669 98,929
Investments, at fair value
Domestic fixed income securities 468,021,688 375,186,833
Domestic equities 803,519,587 768,511,724
International equities 248,764,405 226,683,026
Real estate 59,219,510 58,213,649

Total Investments

1,579,525,190

1,428,595,232

Capital assets, at cost, net of accumulated
depreciation of $9,336 and $3,437 at
2005 and 2004, respectively. 18,67¢ 28,012

Total Assets

Liabilities:
Payables

Investment management fees
Due to broker for investments purchased

Mortgage Note Payable
Due within one year

Due in more than one year

Other
Total Liabilities

1,697,473,909

1,450,067,302

1,054,124 441,977
96,713,021 6,420,711

0 196,330

0 6,707,699
437,063 941,162
98,204,208 14,707,879

Net Assets Held in Trust For Pension Benefits (Note 3) $1,599,269,701 $1,435,359,423

(See Schedule of Funding Progress presented on3@age

The accompanying Notes to the Financial Statemmegsining on page 23 are an integral part of these
financial statements.
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San Mateo County Employees’ Retirement Association
Statement of Changes in Fiduciary Net Assets
For The Year Ended June 30, 2005 and 2004

2005 2004
Additions:

CoNTRIBUTIONS (Note 3)

Employer $ 76,930,928 $ 60,041,821

Employee 33,647,561 27,094,196
Total Contributions 110,578,489 87,136,017
INVESTMENT INCOME/(LOS9

Interest and dividends 23,503,153 12,673,292

Net appreciation (depreciation) in

Fair value of investments 123,910,381 184,592,243

147,413,534 197,265,535

Less investment expense 7,282,330 4,158,687
Net Investment Income (LosS) 140,131,204 193,106,848
Other Additions 79,472 226,318
Total Additions 250,789,165 280,469,183

Deductions:

ASSOCIATION BENEFITS

Service retirement allowance 71,217,876 62,431,040

Disability retirement allowance 10,933,461 9,359,004

Medical benefits (345) 1,198,383

Death and other benefits 1,031,495 1,027,904
Total Association benefits 83,182,487 74,016,331
REFUNDS OF MEMBERSCONTRIBUTIONS 1,458,257 1,734,439
ADMINISTRATIVE EXPENSE(Note 3) 2,234,610 1,911,755
OTHER EXPENSE 3,533 718,772
Total Deductions 86,878,887 78,381,297
Net Increase (Decrease) 163,910,278 202,087,886
Net Assets Held in Trust for Pension Benefits:
Beginning of year 1,435,359,423 1,233,271,537
End of year $1,599,269,701 $1,435,359,423

The accompanying Notes to the Financial Statemmegsining on page 23 are an integral part of these
financial statements.
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Notes to the Financial Statements
Note 1 - Plan Description

The following description of the San Mateo Countynfifoyees' Retirement Association (the
Association) is provided for general informationrpases. The Association is governed by the
California Constitution, the County Employees Retient Law of 1937 (a component of the California
Government Code) and the bylaws, procedures anciggobhdopted by the Board of Retirement.

General

The Association is a cost-sharing multiple-employefined benefit pension plan established to gi®vi
pension benefits for substantially all permanenpleyees of the County of San Mateo (the Primary
Employer) and the San Mateo County Mosquito Abateniastrict. The Association is a Component
Unit of the Primary Employer. Management of thesédation is vested in the Board of Retirement
consisting of nine members. The 1937 Act statesnom@ber shall be the County Treasurer; the second
and third members shall be general members of #sadation elected by their peers; the fourthh fift
sixth and ninth members shall be qualified electdrhe county and shall be appointed by the Baérd
Supervisors; the seventh member shall be electednbybe a member of the Association’s safety
membership; the eighth member shall be a retiretiimee elected from the retired membership.

The Association has four plans, which cover memheassified as general, safety or probati
Employees hired on or before July 6, 1980, becammlpers of Plan One. Employees hired after July 6,
1980, and before July 13, 1997, became membersaaof Rvo. Employees hired on or aftauly 13,
1997become members of Plan Four. New General Emplaysgsalso elect membership under Plan
Three. New employees appointed to positions offaddw enforcement become safety members under
Plan Four. In 1990, probation officers were giviea thoice of remaining in the general plan or @lgct
safety status for future service under a new probatlan. All new probation officers become members
under Plan Four for probation officers. From Japuarl993, general members in Plan Three with five
years of continuous service have the option to gédn the plan they were eligibfor at entry date
Former Plan 3 members are authorized to purchaseeaseredit in their current plan. Earned Plan 3
service credit is forfeited in an amount equivakenthe purchase.

The Association’s plans are not subject to the igrons of the Employee Retirement Income Security
Act of 1974 (ERISA). As of June 30, 2005, the Asation membership consisted of the following:

Retirees and beneficiaries : Plan Plan Plan Plan
currently receiving benefits One Two Three Four Total
General 2,230 866 113 9 3,218
Safety 288 57 0 0 345
Probation 97 21 0 1 119
Subtotal 2,615 944 113 10 3,682
Terminated employees entitled to
but not currently receiving benefits (deferred
General 72 474 120 130 796
Safety 0 33 0 13 46
Probation 0 28 0 12 40
Subtotal 72 535 120 155 882
Totals Forwarded 2,687 1,479 233 165 4,564



Notes to the Financial Statements

Note 1 - Plan Description — General (Continued)

Plan Plan Plan Plan
One Two Three Four Total
Current employees:
Vested:
General 260 1,647 78 653 2,638
Safety 34 182 0 77 293
Probation 14 93 0 67 174
Non-Vested:
General 2 3 54 1,714 1,773
Safety 0 0 0 116 116
Probation 0 0 0 104 104
Subtotal 310 1,925 132 2,731 5,098
Total 2,997 3,404 365 2,896 9,662

Benefit Provisions

The Association provides service retirement, diggtand death benefits based on defined benefihidas,
which use final average compensation, years ofigerand age factors to calculate benefits payalie.
addition, the Association provides annual costhofiyy adjustments upon retirement for members ahBlI
One, Two and Four. The benefits of Plan Three edeced by a portion of Social Security benefitenssd

by the member. The 1937 Act vests the Board oke8igors 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 yefirs
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 angfeegye?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 memberdaff® Three) with 10 years of service who termintart
employment with the county may elect a deferredengient.
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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 incurrediriaions are recognized when due. Benefits and
refunds are recognized when due and payable uneé¢etms of the plan.

The financial activities of the Association (a campnt unit of the county) are also presented asgbdhe
basic financial statements of the county becausdésdsociation is an integral part of the county.

Beginning with the fiscal year ending June 30, 2@B8 San Mateo County Employees’ Retirement
Association implemented Governmental Accounting&sads Board’'s (GASB) Statement No. 40, Deposit
and Investment Risk Disclosures and GASB Statefden?1Budgetary Comparison Schedules —
Perspective DifferencesSGASB’s Statement 40 establishes and modifiedatisre requirements related to
investment risks: credit risk (including custodiaddit risk and concentrations of credit risk) enatst rate

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

Cash and Investments

The Board of Retirement has exclusive control & ihvestments of the Association. Government Code
Section 31595 of the 1937 Act authorizes the btaidvest, or delegate the authority to invest,abksets 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 astadians, when appropriate, so as to earn a higiteof
return than could be earned by investing the fumdbvidually. All highly liquid investments with
maturities of three months or less when purchase@ddition to the pooled cash with the county and
custodians, are considered cash equivalents.

The Association records investment transactionshentrade date. Investments are reported at faireva
Short-term investments are reported at cost, wépgroximates fair value. Securities traded on snak or
international exchange are valued at the last tegmales price at current exchange rates. Redkesssets
are reported at fair value utilizing an income aggh to valuation. By contract, an independentaipal is
obtained once every year to determine the fair etarlue of the real estate assets. In the intquarters,
real estate assets are reported at fair valueioglian income approach to valuation.

Capital Assets

Capital assets are valued at historical cost, hataumulated depreciation. Capital assets witiial cost
of more than $3,000 and an estimated useful lifexcess of three years are capitalized and depedc
Depreciation is calculated using the straight-imethod over the estimated useful lives of the deabde
assets. The estimated useful lives for the asseéach category are as follows: office furniturseven
years; office equipment — five years; businessinaity assets — three years; computer hardwaraeeth
years; and computer software — three years.
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Notes to the Financial Statements

Estimates

The preparation of financial statements in accardamith accounting principles generally acceptethen
United States of America requires management teereakmates and assumptions that affect certain
amounts and disclosures. Accordingly, actual tesuhy differ from those estimates.

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 invagtineome.

Forward currency contracts are used by our investmmanagers to control currency exposure and faisli
the settlement of international security purchase sale transactions. These contracts are agréerwen
exchange different currencies at specified ratessattlement dates. Differences between the atirdrad
market exchange rates at settlement result in gaihgsses, which are included in net investmeobnme.
Risks may arise from the possible inability of ctaurparties to meet the terms of their contracts fabm
movements in exchange and interest rates.

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 andfGr8dl 937 Act. The rates are determined by aga@ay
into the Association and are based on a percemtbgevered compensation. The most recent informatio
available for average employee contribution ratéorsthe fiscal year ended June 30, 2004. The wate
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 whiathen combined with projected investment earningt,

be needed to fund the benefits promised underltdre @ontribution rates are actuarially determinsuhg

the entry age normal method and consist of an atfoumormal cost (the estimated amount necessary t
finance benefits earned by employees during theentiryear) and an amount required to amortize the
unfunded actuarial accrued liability over the périending June 30, 2022. Details of funding progress
annual required contribution and contribution magethe county, and the latest actuarial valuatiom a
presented in the Required Supplementary Informeicmedules.

The average employer contribution rate decreasmd 22.84% for the valuation ended June 30, 2003, to
21.22% in the valuation ended June 30, 2004. Bhwimarily due to a decrease in employer normat ae
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’,pugsented attorneys’ and sheriff's sergeants’
contributions and 50% of confidential employeesiteibbutions on a refundable basis. In addition merab
of certain bargaining units who are in a contrilbyteetirement 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 finahdarough employee and employer contributions and
investment earnings. Administrative expenses tedomn the statement of changes in plan net assets

include:

2005 2004
Salaries and employee benefits $1,397,729 $1,115,394
Services and supplies 827,544 792,924
Depreciation 9,337 3,437
Salaries and employee benefits $2,234,610 $1,911,755
Reserves
Reserves required for reporting purposes by th& 2@3:
2005 2004
Member Deposit Reserve — Accumulated Contributions
and Interest $281,230,984 $ 259,731,818
County Advance Reserve — Current Service 219,867,963 212,410,513
Retiree Reserve 554,684,637 449,574,515
Cost of Living Adjustment Reserve 581,174,967 539,641,932
Subtotal (Valuation Reserves) 1,636,958,551 1,461,358,778
Reserves required by Section 31592 of the 1937 Act:
Ventura Contingency Reserve (Note 5) 0 31,523,929
Reserve for Deficiencies in Interest Earnings and
Other Contingencies 0 0
Total Allocated Reserves 1,636,958,551 1,492,882,707
Unallocated Earnings / Losses Account (21,373,38 (8,737,605)
Market Stabilization Account (16,315,469) (48,785,679)
Net Assets Held in Trust for Pension Benefits 1,599,269,701 $1,435,359,423
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Notes to the Financial Statements

Reserves are restricted to specific purposes. Meodrgributions are credited to the Member DepBsserve.
County contributions are credited to County AdvaRaserve and the Cost of Living Adjustment ReseAte.
retirement, a member's accumulated contributionsgs pinterest and the related county contributions ar
transferred to the Retiree Reserve. The retireerves and the cost of living adjustment reserveaessmt
amounts set aside for retirement benefits promisekbr the plan less benefits paid.

The reserves required by Section 31592 of the @3 7epresent earnings in excess of the total éstecredited
to contributions and reserves. The 1937 Act reguinat the excess earnings remain in the retirefenlt as a
reserve against any deficiencies in interest egmin other years, losses on investments and otirgingencies.
However, excess earnings exceeding one percehedbtal assets of the Association may be trarestanto the
County Advance Reserve for payment of benefitsriteset under the act.

GASB 25 mandates the recognition of unrealized gy@nd losses in the current period. However, @ th
recommendation of its actuaramCERAutilizes a Market Stabilization Account to accodat unrealized
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. Thekédla
Stabilization Account is designed to smooth theanotmn employer annual contribution rates due tatihiby in
investment returns. Balances in the Market Stadiibn Account are amortized over five-years incadance
with a schedule established by the actuary.

The June 30, 2005, balance in the Market Stahbilimaf\ccount of -$16.3 million reflects the balanckthe
current year's and previous four years’ net deteregurns.

On June 26, 200amCERAadopted an Interest Crediting Policy that mandasarial Valuation Reserves
will be credited at the Actuarial Interest RateheTpolicy acknowledges that actual earnings magreater than
or less than the Actuarial Interest Rate. An Whiiuted Earnings / Losses Account was establishedcount
for periods when Actual Earnings do not equal tictuArial Interest Rate.

Note 4 - Cash and Investments
Cash and Cash Equivalents

Cash and cash equivalents consist of short-terrasinvents with fiscal agents as well as depositd el
pooled account with the County of San Mateo. Alitigipants in the pool share earnings and los$é® short-
term investments consist of cash held in money ataakcounts and securities readily convertibleatshc All
cash and cash equivalents are carried at costhwdpproximates fair value. A summary of cash aashc
equivalents as of June 30, 2005, and June 30, 2)pAvided on page 29.

Investments

The Association’s investments are managed by int#g@ investment management firms subject to the
guidelines and controls in the investment plan ematracts executed with the board. The board aslithird
party institutions as custodians over the plantasse

The board approved its first comprehensive investrptan on September 29, 1994. The plan specifiedsaet
allocation target of 50% equities, 40% fixed incoseeurities, and 10% real estate. The current afisestion,
which was adopted on April 21, 2000, and reaffirneedJuly 22, 2003, is 65% equities, 29% fixed ineom
securities and 6% real estate. At June 30, 20Q6akasset allocation w&6.7 % equities, 29.5% fixed income
securities, 3.7 % real estate and cash 0.1%.
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Notes to the Financial Statements

For financial reporting purposes, the Associatianigestments are categorized to give an indicabibthe risk
assumed by the Association as of June 30, 2005.ddwwernmental Accounting Standards Board (GASB)
Statement No. 3 established custodial credit risfegories. The Governmental Accounting Standardsrdo
(GASB) Statement No. 40 updates the custodial trasgk disclosure requirements of Statement 3 and
establishes and modifies disclosure requiremetdtedeto investment risk; credit risk (includingstodial credit
risk and concentrations of credit risk), interegerrisk, and foreign currency risk. For the figear ended June
30, 2003, the Association implemented StatementRan its financial statement’s disclosures.

Investments in external investment pools and mutuads cannot be categorized because the Assatiatioot
issued securitiesSamCERAwnNS units in those investments.

The Association's cash and investments as of Juna I18w:

2005 2004
Cash Equivalent Investments (Not Categorized)
Funds Pooled with County Treasurer $159,754 $ 4,121,433
Short-Term Investment Funds held with Fiscal Agen 42,657,027 12,171,341
Total Cash equivalents $42,816,781 $ 16,292,774
Investments — Categorized (Refer to the Tablewgl
Domestic Fixed Income)
Government Obligations 217,565,279 $ 116,703,070
Corporate Bonds 94,445,844 47,911,060
Total Categorized 312,011,123 164,614,130
Investments- Not Categorized
Commingled Funds:
Domestic Fixed Income
BGI US Debt Index Fund) 156,010,565 210,572,703
Domestic Equities
BGI Russell 1000 Index Fund 302,574,805 600,366,122
BGI Russell 1000 Alpha Tilts Fund 324,092,160 0
BGI Russell 2000 Index Fund 0 168,145,602
Brandes investment Partners 43,678,104 0
Chartwell Investment Partners 45,991,357 0
Goldman Sachs Asset Management 87,183,161 0
International Equities
Bank of Ireland Asset Management 0 226,683,026
Julius Baer Investment Management 121,893,290
Mondrian Investment Partners 126,871,115
Real Estate 59,219,510 58,213,649

Total Not Categorized

1,267,514,067

1,263,981,102

Total Investments $1,579,525,190 $1,428,595,232

(1) Fixed Income is presented for comparative purposes

Custodial Credit Risk- Custodial credit risk is the risk that in the evehfailure of a counterparty, SamCERA
will be able to recover the value of its investnseot collateral securities that are in the poseassi an outside
party. SamCERA'sloes not have any repurchase agreements.

Concentration of Credit Risk SamCERA’'énhvestment Plagtates nanvestment shall constitute more than 5% of

the company's outstanding equity. When measufiig dspect of compliance the board will consider it
ownership in relation to the “free float” of a pauiar security. The portfolio is in compliancetivthis mandate.
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Notes to the Financial Statements

As of June 30, 2005, the Association had the followingstments categorized for interest rate and credit risk.

Deutsche Asset Management & Western Asset Management BondiBs@ombined

Active Fixed income Portfolio Characteristics

Weighted
Investment Type Fair Value Coupon Average Effective
Maturity Duration
(Years) (Years)
United States Treasuries $52,128,208 3.45% 7.60 5.32
CMO 54,079,497 3.23% 3.34 2.01
CMBS 1,478,024 5.24% 7.86 6.21
Asset Backed Securities 24,104,205 4.00% 7.17 1.97
Taxable Municipal Bonds 7,276,355 6.85% 417 3.67
Corporate Bonds 93,853,767 6.23% 11.36 6.45
Sovereign Governments 5,229,684 6.84% 16.00 8.86
Agency 4,906,170 4.56% 15.73 9.79
Mortgage Pass Through 68,955,213 5.02% 5.23 3.27
Totals $312,011,123 4.69% 7.33 4.34
Passive Fixed Income portfolio Characteristics
Barclays Global Investor U.S. Debt Index Fund
Weighted Effective
Investment Type Fair Value Coupon Average Duration
Maturity (Years)
(Years)
BGI U.S. Debt Index Fund $156,010,565 5.18% 6.22 4.15

Interest Rate Risk SamCERA’$nvestment Plamloes not have a formal policy that limits investment niigaras a
means of managing its exposure to fair value losses arisingifficreasing interest rates. The Association’s active and
passive bond portfolios are managed duration neutral tolt@eahmark, the Lehman Brothers Aggregate Bond Index.
Barclays Global Investors provided the weighted average mattitiged for the BGI U.S. Debt Index Fund.

Credit Risk -SamCERA'$nvestment Plaias three requirements addressing fixed income quality., thiestinimum
average rating of the total portfolio of fixed income asseidetu a manager's supervision must be "A" or better
(Standard & Poor's or Moody equivalent), dollar weightednatrket value. Second, the minimum quality rating
eligible for the portfolio must be “B” or better (as rated $tandard & Poor’'s or Moody’s equivalent). The third
requirement is that no more than 10%SEMCERA'Sixed income assets under a manager's supervision shall be
invested in securities with a rating below “Baa3,” “BBB-,” “Pdr “A-1.” The association's core plus fixed income
manager was give an exemption and may hold more than 10%ets ested below BBB.

On June 30, 2005, the quality breakdown of the associafioréstments in bonds were rated as indicated in the table
below.

Credit Active Passive
Risk Management Management

AAA 55.4% 78.3%

AA 1.6% 4.5%

A 7.3% 8.9%

BBB 10.3% 8.2%
Less than BBB 25.4% 0.1%

NR 0% 0%
100.00% 100.00%
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Notes to the Financial Statements

Securities Lending

The Association invests in indexed portfolios in which itimneestment manager may lend securities owned by the
portfolio. However, the Association currently does not Isedurities, which are managed in a separate account
portfolio and held in the name of San Mateo County EmployRetgement Association.

The Association had no securities on loan at fiscal year entharelwas no security lending activity during the fiscal
year ended June 30, 2005. However, investment managers are seclingies held in the name of indexed portfolios
in which the Association has a unit value interest.

Note 5 — Contingent Liability

California’s Supreme Court ruled that compensation paid ih, Gagen if not earned by all employees in the same
grade or class, must be included in “compensation earnable” arifinddecompensation” on which an employee’s
retirement benefit is based. The ruling overturned longstgnorecedent. This August 14, 1997, decision in the
matter ofVentura County Deputy Sheriff's Association vs. Board aiirétnent of the Ventura County Employees’
Retirement Associationecame “final” on October 1, 1997. The Association implemevitsduraprospectively for
current employees and new retirees on December 28, 1997.

TheVenturadecision was silent on two fundamental issues: terminaapdyetroactivity. FoBamCERAthese issues
were resolved byreamsters Local 856 vs. Board of Retirement, San MatentC@uring the 2001 fiscal year, the
trial court considered and rejected claims by petitioners\tkaturamandated the inclusion of terminal pay, third
party payments, and employer pickups of employee conwifmitin the calculation of final compensation. On
November 30, 2001, the trial court ruled th&nturashould be applied retroactively and that the pensions of all
retirees and their beneficiaries, regardless of when they ratirest,be recalculated. The Court of Appeals sustained
the trial court’s decisions on July 11, 2003. On Octdder2003, the California Supreme Court declined to review th
appellate court’s decision.

The Association filed its plan for the implementation @ tlovember 30, 2001, writ of mandate with the court on
April 13, 2004. The implementation plan provides for teeearch, calculation and payment of retroactive and
prospectiveVenturaenhanced benefits to all eligible retirees and their survivdise plan included provisions to
complete the implementation process during the 2004/20€4 fisar.

The Association retained an actuary to estimate the financial impaatange of possible decisions in fheamsters
Local 856litigation. Based on the provisions of the NovemberZ8i1, writ of mandate, the actuary estimated that
the contingent liability totaled $16.2 million as of JB® 2002, with interest on the liability compounding7ét
simple per annum. A reserve was established for this contifigbitity. The balance of this reserve as of June 30,
2004, was $31,523,929.

The gross actuarial cost to retroactively impleméenturawas $14,135,911 less member contributions of $3,084,8
for a net actuarial cost to the retirement fund of $11,®&L,0The expense of litigation, $724,700, excluding tpun
counsel fees and the cost of implementation, $175,578, elexmged to the Ventura Reserve. The retroactive
implementation oVenturahad a total cost of $11,961,371 to the retirement pfan.May 31, 2005, the remaining
balance in the Ventura Reserve was transferred to the emplogtes meserve, pursuant to Resolution 01-02-03 —
Ventura Litigation Contingency Reserve

Note 6 — Mortgage Note Payable

The Board of Retirement opined that its separate property mamdake not allow the plan to achieve the diversity of
property type, geographical location and range of market valaeantopen-end commingled fund real estate mandate
could achieve. On September 30, 2084mCERAwith the assistance of an independent fiduciary, CS Capital
Management, executed a Contribution Agreement with INVESCO Rea¢ Estate — U.S.A., LLC FundisamCERA
contributed its separate properties, including all debt tétNKESCO Core Real Estate — U.S.A., LLC as a “Founding
Investor.” On June 30, 200&amCERAdisclosed a mortgage note payable, secured by the Assodatenal
property. The terms, including monthly payments of @pal and interest, totaled an obligation&f,904,029. On
June 30, 20055amCERAad no notes payable to report.
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Required Supplementary Information

SAN MATEO COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
Required Supplementary Information
(Amounts 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
2000 38,695 100%
2001 39,482 100%
2002 33,541 100%
2003 36,070 100%
2004 60,042 100%
2005 76,931 100%

Notes to Required Supplementary Information

Actuarial valuations of the Association are normalarried out as of June B®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 supplaéargnschedules was determined as part of the aaktuar
valuations as of the dates indicated. Addition&drimation as of the latest actuarial valuatiotof@k:

Latest Actuarial Valuation

Valuation Date June 30, 2004

Actuarial Cost Method Entry Age

Amortization Method Level Percent — closed

Remaining Amortization Period 18 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 Longevity 2.00%

Cost of Living Adjustments: The maximum increasaetirement allowance is 5% for Plan One, 3% fanPI
Two and 2% for Plan Four. The annual adjustmemrgdased on the change in the Consumer Price hodéie
Bay Area.
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Notes to Required Supplementary Information

Schedule of Funding Progress

A schedule of funding progress presents a congselidsnapshot of a retirement system’s ability t@ime
current and future liabilities with the assets loé plan. Of particular interest to most is thedieah
status ratio. This ratio quickly conveys a retiegmnsystem’s level of assets to liabilities, whish
important in determining the financial health ofedirement system. The closer a retirement system
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 actuasgdiation, the San Mateo County Employees’
Retirement System had a 75.6% funded status. @u financial condition oBamCERAcontinues
to be sound in accordance with the actuarial ppadsi of entry age normal cost funding.

In this schedule, six years of historical informatis presented. In 1994 the system changeds&t 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 theeffie of a Pension
Benefit Obligation Bond.

SamCERAcurrently has an unfunded actuarial accrued ligh{UAAL), resulting from actuarial
accrued liabilities (AAL) exceeding the actuariaflgtermined value of assetSamCERAs funding the
UAAL over a 20-year amortization period, which begauly 1, 2002. There are currently 17 years
remaining in the funding period, which is schedul@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 plantassBach yeartSamCERA’saactuary determines the
amount of employer contributions required to fundizen schedule of benefits (current and future
liabilities). The calculation for the benefit sclude is based on the following factors: (i) The
Association’s benefit structure, (ii) statisticatd about members of the system, and (iii) curaet
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 aalartFinally, the preceding data is combinedhwit
an actuarially assumed investment rate of retuthamsumed salary increasesSainCERA’snembers.

All of this information taken together is presentechn annual actuarial valuation in which the acyu
recommends an employer contribution rate (percentag the participating employers. This
contribution rate percentage is appliedte valuation payroll for each of the participatemployees.
The resulting dollar amounts, as depicted in tlueedule, are the actuarially calculated required
employer contributions necessary to fund the prethizenefits tsamCERA members.

This schedule contains six years of historical rimfation with respect t&SamCERA’sactuarially

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

Over the past six years, the employer has congth00% percent of the amourtommended by the
actuary.
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Other Supplementary Information

Schedule of Administrative Expenses
as of June 30, 2005 and 2004

2005 2004

Salaries and Employee Benefits $ 1,397,729 $ 1,115,394
Services and Supplies 827,544 792,924
Depreciation 9,337 3,437
Total Administration Expense $2,234,610 $1,911,755

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

Salaries $960,275b $908,523 94.6%
Benefits 417,72% 375,576 89.9%
Salaries & Benefits $1,378,00Q $1,284,099 93.2%
Board Expenses 8,000 3,600 45.0%
Insurance 95,000 78,257 82.4%
Medical Evaluation 20,000 18,263 91.3%
Member Education 3,000 0 0%
Education & Conference 30,000 29,896 99.7%
Transportation & Lodging 32,450 22,035 67.9%
Software License & Maintenance 186,000 63,721 34.3%
Property & Equipment 50,000 5,284 10.6%
General Office Supplies 15,000 12,574 83.8%
Postage, Printing & Copying 50,000 44,597 89.2%
Leased Facilities 87,500 86,773 99.2%
County Service 328,000 312,943 95.4%
Audit Services 44,000 43,201 98.2%
Other Administration 57,000 44,452 78.09
Services & Supplies $1,005,95(Q $765,596 76.1%
Capital Assets $15,000 $0 0%
Depreciation 0 $9,336 100%
Grand Total $2,398,95(Q $2,059,031 85.4%
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Administrative (Ventura) Budget Analysis
Budget to Actual Expenditure (Continued)

Budget Fiscal Year | Percentage
Allotment Expenditures | Expended
(As Amended)
Salaries $173,83b $102,419 58.9%
Benefits $87,025 $11,212 12.9%
Salaries & Benefits $260,860 $113,631 43.6%
Property & Equipment $13,000 $12,938 99.5%
General Office Supplies $1,000 $0 0.0%
Leased Facilities $24,000 $10,000 41.7%
Member Communication $5,000 $0 0.0%
Production of Manuals $6,000 $0 0.0%
Software Licensing $10,000 $0 0.0%
Programming Support - County ISD $22,000 $0 0.0%
Programming Support - LRS $8,500 $0 0.0%
County Services - Legal Fees $14,000 $0 0.0%
Services & Supplies $103,500 $22,938 22.2%
Professional Services $0 $39,010 0.0%
Grand Total $364,360 $175,579 48.2%
Schedule of Investment Expenses
For the Year Ended June 30, 2005 and 2004
2005 2004
Investment Manager
Bank of Ireland Asset Management $ 290,446 $ 834,983
Barclays Global Investors 921,068 316,910
Brandes Investment Partners 255,018 0
Chartwell Investment Partners 240,520 0
Deutsche Asset Management Inc. 448,398 438,259
Goldman Sachs Asset Management 323,552 0
INVESCO Realty Advisors 362,861 319,642
Julius Baer Investment Management 444,263 0
Mondrian Investment Partners 222,361 0
Western Asset Management 246,488 0
Global Custodian
State Street Bank 120,939 118,219
Professional Expense 3,875,914 2,028,013
Consultant Expense 356,352 249,670
Interest Paid on Prepaid Contribution 3,050,064 1,881,004
Total Investment Expense $7,282,330 $4,158,687
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Schedule of Payments to Consultants
For the Year Ended June 30, 2005 and 2004

2005 2004

Investment Consultant Expense
Strategic Investment Solutions $175,000 $ 175,000
CS Capital Management 109,872 0

Actuarial Consultant Expense

Public Pension Professionals 77,100 0
Mercer Human Resources Consulting D) 74,670
Total Consultant Expense $356,352 $249,670

Notes to the Other Supplementary Information

Administrative Services Budget

Government Code 831580.2 states in part, the respective board or boards shall anrdyaldopt a
budget covering the entire expense of administnatibthe retirement system which expense shall be
charged against the earnings of the retirement fuiitie 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.

Professional Services Budget

Government Code 831596.1 states Wta expenses of investing its money shall be [zwiedy by the

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

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

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

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

§31453.

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

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

(d) Any fees stipulated in an agreement enteremwnth 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 servicaseesd pursuant t§31607 or legal representation
rendered pursuant t§31529.1.

SamCERA’sprofessional services budget is driven by conti@ctagreements with the actuary,
custodian, investment consultant, and investmemagers.
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STRATEGIC INVESTMENT SOLUTIONS, INC.

August 25, 2005

Board of Retirement

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

Redwood Shores, CA 94065

Dear Board Members:

Fiscal 2005 capital markets brought further relief for US pension funds in the form of robust,
positive returns across asset classes. Moderate economic growth and relatively low interest
rates contributed to the constructive capital market environment. However, a number of
factors continue to create price volatility in the market, including elevated oil prices, the
anticipation of future interest rate increases, a record high current account deficit, the impact
of China on global markets, an increased focus on US housing prices, and continued investor
uncertainty over terrorism.

The Federal Reserve began a measured approach to increasing interest rates in fiscal year 2005.
The Fed’s nine consecutive rate hikes throughout the year have pushed the federal funds rate
from 1.00% on June 30, 2004 to 3.25% on June 30, 2005. The Fed has given no indication that
they are finished raising rates. Corporate earnings growth, while still positive, have steadily
slowed after peaking towards the end of 2003. Credit benchmarks, and in particular high yield
credit indexes, posted above average returns during fiscal year 2005.

For fiscal year 2005, SamCERA’s total fund performance was again above the Plan’s actuarial
assumption of 8.00%. SamCERA’s investment portfolio returned 10.15%, ahead of the index
policy return of 9.86%. All asset class portfolios, with the exception of International Equity,
produced returns in excess of their respective benchmarks for the fiscal year. The addition of
more active management in the portfolio over the last year has enhanced returns in the Plan.
The portfolio’s slight underallocation to Real Estate, due to the real estate manager’s queue
limiting cash inflows, detracted from total portfolio performance since the NCREIF Index had
an unusually strong fiscal year return of 18.02%.

SamCERA maintained the same strategic asset allocation targets during fiscal year 2005 as
follows:

Large Cap US Equity 40%
Small Cap US Equity 10%

International Equity 15%
US Fixed Income 29%
Real Estate 6%
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SamCERA’s policy benchmark, comprising the asset classes and target percentages listed
above, ranked in the 38t percentile of the Independent Consultant’s Cooperative Large Public
Funds Universe for the fiscal year ended June 30, 2005. SamCERA’s portfolio return of 10.15%
placed it in the 32nd percentile of the universe.

Following a review of SamCERA’s manager structure across asset classes in fiscal year 2004,
the Fund increased its commitment to active management in its US Equity and Fixed Income
asset classes. The implementation of this decision in fiscal year 2005 as well as the decision to
replace SamCERA’s sole International Equity manager resulted in the hiring of several new
managers to the Plan. Half of the plan’s US Large Cap Equity assets and one-third of its Fixed
Income assets remain passively managed. The increased active allocation has boosted alpha in
the US Large Cap Equity and Fixed Income portfolios but has detracted from returns in US
Small Cap Equity since manager funding. International Equity performance has improved
substantially since changing investment managers.

In fiscal year 2005, US broad equity markets posted respectable returns. The S&P 500 Index
returned 6.32% for the fiscal year and the Russell 2000 Index returned 9.45%. Value indexes
outperformed growth indexes by a wide margin for the fiscal year, with the large and small
cap Russell Value indexes posting returns in excess of 14%. The international equity MSCI
ACWI Free Ex-U.S. Index, a broad proxy of non-US stocks, continued its rally, posting a robust
16.95% gain for U.S. dollar investors. Despite rising interest rates, the Lehman Aggregate
Bond Index remained firmly in positive territory with a 6.81% return for the fiscal year.

SamCERA’s Equity portfolio exceeded its equity policy benchmark by 42 basis points during
the fiscal year, aided by an increased allocation to active management and manager changes
within International Equity. Within US Large Cap Equity, SamCERA restructured the
portfolio, allocating half of its large cap assets to BGI's Russell 1000 Alpha Tilts enhanced
index strategy. BGI Alpha Tilts has performed exceedingly well since inception, adding over
300 basis points of alpha since funding in August 2004. The rest of US Large Cap assets
remain in BGI’s passive Russell 1000 Index Fund providing a benchmark return. US Small
Cap Equity assets were restructured from a purely passive exposure to an active portfolio with
varying styles and risk levels. Half of SamCERA’s US Small Cap assets were allocated to
Goldman Sach’s Structured Small Cap enhanced index approach, V4 of assets to active Small
Cap Growth manager Chartwell, and the remainder to active Small Cap Value manager
Brandes. Goldman Sachs and Chartwell have outperformed the Russell 2000 Index since
inception of the small cap accounts in November 2004. Brandes, using a deep value
investment approach, has underperformed the broad benchmark since November 2004.

During fiscal year 2005, SamCERA terminated the Plan’s sole international equity manager
Bank of Ireland for structural reasons following a prolonged period of underperformance. The
Plan then hired two complementary International Equity managers, Julius Baer with a growth
bias and Mondrian with a value bias, both of whom utilize emerging markets to a greater
extent than did Bank of Ireland. Both manager’s returns have exceeded those of the MSCI
ACWI ex-US Index since inception in November 2004; however, Bank of Ireland’s
underperformance during the first half of the fiscal year hurt the Plan’s international equity
asset class return.
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SamCERA’s Fixed Income portfolio outperformed the Lehman Aggregate Index by 69 basis
points for the fiscal year. The BGI US Debt Fund fulfilled its mandate by matching the return
of the Lehman Aggregate Index. Deutsche continued to exceed the return of the index with its
emphasis on investment grade spread product. Western, a Core Plus Bond manager who
employs sector rotation techniques and opportunistically uses high yield and non-US
securities, was added to the Fixed Income portfolio during fiscal year 2005 and has added
almost 150 basis points over the benchmark since inception in October 2004. SamCERA will
consider increasing active management further within Fixed Income during fiscal year 2006.

For the year ended June 2005, NCREIF posted an unusually high 18.02% return while
SamCERA’s real estate manager INVESCO posted an even stronger return of 23.23%. During
fiscal year 2005, SamCERA decided to roll its Core Real Estate separate account portfolio into
INVESCO's open-ended Core Real Estate Fund as a founding investor in order to increase
diversification. The Plan was unable to fully allocate to its Real Estate portfolio since
INVESCO’s Core Real Estate Fund currently has a queue limiting cash inflows until more
attractive real estate investments are available for purchase. The Plan will consider further
developing its Real Estate portfolio during fiscal year 2006.

Overall, SamCERA’s portfolio experienced strong performance over fiscal year 2005.
Increased active management has added value to the Plan in aggregate, and the majority of
new investment managers hired have outperformed their respective benchmarks. The Plan
performed in the top half of the universe of its large Public Plan peers. We believe that
SamCERA has restructured its Plan effectively within the framework of boosting portfolio
returns while maintaining a conservative posture.

Sincerely,
Strategic Investment Solutions

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

INVESTMENT PHILOSOPHY

The board acknowledges the historical data dematimsgrthat the most successful strategy for minimgjz
risk, while capturing market returns, is a prudedilersified portfolio. Therefore, the retireméuand
should be invested across the spectrum of ingiitatigrade asset classes. The board acknowletgfethé
asset allocation targets reflect a long-term viéthe market and that professional managementeof th
retirement fund will add value to the portfolio, bgpitalizing 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 profesal judgment of those it retains.

The board believes that interest, dividends andalagppreciation must be pursued and capturdteif
actuarial funding objectives of the retirement fuamd to be achieved.

The board will not be market-timers (shifting asdass allocations dramatically over short timenspa
because it realizes this strategy is seldom suftdessl has the potential for dramatic losses.

The board views short-term cash equivalents agnifgiant contributors to real returns in the lang.
INVESTMENT OBJECTIVES
It is the investment objective of the Board of R&tent to:

Generate portfolio returns which, over the longrieexceed the rate of inflation by not less th&5%%, by
generating market returns within each asset class.

Generate portfolio returns not less than the rstofra commitment-weighted aggregate of the perdoce
benchmarks specified for the individual investmmaanagers.

Provide for the full funding of the Pension Benélibligation by the year 2022.

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

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

Calculations for compliance with these objectivall ne prepared using a time-weighted rate of metur
based on the market rate of return in accordantie Agsociation 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 redtisks

through the prudent diversification of the portfolicross a broad selection of distinct asset das3ée
board adopted an asset allocation to guide thetateiof the investment portfolio.
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INVESTMENT PoLICY — (CONTINUED)

The board retains the most qualified investmentagars with demonstrated expertise in the
management of institutional pension funds. Obyestihave been adopted which encourage the
investment managers to maximize their performaalzive to their individual investment style
benchmark. They are delegated full discretion amagement of their portfolio. The board monitors
the performance of the investment managers, reladitheir assigned custom benchmarks to assure
their conformance with the provisions of the baandestment 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% 66.7%
Fixed Income 29% 29.5%
Real Estate 6% 3.7%
Cash 0% 0.1%
Equity Management Style Allocation June 30 Actual
Domestic Large Capitalization 40% 39.3%
Indexed 40% 39.2%
Domestic Small Capitalization 10% 11.2%
Active 10% 11.2%
International 15% 16.2%
Active 15% 16.3%
Total Equity 65% 66.7%
Fixed Income Management Style Allocation June 8QuAl
Domestic Fixed Income 29% 29.5%
Indexed 16% 9.8%
Active 13% 19.7%
Total Fixed Income 29% 29.5%
Real Estate Management Style Allocation June 30a&#Ac
Core Separate Property Portfolio 6% 3.7%
Total Real Estate 6%0 3.7%
Total Cash & Cash Equivalents | 0% | 0.1%|
Asset Allocation Market Value Percentage
Large Capitalized U.S. Equities $626,666,525 39.2%
Small Capitalized U.S. Equities 179,436,669 11.2%
International Equities 259,415,059 16.3%
U.S. Fixed Income 470,889,668 29.5%
Real Estate 59,252,508 3.7%
Cash 968,773 0.1%
Total 1,596,629,202 100.0%
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Asset Allocation as of June 30, 2005

3.7% 0.1%

11.2%

DU.S. Large Cap Equity BU.S. Small Cap Equity O International Equity O U.S. Fixed Income M Real Estate @ Cash Equivalents

Asset Alocation
4,00% -
3.00%
2.00%
i 0.49% 0.57% 0.66% 0.58%
1.00% o 0.31% 0.43% 0.10% 0.21%
0.00% =
-1.00% |
-1.08%
-2.00%
3.00% -2.29%
-4.00% - @ BGI Alpha Tilt O BGI Russell 1000  m Brandes O Chartwell
' 0O GSAM O Julius Baer O Mondrian W BGI US Debt
B DAMI O WAM E INVESCO O Cash
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SCHEDULE OF PORTFOLIO RETURNS

Performance as of June 30, 2005 Total Time WeigRtsé of Return
Asset Category One Year Two Years Three Years Five Years
Domestic Equity 9.52% 15.72% 10.26% -0.10%
Barclays Global Investors Alpha Tilts Index Fund AN/ N/A N/A N/A
Barclays Global Investors Russell 1000 Index Fund .98% 13.60% 9.23% -1.84%
Benchmark Russell 1000 7.93% 13.56% 9.19% -1.89%
Brandes Investment Partners N/A N/A N/A N/A
Chartwell Investment Partner N/A N/A N/A N/A
Goldman Sachs Asset Management N/A N/A N/A N/A
Benchmark Russell 2000 9.45% 20.82% 12.81% 5.71%
International Equity 14.73% 19.80% 9.35% -0.74%
Julius Baer Investment Management N/A N/A N/A N/A
Mondrian Investment Partners N/A N/A N/A N/A
Benchmark MSCI ACWI ex US — Free 16.95% 24.48% 14.08% 0.73%
Total Equity 10.69% 16.63% 10.03% -0.28%

Domestic Fixed Income

Barclays Global Investors US Debt Index Fund 6.85% 3.54% 5.80% 7.51%
Deutsche Asset Management, Inc. 7.43% 4.49% 6.48% 8.21%

Western Asset Management N/A N/A N/A N/A
Benchmark Lehman Aggregate Bond Index 6.80% 3.51% 5.76% 7.41%
Total Fixed Income 7.49% 4.12% 6.21% 7.87%

Real Estate

INVESCO Realty Advisors 23.23%  15.86% 15.47% 11.94%
NCREIF 18.02% 14.37% 12.08% 10.63%
Total Plan 10.15% 12.82% 9.75% 3.56%
Policy Benchmark 9.86% 13.04% 9.80% 3.06%

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

Schedule of Investment Portfolio by Asset Class andanager

As oFJuNE 30,2005

Domestic Equity

Barclays Global Investors

Russell 1000 Alpha Tilts

$324,092,16(

y

Russell 1000 Index Fund $302,574,805
Brandes Investment Partners $43,678,104
Chartwell Asset Management $45,991,357
Goldman Sachs Asset Management $87,183,161
| Total Domestic Equity $ 803,519,581
International Equity
Julius Baer Investment Management $121,893|290
Mondrian Investment Management $126,871,115

| Total International Equity

$ 248,764,405

D

| $1,052,283,992

D

| Total Equity
Domestic Fixed Income
Barclays Global Investors US Debt Index Fund $156,965
Deutsche Asset Management, Inc. Domestic Core 8187273
Western Asset Management Domestic Core Plus $0648320

| Total Domestic Fixed Income $ 468,021,68¢

| Total Fixed Income | $ 468,021,664
Real Estate
INVESCO Realty Advisors | U.S. Core Real Estate Fund | $ 59,219,51(
Unequitized Cash $ 42,816,781
Fixed Assets, at cost, net of accumulated depreniat $ 18,674
Receivables & Prepaid Expenses $ 75,113,263
<less> Current Liabilities $ 98,204,208

| Net Portfolio as of June 30, 2005 $1,599,269,701
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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, 2005

ToP TEN 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%8
$15,3683
$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 thedell 1000 Index Fund managed by Barclays Glabeddtors.

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 availdle through

TopP TEN FIXED INCOME SECURITIES *

4.375%
6.000%
5.000%
5.500%
9.118%
5.000%
7.670%
5.950%
6.600%
8.125%

Rating
S&P/Moodys
08/1320 AAA/Aaa

02/13228
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

the San Mateo County Employees' Retirement Associan.
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Issue ID

9128277B2
912810EW4
328¥72
32BBKS5S
780097AE1
1FD50460
95640EDKS8
32854
69335UACS8
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, 2005 and 2004

2005 2004
Investment Managers
Bank of Ireland Asset Management $ 290,446 $ 834,983
Barclays Global Investors 921,068 316,910
Brandes Investment Partners 255,018 0
Chartwell Investment Partners 240,520 0
Deutsche Asset Management Inc. 448,398 438,259
Goldman Sachs Asset Management 323,552 0
INVESCO Realty Advisors 362,861 319,642
Julius Baer Investment Management 444,263 0
Mondrian Investment Partners 222,361 0
Western Asset Management 246,488 0
Investment Managers 3,754,975 1,909,794
Investment Consultant
Strategic Investment Solutions $ 175,000 $ 175,000
CS Capital Management 109,872 0
Actuarial Consulting
Public Pension Professionals $ 77,100 $ 0
Mercer Human Resources Consulting (5,620) 74,670
Master Custodian
State Street Bank and Trust Company $ 120,939% 118,219
Total Professional Services $4,232,266 $2,277,683
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History of Employer and Member Contribution Rates
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Actuarial Certification

The annual actuarial valuation required for the Blateo County Employees Retirement
Association (SamCERA) has been prepared as of w2004 by Public Pension Professionals,
Incorporated. In preparing this valuation, we hasgloyed generally accepted actuarial
assumptions and methods to determine a sound f@l$&&amCERA'’s assets, liabilities and future
contribution requirements. In our opinion, the doned 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 Acaogii®iandards 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, 202 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 schedhut&sgled in the actuarial, statistical and finahci
sections of SamCERA’s Comprehensive Annual Findueport. These include:

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

o 0 s~ Wb

Schedule of Funding Progress

Future contribution requirements may differ frorogh determined in the valuation because of:
1. Differences between actual experience and ant@ipaxperience;
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 reportppred for SamCERA staff. Data for years prior
to the June 30, 2004 actuarial valuation were pesphy the prior actuary for SamCERA.

Our calculations are based upon the member datérearetial information supplied to us by
SamCERA staff. This data has not been auditedhdsibeen reviewed and found to be internally
consistent and consistent with the prior year'sadat
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Actuarial Certification (continued)

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

Public Pension Professionals

KR Clonne R, Vo Vil

Ira Summer, FSA, EA, MAAA Deanna Van Valer, ASAA BVAAA

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 Jijy1999
through June 30, 2002, which was adopted by theeRetnt 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 Safday 1,
3% for Probation Plan 1 and Plan 2 and 2% for BlAfembers. The maximums are based on the chante in
Consumer Price Index for the Bay Area.

The pre-retirement demographic experiences addpjetthe board include pre-retirement mortality, \aiidwal
rates, disability rates, service retirement ratebsalary scales.

Actuarial Assumption 6/30/05| 6/30/04 Change
Annual Inflation Rate 4.00% 4.00% 0.00%
Annual Investment Return 7.75% 8.00% 0.25%
Average Annual Salary Increases 6.00% 6.00% 0.00%

Plan Provisions - The Association provides basic retirement, disgbdind death benefits based on a defined
benefit formula which uses final average salangrgeof service, and age to calculate benefit payabl, in
addition, provides annual cost-of-living adjustnseopon retirement for members of Plans One, Two Fnd.
The benefits of Plan Three are reduced by Socialir8g benefits received by the member. The 1987 vests
the Board of Supervisors with the authority to i benefits, however, Government Code SectiorD325
empowers the Board of Retirement to provide hebéhefits when the Section 31592 reserve exceed®f1%
assets.

Members with 10 years of continuous service (peenapart-time employees need equivalent of 5 yeffsll-
time service) are eligible to retire at the follogyiminimum 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 mare ratiany age after 30 years of service. Safety maesn
who participate only in Plans One, Two and Foury nedire at any age after 20 years of service.

A member who leaves County service may withdrawdbributions 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 with years of service who terminate their employnveittt the
County may elect to leave their accumulated coutidins with the Association and choose a deferedicement.
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Summary of Recommendations (1)
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 Accruadbility 10.90% 9.52%  14.50%
Total Employer Rate 21.22%  22.84% -7.09%
Estimated Annual Amount in Thousangs $80,246 $73,995 $6,251

Member Contribution Rates

07/01/0%2) 03/13/052) 07/01/043) Changas)
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 - By, -$984

(1) The June 30, 2004, actuarial valuation isnttest recent actuarial information available fontcibbutions.

(2) The Estimated Annual Amounts for Employed &mployer Contributions include cost sharing tigtou
June 30, 2005 weighted for timing.

(3) The June 30, 2003, June 30, 2004, and MaB¢t2Q05, rates above do not reflect changes in siwasting and
employer pickup arrangements effective after Juhe2802.

(4) The change column shows the change bettheerates that begin July 1, 2004 and those thgihkkily 1, 2005

Summary of Significant Actuarial Statisticsand Measures
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Association Member ship

Active Members
Number of Members
Total Active Payroll in Thousands
Average Monthly Salary

Retired Members
Number of Members
Service Retirement
Disability Retirement
Beneficiaries
Total Retiree Payroll in Thousands
Average Monthly Pension

Inactive Vested Members
Asset and Liability Values
Asset Values
Market Value in Thousands
Return on Market Value

Valuation Assets in Thousands
Return on valuation Assets

Liability Values

Actuarial Accrued Liability in Thousands
Unfunded Actuarial Accrued Liability

Deferred losses for Asset Smoothing Method

Funded Ratio
GASB Number 25 *

SamCERA's Comprehensive Annual Financial Report

6/30/04

5,186
$365,385
$5,870

2,706
339
494

$75,493
$1,778

877

6/30/03

4,937
$323,896
$5,467

2,637
329
488

$69,451
$1,676

855

$1,435,359 $1,233,272

15.60%

3.07%

$1,452,621 $1,353,941

6.20%

-3.69%

$1,921,238 $1,781,544

$468,707
$48,785

75.6%

$427,603
$154,249

76.0%

ActuadB=ttion

Change

5.0%
12.8%
7.4%

2.6%
3.0%
1.2%
7.3%
6.1%

2.6%

16.4%

7.3%

7.8%
9.6%
68.4%

-0.5%

*Based on Actuarial value of Assets for June 3@4&8and June 30, 2003, respectively

55



SamCERA's Comprehensive Annual Financial Report

Short-Term Solvency Test (1)

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%
(2) The June 30, 2004, actuarial valuation is the maxsint actuarial information available
Schedule of Funding Progress (in Thousands) (1)
Valuation | Actuarial Value| Actuarial Unfunded Ratio of Annual Active| UALL as a
Date of Accrued Actuarial Assets to Member Percentage 0
Assets Liability Accrued Actuarial Compensatiory 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%

(2) The June 30, 2004, actuarial valuation is the maxsint actuarial information available

History of Employer Contribution Rates (1)

General Member Safety Member Probation Member

Year Normal | UAAL Total Normal | UAAL Total Normal| UARA | Total
1997 8.20%| 11.18% 19.38% 18.77% 17.95% 36.72% 3220.| 13.59%| 33.919
1998 9.52% 7.30% | 16.82%| 18.54% 12.04% 30.58% 21.01% 10.81% 829%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% 94.941.16% | 19.10%
2002 9.71%| 0.70% 10.41% 17.22% 1.50% 18.72% ¥6.V61.17% | 17.93%
2003 11.00%, 4.60% 15.60% 21.99% 12.74% 34.73% 23.458.10% | 31.55%
2004 9.76% 8.25%| 18.01% 15.34P0 24.82% 40.16% 16.17%.28% | 31.45%

(1) The contribution rates from the June 30, 2@@4yarial valuation are the most recent available.

56



SamCERA's Comprehensive Annual Financial Report ActueBrttion
Active Member Valuation Data
Valuation Date Members Annual Salary Average % Change
Annual Salary Average Salary
1996 | General 3,66 $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 3,80 $166,043,51( $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 3,80 $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 $211,529,00¢ $47,857 7.70%
1999 | General 3.90 $196,936,00( $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 4,01 $214,625,00( $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 $259,075,00( $55,236 5.9%
2001 | General 4,04 $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 $274,318,00( $58,152 5.3%
2002 | General 4,15 $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 4,21 $267,150,00( $63,408 5.3%
Safety 434 $37,973,000 $87,492 9.6%
Probation 29(C $18,773,000 $64,740 6.5%
Total 4,937 $323,896,00 $65,964 5.9%
2004 | General 4,48 $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%
2005 | General 4,41 $304,289,437 $68,984 1.8%
Safety 409 $39,999,593 $97,799 -1.4%
Probation 278 $20,123,863 $72,388 0.2%
Total 5,098 $364,412,893 $71,482 1.4%
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ActuadBmdtion

Demographic Activity of Retireesand Beneficiaries

Retiree Membership *
At At Total Percent | Average
Year | Beginning | Additions | Withdrawals End of Retiree Increase | Monthly
Of Year Year Payroll In Payroll | Allowance
6/30/95 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 7.80% ®1,42
6/30/00 2,959 219 76 3,102 $55,192,000 9.31% $1,483
6/30/01 3,102 233 82 3,253 $62,416,000 13.1% $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
6/30/05 3,539 238 95 3,682 $84,183,468 11.50% $1,905

* 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 1 427,603,000 243,749,00 19,474,000 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
Retiree COLA more / (less) than (13,863,000) 8,499,000 1,502,000 (1,356,000)
expected
Assets (Gain) / Loss 25,062,000 169,944,000 34,881,012,157,000) (71,409,000)
Change due to Assumption Changes (13,989,000) (7,797,0032,979,000
Change due to Actuarial Asset Corridor 31,919,000
Ventura Benefits & Asset transfers
Miscellaneous Experience 30,450,000 (5,138,000) 1,580,00@2,566,000 (7,474,000)
Change Due to New Formula 23,467,000 119,513,000
Unfunded Liability as of June 30 468,707,000 427,603,0243,745,000 19,474,000 20,129,000

(1) The June 30, 2004, actuarial valuation is the mexstnt actuarial information available
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Probability of Separation Prior to Retirement (1)

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

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

(2) The June 30, 2004, actuarial valuation is the meaxsint actuarial information available
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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

ActuaBittion
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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Schedule of Employer Contributions
(In Thousands Of Dallars)

Actuarially Required  Contributions Made

vear End Contributions (ARC)  As A % of ARC

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%

6/30/2005 $76,931 100%

Schedule of Revenues by Source
(In thousands of Dollars)
Year End Emp_loy(?e Emp_loygr Investment T(.)tal'
Contribution Contribution Income Contributions

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 $193,333 $280,469
6/30/2005 $33,647 $76,931 $140,211 $250,789

Schedule of Expensesby Type
(In thousands of Dollars)

Retirement

Year End Administrative Benefits Paid Refunds Total
Expenses

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 $2,631 $74,016 $1,734 $78,381

6/30/2005 $2,239 $83,182 $1,458 $86,879
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Summary of Retired and Inactive Member Benefits

StaticBestion

Retired Members | 2005 | 2004 | 2003 | 2002 | 2001 | 2000
Service Retirement | | | | | |
Number 2,865 2,706 2,637 2,638 2,383 2,205
Annual Allowance
Basic Only $49,760,000 $41,723,000 $36,929,J00  $36,260/000 ,0$9(M00| $27,966,000
Cola $17,759,000 $17,502,000 $17,185,J00 $16,668/000 682000 $12,343,000
Total $67,519,000 $59,225,000 $54,114,J00 $52,928/000 ,7$2200| $40,309,000
Average Monthly Payment $1,964 $1,824 $1,710 $1,672 $1,530 $1,464
Disability Retirement
Number 334 339 329 314 280 263
Annual Allowance
Basic Only $6,575,0000  $6,164,000  $5,588,000  $5,061,000  $4004, $3,517,000
Cola $2,205,0000 $2,172,000  $2,130,000  $2,049,000  $10891, $1,402,000
Total $8,780,0000  $8,336,000  $7,718,000  $7,110,000  $3603, $4,919,000
Average Monthly Payment $2,191 $2,049 $1,9556 $1,875 $1,668 $1,559
Beneficiaries
Number 483 494 488 471 439 401
Annual Allowance
Basic Only $4,084,0000  $4,250,000  $4,065,000  $3,548,000  $296Q0, $2,819,000
Cola $3,800,0000  $3,682,000  $3,554,000  $3,388,000  $2)888, $2,444,000
Total $7,884,0000  $7,932,000  $7,619,000  $6,936,000  $5)888, $5,263,000
Average Monthly Payment $1,360 $1,338 $1,301 $1,212 $1,108 $1,094
Total Retired Members
Number 3,682 3,539 3,454 3,431 3,102 2,979
Annual Allowance
Basic Only $60,419,000 $52,137,000 $46,582,000 $44,869/000 ,0837000 $34,302,000
Cola $23,764,000 $23,356,000 $22,869,000 $22,105/000 ,169®00| $16,189,000
Total $84,183,000 $75,493,000 $69,451,000 $66,974/000 ,1$3900| $50,491,000
Average Monthly Payment $1,905 $1,778 $1,67p $1,627 $1,483 $1,422
Inactive Members 872 877 855 833 646 613

The data in the table above originates from PensionGold, SBAG Eetirement benefit administration system. For the
years 2000 through 2004 it also appeatrSamCERA’sctuarial valuation reports.
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Schedule of Average Monthly Salary of Active Members
(By Plan and Membership Type)

2005 2004 2003 2002 2001 2000
General Plan 1 $6,582 $6,514 $6,070 $5,806 $5,143 4,918
General Plan 2 $6,045 $5,980 $5,573 $5,311 $4,686 4,30%
General Plan 3 $5,216 $5,101 $4,747 $4,737 $4,197 3,828
General Plan 4 $5,476 $5,281 $4,886 $4,545 $3,881 3,483
General Plan Total $5,747 $5,642 $5,284 $5,016 584,4) $4,199
Safety Plan 1 $9,701 $9,516 $8,50( $7,820 $6,955 ,4096
Safety Plan 2 $8,482 $8,530 $7,518 $6,853 $6,102 ,8885
Safety Plan 4 $7,564 $7,582 $6,465 $5,789 $5,271  ,95%4
Safety Plan Total $8,150 $8,267 $7,291 $6,652 $,14 $5,855
Probation Plan 1 $7,216 $6,856 $6,548 $6,253 $5,460 $5,100
Probation Plan 2 $6,390 $6,291 $5,800 $5,542 $4,664 $4,240
Probation Plan 4 $5,741 $5,711 $4,924 $4,502 $3,660 $3,119
Probation Plan Total $6,032 $6,019 $5,395 $5,066 4484 $4,104
Total $5,955 $5,871 $5,467 $5,164 $4,603 $4,34

8

The data in the table above originates from PensionGold, SamwE€ERirement benefit administration system. For the
years 2000 through 2004 it also appeatSamCERA’sctuarial valuation reports.

Participating Employersand Active Members

2005 2004 2003 2002 2001 2000

County of San Mateo
General Members 4,391 4,474 4,202 4,17 4,079 3,897
Safety/Probation Members 409 411 434 431 416 425
Safety Member 278 288 290 293 265 245

Total 5,078 5,173 4,926 4,899 4,76( 4,56)
San Mateo County Mosquito Abatement District
General Members Total 20 13 11 11 11 11
Total Active Membership 5,098 5,186 4,937 4,91( 74,7 4,578
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Compliceetion
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Andrew J. Paulden, CPA AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
Harvey J. McCown, CPA REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
Steven R. Starbuck, CPA AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

Aileen K. Keeter, CPA ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Chris M. Thornburgh, CPA

Eric H. Xin, CPA, MBA

Lynn R. Krausse, CPA, MST . .
Bradley M. Hankins, CPA To the Audit Committee

Rosalva Flores, CPA San Mateo County Employees’ Retirement Association

Connie M. Perez, CPA
Sharon Jones, CPA, MST

Diana Branthoover, CPA We have audited the financial statements of the San Mateo County Employees’
Matthew Gilligan, CPA Retirement Association, as of and for the year ended June 30, 2005, and have issued our
Dominic Brown, CPA report thereon dated August 11, 2005. We conducted our audit in accordance with

Ryan Johnson, CPA 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the San Mateo County Employees’
Retirement Association’s internal control over financial reporting in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements
and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not
be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the San Mateo County
Employees’ Retirement Association’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.
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This report is intended solely for the information and use of the audit committee and management and is not
intended to be and should not be used by anyone other than these specified parties. However, this report is a
matter of public record and its distribution is not limited.

BROWN ARMSTRONG PAULDEN

McCOWN STARBUCK & KEETER
ACCOUNTANCY CORPORATION

%W—

Bakersfield, California
August 11, 2005
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