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B Sam'CERA's -Missiori:-

SamCERA exists
- toserve as Loyal F iduciary for _
- our Members Retirees and Beneﬁczames; .
' to serve as Prudent Admzmsz‘rator of )
our Counly s Retirement System

S SamCERA'sGoals

 To provide caring, fair, accurate, timely and knowledgeable
' professional service to our clients and our pu-blic o

To prudently 1 manage the assets and appropnateb; ﬁmd the acz‘uanal liabilities
of the Retirement System, ' ,
- soasto minimize the costs to our County
wkzle assunng our ability to pay all earned beneﬁts

To constam‘ly zmprove the e_ﬁ’ectzveness of our servzces
and the eﬁ‘iczency of our opemz‘zons



SamCERA ':

San Mateo County Employees® Retirement Association
702 Marshall, Suite 280, Redwood City, CA 94063-1823
October 22, 2002

Board of Retirement
San Mateo County Employees' Retirement Association

Dear Trustees:

It is my honor to present to you The Comprehensive Annual Financial Report of the San Mateo County
Employees' Retirement Association for the fiscal years ending June 30, 2001 and June 30, 2002 (The Report).

This Report is submitted for your review. SamCERA’s management is responsible for the accuracy of the data;
the complete, full disclosure of all matters of material consequence and the fairness of the presentation.
Management's discussion and analysis of the data may be reviewed on pages 15-18. This Report was prepared to
conform to the prineiples of governmental accounting and reporting set forth by the Governmental Accounting
Standards Board. Transactions are reported using the accrual basis of accounting,.

SamCERA’s management is responsible for establishing and maintaining an internal control structure designed to
ensure that SamCERA's assets are protected from loss, theft, or misuse. Sufficient internal controls exist to
provide reasonable assurance regarding the safekeeping of assets and fair presentation of the financial statements
and supporting schedules. As your Chiel Executive Officer, I hereby certify that SamCERA’s system of internal
controls is adequate and that this report accurately, completely, fully and fairly discloses all matters of material
consequence.

AUTHORITY, RESPONSIBILITIES & DUTIES

SamCERA was created by the Board of Supervisors in 1944, pursuant to the provisions of California’s County
Employees’ Retirement Law of 1937 (the 37 Act) and County Ordinance 564. '

SamCERA provides retirement, disability and death benefits for its eligible members, in accordance with the
provisions of the Constitution of the State of California, the ‘37 Act as well as applicable statutes, regulations and
case law.

The Board of Retirement serves as fiduciary for all of SamCERA’s members. The Board is responsible for
administering the provisions of the ‘37 Act that the Board of Supervisors has made applicable to San Mateo
County. The Board of Retirement has adopted its Mission & Goals; Statement of Strategic Services; Regulations
of the Board of Retirement; SamCERA’s Investment Plan; SamCERA's Sources, Uses and Budget Report,
Conflict of Interest Code; Code of Fiduciary Conduct and Delegation of Authority, et al to document the Board’s
policies. In addition, the Board has executed contracts for the professional services of an actuary, investment
consultant, four investment managers, a global custodian and real estate counsel to help the Board fulfill its
duties. The Board's professional consultants are highlighted in the Organizational Chart on page 9.

SamCERA’s Chief Executive Officer is responsible for the day-to-day operations of the Association. The CEO
serves at the pleasure of the Board of Retirement and manages SamCERA’s operations in accordance with the
Board’s Delegation of Authority. SamCERA’s staff of nine full-time and two exira-help employees are
responsible for assuring that members’, employers’ and the Board’s needs are met in accordance with the high
standards set forth in SamCERA ’s Mission & Goals. SamCERA's staff is swomn to carry out its fiduciary duties in
accordance with Staffs Code Of Fiduciary Conduct and staff's own high Performance Standards.

SamCERA’s members include all permanent employees of the County of San Mateo and the San Mateo County
Mosquito Abatement District, vesied former employees who elected deferred retirement and all current retirees
and their eligible survivors and beneficiaries. More than 85% of SemCERA’s members are classified as General
Members. General Members are covered by the applicable provisions of both the ‘37 Act and Social Security.
The remainder of SamCERA’s members are law enforcement employees classified as Safety or Probation Safety
members. These members are covered by specific Safety Member provisions of the ‘37 Act but are not covered
by Social Security. '
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_ SamCERA's Membership as of June 30, 2002
Plan (Tier) One Two Three Four Total

Retirees and beneficiaries currently receiving benefits:
General 2,293 660 86 3 3,042
Safety 263 37 0 0 300
Probation 83 14 0 1 98
Subtotal 2,639 711 86 4 3,440
Terminated employees entitled to but not currently recetving benefits (Deferred):
General 93 485 118 61 757
Safety 1 31 0 12 . 44
Probation 0 32 0 10 42
Subtotal 94 548 118 83 843
Current employees:
Vested:
General 377 1,877 83 2 2,339
Safety 70 215 0 0 285
Probation 28 103 0 1 132
Non-Vested:
General 2 8 117 1,720 1,847
Safety 0 1 0 145 146
Probation 1 1 0 159 161

Subtotal 478 2,205 200 2,027 4,910
Total SamCERA Membership 3,211 3,464 404 2,114 9,193

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

*The Introductory Section includes SamCERA’s Mission & Goals, this Letter of Transmittal, a listing of the
Members of the Board of Retirement and an organizational chart of SamCERA’s staff and the professional
organizations which carry out SamCERA’s programs. This Letter of Transmittal also provides an overview of
SamCERA and the significant activities and events that occurred during the fiscal year.

*The Financial Section presents information regarding SamCERA’s financial condition. This section contains
the opinion of the Independent County Auditor, management's discussion and analysis, SamCERA’s financial
statements and supplemental financial information. The County Auditor concludes that its audit of SamCERA’s
financial statements, as set forth in the Financial Section, provided a reasonable basis for the Auditor to determine
that the financial statements present SamCERA’s financial position fairly. During the fiscal year, Retirement

Fund assets declined from $1.308 billion to $1.207 billion.

The collection of employer and employee contributions and investment income provide the reserves needed to

finance retirement benefits. Contributions and investment income for the fiscal year totaled ($32,242,339)
million.

Additions to SamCERA's Assets

Contributions
Employer $ 33,540,869
Member 16.626.890
Total Contributions 50,167,759
Investment Income - (78,722,818)
Less investment expense (3.687.280)
Net Investment Income (82.410,098
TOTAL ADDITIONS (832.242,339)
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The ‘37 Act permits the use of Retirement Fund Assets to pay earned service retirement benefits, disability
benefits, death benefits, and refunds of member contributions. In addition the ‘37 Act permits the payment of
administrative and professional expenses from the Retirement Fund. Benefits and expenses for the fiscal year
totaled $68.2 million.

_ Deductions ﬁom SamCERA's Assets
SamCERA Benefits:

Service retirement allowance $55,304,277
Disability retirement allowance 8,125,463
Medical benefits 993,968
Death and other benefits 762.793
Total Association benefits 65,186,501
Refunds of members' contributions 1,550,671
Administrative expense 1,508,527
TOTAL DEDUCTEONS $68,245,699

Note 3 to the Financial Statements includes a discussion of SamCERA s Market Stabilization Account which is
used to smooth the actuarial value of assets over a five-year period. As of June 30, 2002 there was a negative
balance of ($273,415,326) in the Account. This amount is the unrecognized difference between SamCERA’s
actual market returns and the returns that would have been generated if earnings had been at the actuarial interest
rate of 8.25%. These actuarial shortfalls will be transferred onto the actuarial balance sheet over the next 4.5
years. Once on the actuarial balance sheet they will then need to be amortized over the remainder of SamCERA’s
actuarial funding period ending December 31, 2011. In the absence of investment returns well in excess of the
actuarial interest rate or a change in the funding period, the recognition of these losses will causc employer
contribution rates to more than double by Fiscal Year 2006. These increases in contribution rates will be on top
of increases resulting from the addition of benefit improvements during Fiscal Year 2003.

sThe Investment Section presents information regarding SumCERA’s investment program. All investments
are made in accordance with the guidelines set forth in SamCERA s Investment Plan by fully discretionary
institutional investment advisors retained by the Board. The section contains the investment consultant’s
statement produced by the Board’s independent investment consultant, Strategic Investment Solutions, along with
a summary of SamCERA’s asset allocation, investment activity and performance. Strategic Investment Solutions
reports that over the past year the Retirement Fund returned -5.92%, approximately 0.58% greater than the
performance of its policy benchmark.

SamCERA's Asset Allocation

Target June 30.-.2002
Equity 65% 59.7%
Fixed Income 29% 32.8%
Real Estate 6% 7.3%
Cash 0% 0.2%

«The Actuarial Section presents information regarding the actuarial condition of SamCERA. The section
contains the certification letter produced by the Board’s consulting actuary, William M. Mercer, Inc., the funding
status and a summary of other key actuarial information.

During the fiscal year, SamCERA’s Ventura Contingency Reserve for the contingent liability described in Note 5
of the Financial Statement was reduced to $32.1 million.

Consideration of the June 30, 2002 Actuarial Valuation has been delayed until the conclusion of the Fall 2002
round of collective bargaining. :
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As of June 30, 2001 William M. Mercer reported that SamCERA's Actuarial Assets of $1.384 billion were equal
0 98.6% of SamCERA's Accrued Actuarial Liabilities of $1.405 billion, with full funding targeted for the year
2011. SamCERA's Unfunded Accrued Actuarial Liability totaled $19.5 million on June 30, 2001.

*The Statistical Section presents gencral information regarding SamCERA’s membership and operations over the
past decade as required by the CAFR standards.

SamCERA s Comprehensive Annual Report for 2001 earned SamCERA its fifth Government Finance Officers
Association of the United States and Canada Certificate of Achievement for Excellence in Financial Reporting.
The Certificate of Achievement is a prestigious national award recognizing conformance with the highest
standards for preparation of state and local government financial reports. In order to be awarded a Certificate of
Achievement, a government unit must publish an easily readable and efficiently organized comprehensive report,
whose contents conform to program standards. The report must satisfy both generally accepted accounting
principals and applicable legal requirements. The Certificate is valid for a period of one year only. Staff intends
to submit this year’s Report to the GFOA as well.

LOOKING FORWARD

The next fiscal year holds the promise of bringing the Board and staff even closer to the attainment of
SamCERA’s Goals. A major effort is underway to complete the formal documentation of SamCERA’s Business
Continuity Plan. Staff continues its efforts to simplify and streamline SamCERA’s services so that we can meet
our members’ needs in a caring, fair, accurate, timely and knowledgeable manner, Consequently, member
education, board and staff training and task redesign continue to rank high on our list of priorities.

SamCERA has never been better able to serve our members and their employers.

Iwould like to thank

*  All of SamCERA’s members for their support and recommendations.

*  The members of the Board of Retirement for taking your fiduciary duty so seriously,
* My fellow staff members for always being there for our members,

*  Our actuary, our investment consultant, our County Counsel and our investment managers for their dedicated
efforts on behalf of our members.

* Gary Clifton for his efforts to produce the best report that we can, including the management's discussion
and analysis.

T am honored to be on SamCERA °s team.
Respectflly submitted,

McECausland, Chief Executive Officer
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Members of the Board of Retirement
' for the fiscal year ending June 30, 2002

WILLIAM R. COTTLE, Chair, appointed by the Board of Supervisors, Sixth Member
William Cottle is a Senior Investment Consultant with Milliman USA, which acquired Bill’s
former firm, Dorn, Helliesen & Cottle, Inc., where he was a Managing Principal. Bill joined the
Board in January of 1997. His current term expires June 30, 2003.

ToM E. BRYAN, Vice Chair elected by SamCERA's General Members, Third Member
Tom Bryan is a Principal Assessor with San Mateo County and a Steward with SEIU Local 715.

Tom joined the Board in July of 1986. He served as Chairman from 1989 until 1990. His current
term expires June 30, 2004. '

BETTE PERROTON STUART, Secretary elected by SamCERA's Retired Members, Eighth Member
Bette Perroton Stuart retired as your Retirement Officer in 1988 after nearly 20 years with the
County. Bette joined the Board in December of 1990. She served as Chair from 1996-1998. Her
current term expires June 30, 2004.

LEE BUFFINGTON Ex Officio per the '37 Act, First Member
Lee Buffington serves as Tax Collector/Treasurer for San Mateo County. The law which created
SamCERA designates the County Treasurer as 2 member of the Board of Retirement. Lee joined
the Board in October of 1985. SANDRA ARNOTT serves as the Constitutional Alternate in Lee's
- absence. His current term expires December 31, 2006

DONNA WELLS COLSON appointed by the Board of Supervisors, Ninth Member
Donna Wills Colson is Client Services Officer with Tukman Capital Management. Donna joined
the Board in August of 1998. Donna currently serves as Chair of the Board's Investment
Committee. Her current term expires June 30, 2004 '

KENNETH A. LEWIS . appointed by the Board of Supervisors, I ifth Member
Kenneth Lewis is the Chief Administrative Officer of Franklin Templeton. Kenneth joined the
Board in September of 2001. Kenneth currently serves as Chair of the Board’s Audit Committee.
His current term expires June 30, 2004.

MICHAEL E. MCMAHON elected by SamCERA's General Members, Second Member
Michael McMahon is a Senior Auditor-Appraiser with the County. Michael joined the Board in
October of 1993. His current term expires June 30, 2003.

ALMA R. SALAS elected by SamCERA's Safety Members, Seventh Member
Alma Salas is a Deputy Probation Officer I with Adult Probation. Alma joined the Board in
May of 2001. Her current term expires June 30, 2003.

CHRISTINE D. TONSFELDT appointed by the Board of Supervisors, Fourth Member
Christine Tonsfeldt is an attorney who has worked with Brobeck, Phleger and Harrison and with
Robertson Stephens & Co. including Robert Stephens Investment Management. In addition to
her SamCERA duties, Christine is currently devoting herself to her young family. Christine
joined the Board in January of 2002. Her current term expires June 30, 2003.
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Independent Auditor’s Report

To the Retirement Board
San Mateo County Employees' Retirement Association
Redwood City, California

We have audited the accompanying basic financial statements of the San Mateo County Employees’ Retirement Association
(Association), a component unit of the County of San Mateo, California, as of and for the year ended June 30, 2002 and 2001.
These basic financial statements are the responsibility of the Association's management. Our responsibility is to express an
opinion on these basic financial statements based on our audits.

We conducted our audits 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 Comptrolier General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the basic
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the basic financial statements. An audit also includes assessing the accounting principies used and
significant estimates made by management, as well ag evaluating the overall basic financial statement presentation. We believe
that our andits provide a reasonable basis for our opinion. '

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the financial position of the
San Mateo County Employees' Retirement Association as of June 30, 2002 and 2001, and the resulis of its operations for the years
then ended in conformity with accounting principles generally accepted in the United States of America.

As described in Note 2 (a) to the basic financial statements, the Association adopted the provisions of Governmental Accounting
Standards Board Statement No. 34, Basic Financial Statements - and Management's Discussion and Analysis - For State and
Local Governments, as of July 1, 2600. This results in a change in the format and conient of the basic financial statements.

In accordance with Gevernment Auditing Standards, we have also issued our report dated September 20, 2002, on our
consideration of Association’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.

The Management’s Discussion and Analysis on pages 15 through 18 and other pension information on page 20, are niot a required
part of the basic financial statements, but are supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inquires of management regarding the methods
of measurement and presentation of the supplementary information. However, we did not audit the information and express no
opinion on it.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The
schedules of administrative expenses, professional services and fees and payments to consultants on page 30 are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The schedules have been subjected to
the auditing procedures applied in the audits of the basic financial statements and, in our opinion, are fairly stated in all material
regpects in relation to the basic financial statements taken as a whole.

Cowity o Sam Madoow Cirallen

Redwood City, California
Seytember 20, 2002



Report on Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements Performed

In Accordance with Government Auditing Standards

To the Retirement Board
San Mateo County Employees® Retirement Association
Redwood City, Califomia

We have audited the basic financial statements of the Sar Mateo County Employees’ Retirement Association (Association), a
component unit of the County of San Mateo, California, as of and for the year ended June 30, 2002 and 2001, and have issued our
report thereon dated September 20, 2002. We conducted our audits in accordance with anditing 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.

Compliance

As part of obtaining reasonable assurance about whether the Association’s basic financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants,
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 that are required to be reported under
Government Auditing Standards.

internal Control Over Financial Reporting

In planning and performing our audits, we considered the Association’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the basic financial staterents and not to provide
assurance 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 contro! over financial reporting that might be material weaknesses. A material
weakness is a 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 in amounts that would be material in relation to the basic financial statements being
audited may occur and not be detected within a timely period by employess in the narmai 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. However, we noted other matters involving the internal control over financial reporting that we have
reported to the Board of Retirement and to management in a separate letter dated September 20, 2002,

This report is intended solely for the information and use of the sudit commitiee, management, others within the Association, and
the Retirement Board, and is not intended to be and should not be used by anyone other than these specified parties.

Cowiy o Sam Matiw Coictinllien

Redwood City, California
September 20, 2002

14
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FISCAL YEAR 2002 - 2001 '

As management of the San Mateo County Employees’ Retirement Association, we offer readers of
SamCERA’s financial statements this narrative overview and analysis of its financial activities for the fiscal
year ending June 30, 2002.

Financial Highlights

o $1,207,483,580 in net assets are held in trust for pension benefits. All of the assets are available to
meet SamCERA's ongoing obligation to plan participants and their beneficiaries.

s SamCERA’s total net assets held in trust for pension benefits decreased by $100,488,03% or 7.7%
primarily as a result of market depreciation. :

s SamCERA’s funding objective is to meet long-term benefits obligations through contributions and
investment income. As of June 30, 2001, the date of the last actuarial valuation, the funded ratio for
SamCERA was 98.6%.

o Revenues (Additions to Fiduciary Net Assets) for the year were negative $32,242,339, which
includes member and employer contributions of $50,167,759 and an investment loss of $82.,410,098
(including investment expense of $3,687,280).

¢ Expenses (Deductions in Fiduciary Net Assets) increased from $62,143,710 to $68,245,699 over the
prior year, or approximately 9.8%. Most of this increase was due to an increase in benefits paid.

Overview of Financial Statement

The following discussion and analysis are intended to serve as an introduction to SamCERAs financial
statements, which are comprised of these components:

1. Statement of Fiduciary Net Assets
2. Statement of Changes in Fiduciary Net Assets
3. Notes to the Financial Statements

Please note, however that this report also contains other supplementary information in addition to the basic
financial statements themselves. :

The Statement of Fiduciary Net Assets is a snapshot of account balances at year-end. It indicates the assets
available for firture payments to retirees and any current liabilities that are owed at this time.

The Statement of Changes in Fiduciary Net Assets, on the other hand, provides a view of current year
additions and deductions fo the Plan. Both statements are in compliance with Governmental Accounting
Standards Board (GASB) Pronouncements 25, 26, 28, 33, and 34. These pronouncements require certain
disclosures and require State and Local Governments to move to the full accrual method of accounting.
SamCERA complies with all requirements of these pronouncements.

The Statement of Fiduciary Net Assets and the Statement of Changes in Fiduciary Net Assets report
information about SamCERA’s activities. These statements include assets and liabilities, using full accrual
basis of accounting, which is similar to the accounting method used by most private sector company-+ies. All
of the current year’s revenues and expenses are taken into account regardless of when cash is received or
paid. All investment gains and losses are shown at trade date, not settlement date. In addition, both realized
and unrealized gains and losses are shown on investments, and all Property and Equipment (Fixed Assets)
are depreciated over their useful lives.

15



The Fin_ancial Section

These two statements report SamCERA s net assets held in trust for pension benefits as one way to measure
the Plan’s financial position. Over time, increases and decreases in SamCERAs net assets are one indicator
of whether it’s financial health in improving or deteriorating. Other factors, such as market conditions,
should be considered in measuring SamCERA’s overall health. (Refer to SamCERA’s financial statements
on pages 5-6 of this report.)

Notes to the Financial Statements provide additional information that is essential to a full understanding of
the data provided in the financial statements. (Refer to Notes to the Financial Statements on pages 7-16 of
this report.)

Other Information. In addition to the financial statements and accompanying notes, this report presents
certain required supplementary information concerning SamCERA’s progress in funding its obligations to
provide pension benefits to members, trends in employer contributions and other pertinent information as of
the latest actuarial valuation. (Refer to Required Supplementary Schedules on page 16 of this report.)

Financial Analysis
As previously noted, net assets may serve over time as a useful indication of SamCERA’s financial position
(refer to Table 1 below). $1,207,483,580 in net assets are held in trust for pension benefits. All of the net

assets are available to meet SamCERA’s ongoing obligation to plan participants and their beneficiaries. Net
assets decreased by 7.7% during the fiscal year ending June 30, 2002 due primarily to market depreciation.

SamCERA’s Net Asscts (Table 1)

‘For the Years Ended June 30, 2002 and 2001 Amount Percent

Increase/ Increase/

2002 2001 Decrease Decrease
Investments at Fair Value $1,204,544,649  $1,301,831,377 ($97,286,728) -7.5%
Other Assets $18,236,993 $20,085,104 ($1,848,111) -0.2%
Total Assets $1,222,781,642  $1,321,916,481  ($99,1 34,839) -7.5%
Total Liabilities $15,298,062 $13,944,863 $1,353,199 9.7%
Net Assets - $1,207,483,580  $1,307,971,618 ($100,488,038) -7.7%

Despite recent market volatility SamCERA remains in a financial position to meet its obligations to the plan

participants and beneficiaries.
Fixed Assets

As of June 30, 2002 SamCERA’s investment in fixed assets totaled $8,593 (net of accumulated depreciation
and amortization). This investment in fixed assets includes electronic equipment and software.

Reserves

SamCERA’s Reserves are established from contributions and the accumulation of investment income, after
satisfying investment and administrative expenses (see Table 2 below). During the past six years the following
significant Board actions have impacted the reserve accounts:

16



The Financial Section

e The adoption of the Governmental Accounting Standard Board Pronouncement 25, which mandates that
investmenis be stated at fair value, effective in Fiscal Year 1996

¢ The implementation of five-year actuarial smoothing of investment gains and losses effective in Fiscal Year
1996, as recommended by William M. Mercer, SamCERA’s actuary

e The creation of the Market Stabilization Account to account for the five-year actuarial smoothing of
investment gains and losses effective in Fiscal Year 1996 '

e The creation of the Ventura Contingency Reserve to pre-fund retroactive retiree benefits that may result from
an adverse decision in the matter of Teamsters Local 856 vs. Board of Retirement, San Mateo County,

effective Fiscal Year 2000 (See Note 5).

GASB 25 includes the recognition of unrealized gains and fosses in the current period. These nnrealized gains
and losses are held in the Market Stabilization Account where they are amortized over five-years in accordance

with a deferral schedule established by the actuary.

SamCERA’s Reserves (Table 2)

As of June 30, 2002and 2001 2002 2001
Member Reserves $218,545,868 $199,422,289
County Advanced Reserves $199,675,386 $186,813,259
Retiree Reserves $460,449,850 $452,325,854
Cost of Living Reserves $556,529,725 $546,133,752
Contingency Reserves $13,553,077 $13,181,896
Ventura Reserves $32,145,000 $37,714,795
Market Stabilization Account ($273,415,326) ($127,620,227)
Net Reserves held in Trust for

Pension Benefits $1,207,483,580 $1,307,971,618

Additions to Fiduciary Net Assets

The reserves needed to finance retirement benefits are accumulated through collection of employer and employee
contributions and through earnings on investment income (net of investment expenses). For the year ended June
30, 2002 these iiems totaled a negative $32,242,339 due primarily to a reduction in market values, which appears

as an investment loss. (refer to Table 3 below)

Additions to Fiduciary Net Assets (Table 3)

For the Years Ended June 30, 2002 and 2001 Amount Percent
Increase/  Increase/

2002 2001 Decrease  Decrease

Employer Contributions $33,540,869 $30,481,824 ($5,940,955) -15.0%
Employee Contributions $16,626,8%0 $15,287,232 $1,339,658 8.8%
Investment Income/(Loss) ($78,722,818) ($62,588,978) {$16,133,840) 25.8%
Less Investment Expenses ($3,687,280) ($3,161,178) (8526,102) 16.6%
Total ($32,242,339) ($10,981,100) ($21,261,239) -193.6%

Deductions form Fiduciary Net Assets
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SamCERA was created to provide lifetime retirement annuities, survivor benefits and permanent disability
benefits to qualified members and their beneficiaries. The cost of such programs includes recurring benefit
payments, as designated by the Plan, refund of contributions to terminated employees, and the cost of
administering the system.

Deductions for the year ending June 30, 2002 totaled $68,245,699 an increase of 9.8% over the prior fiscal

year (refer to Table 4 below). Deductions in fiduciary net assets when combined with the net decrease in
additions to fiduciary net assets result in a net decrease of $100,488,038 for the year ending June 30, 2002.

Deductions in Fiduciary Net Assets {Table 4)

For the Years Ended June 30, 2002 and 2001 Amount Percent
Increase/ Increase/
2002 2001 Decrease Decrease
Retiree Benefits $65,186,501 $58,806,745 $6,379,756 10.8%
Member Refunds $1,550,671 $1,845,536 ($294,865) -16.0%
Administrative Expenses $1,508,527 $1,491,429 $17.098 1.1%
Total $68,245,699 $62,143,710 $6,101,989 -4.0%

SamCERA'’s administration expenses increased in the amount of $17,098 or 1.1% in Fiscal Year 2001-2002.
The increase is primarily atiributable to the Salaries & Benefits Category, which experienced normal merit
and longevity promotions in addition to a position that was double filled for part of the yeat. Since 1995

- SamCERA has consistently been within its Administrative Budget. There are no material variances between
planned expenditures and actual expenditures for the fiscal year ending June 30, 2002.

SamCERA’s Fiduciary Responsibilities
SamCERA’s Board and staff are fiduciaries of the pension trust fund. Under California Constitution the
assets can only be used for the exclusive benefit of plan participants and their beneficiaries.

Requests for Information

This financial report is designed to provide a general overview of the San Mateo County Employees’
Retirement Association’s finances for all those interested. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to:

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

Redwood Shores, CA 94065

Phone: (650) 599-1234

Fax: (650) 591-1488

Additional informatjon is available on our website at www.samcera.ore.
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San Mateo County Employees’ Retirement Association
Statement of Fiduciary Net Assets
June 30, 2002

2002 2001
Assets:
Cash and Deposits (Notes 2 and 4) $12,754,011 $12,494,134
Receivables:
Contributions 993,577 1,076,973
Due from broker for investments sold 2,225,225 3,726,922
Investment income 2,134,968 2.676.529
Total Receivables : 5,353,770 7,480,424
Prepaid Expense - 120,619 92,356
Investments, at fair value (Notes 2 and 4)
Domestic fixed income securities 392,176,289 423,373,435
Domestic equities 559,844,885 610,468,394
International equities 166,091,526 163,503,421
Real Estate 86,431,949 104.486.127
Total Invesiments 1,204,544,649 1,301,831,377
Fixed assets, at cost, net of accumulated
Depreciation of $20,199 and $169,405 at
2002 and 2001, respectively. {Note 2) 8.593 18.190
Total Assets 1,222,781,642 1,321,916,481
Liabilities:
Payables
Investment management fees : 517,629 395,233
Due to broker for investments purchased 6,158,723 4,502,054
Mortgage Note Payable (Note 6)
Due within One Year 167,823 155,161
Due in more than one year 7,085,547 7,253,371
Other 1.368.340 1,639,044
‘Total Liabilities ‘ 15,298,062 13.944,863

Net Assets Held in Trust For Pension Benefits (Note 3) $1,207.483,580 $1,307.971.618
(A Schedule of Funding Progress is presented on page 11)

The accompanying Notes 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, 2002

2002 2001
Additions:
CONTRIBUTIONS (Note 3)
Employer $ 33,540,869 $ 39,481,824
Employee 16,626,890 15,287,232
Total Contributions , 50,167,759 54,769,056
INVESTMENT INcOME/(LOSS)
Interest and dividends 20,755,342 23,017,018
Net appreciation (depreciation) in
Fair value of investments {99,478.160) (85.605.996)
(78,722,818) (62,588,978)
Less investment expense 3.687.280 3.161.178
Net Investment Income (Loss) (82.410.098) (65.750.156)
Total Additions (32,242,339) (10,981,100)
Deductions:
ASSOCIATION BENEFITS: : :
Service retirement allowance 55,304,277 51,137,409
Disability retirement allowance 8,125,463 6,098,102
Medical benefits 093,968 858,555
Death and other benefits 762,793 712,679
Total Association benefits , 65,186,501 58,806,745
REFUNDS OF MEMBERS' CONTRIBUTIONS 1,550,671 1,845,536
ADMINISTRATIVE EXPENSE (Note 3) 1,508,527 1,491,429
Total Deductions 68,245,699 62.143.710
Net Increase (100,488,038) (73,124,810)
Net Assets Held in Trust for Pension Benefits:
Beginning of year ' 1,307.971,618 1,381,096.428
End of year 207.483.580 1,307.971.61

"The accompanying Notes are an integral part of these financial statements
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Note 1 - Plan Description

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

" General

The Association is 2 cost-sharing multiple-employer, defined benefit pension plan established to provide
pension benefits for substantially all employees of the County of San Mateo (the Primary Employer) and
the San Mateo County Mosquito Abatement District. The Association is a Component Unit of the
Primary Employer. Management of the Association is vested in the Board of Retirement consisting of
nine members. The 1937 Act states one member shall be the County Treasurer; the second and third
members shall be general members of the Association elected by their peers; the fourth, fifth, sixth and
ninth members shall be qualified electors of the County and shall be appointed by the Board of
Supervisors; the seventh member shall be elected by and be a member of the Association’s safety
membership; the eighth member shall be a retired member elected from the retired membership. The
Association has four plans, which cover members classified as general, safety or probation. Employees
hired on or before July 6, 1980, became members of Plan One. Employees hired after July 6, 1980, and
before July 13, 1997, became members of Plan Two. Employees hired on or after July 13, 1997 become
members of Plan Four. New General Employees may also elect membership under Plan T. hree. New
employees appointed to positions of active law enforcement become safety members under Plan Four.
Tn 1990, probation officers were given the choice of remaining in the general plan or electing safety
status for future service under a new probation plan. All new probation officers become members under
Plan Four for probation officers. From January 1, 1993, general members in Plan Three with 5 years of
continuous service have the option to change to the Plan they were eligible for at entry date.

The Association’s plans are not subject to the provisions of the Employee Retirement Income Security
Act of 1974 (ERISA). As of June 30, 2002, the Association membership consisted of the following:

Plan Plan Plan Plan
One Two Three Four Total
Retirees and beneficiaries currently receiving benefits:
General 2,293 660 86 3 3,042
Safety 263 37 0 0 300
Probation 83 : 14 -0 1 98
_ Subtotal 2,639 711 86 4 3,440
Terminated employees entitled to but not currently receiving benefits (deferred):
General 93 485 118 61 757
Safety 1 31 0 12 44
Probation _0 32 _ 0 10 42
Subtotal 04 548 118 83 843
Totals Forwarded 2,733 1,259 204 87 4,283
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Note 1 - Plan Description — General (Continued)

Plan Plan Plan Plan
One Two Three Four Total
Totals Forwarded 2,733 1,259 204 87 4,283
. Current employees:
Vested:
General 377 1,877 83 2 2,339
Safety ‘ 70 215 0 0 285
Probation 28 103 0 1 132
Non-Vested: :
General 2 8 117 1,720 1,847
Safety 0 1 0 145 146
Probation 1 1 0 159 161
Subtotal 478 2.205 200 2.027 4.910
Total 3211 3.464 404 2,114 9193

Benefit Provisions

The Association provides basic retirement, disability and death benefits based on a defined benefit formula
which uses final average salary, years of service, and age to calculate benefits payable and, in addition,
provides annual cost-of-living adjustments upon retirement for members of Plans One, Two and Four. The
benefits of Plan Three are reduced by Social Security benefits received by the member. The 1937 Act vests
the Board of Supervisors with the authority to initiate benefits, however, Government Code Section 31592.2
empowers the Board of Retirement to provide health benefits when the Section 31592 reserve exceeds 1% of
assets.

Members with 10 years of continuous service (permanent part-time employees need equivalent of 5 years of
full-time service) are eligible to retire at the following minimum 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 may retire at any age after 30 years of service. Safety
members, who participate only in Plans One, Two and Four, may retire at any age after 20 years of service.

A member who leaves County service may withdraw the contributions made by the member to the
Asgsociation, plus accumulated interest.

Members with five years of service or permanent part-time employees who have the equivalent of five years
of full-time service or non-contributory members with 10 years of service who terminate their employment
with the County may elect to leave their accumulated contributions with the Association and take a deferred
retirement.
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Note 2 - Significant Accounting Policies
Basis of Accounting

"The Association uses the accrual basis of accounting. Investment income is recognized when it is eamed, and
expenses are recognized when they are incurred. Contributions are recognized when due. Benefits and
refunds are recognized when due and payable under the terms of the plan.

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

For fiscal year ending June 30, 2001, the San Mateo County Employees’ Retirement Association
impiemented Governmental Accounting Standards Board’s (GASB) Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments. GASB’s
Statement 34 establishes new financial reporting requirements for state and local governments
throughout the United States. An additional requirement imposed by GASB 34 is management’s
discussion and analysis (MD&A). The goal of the MD&A is to give the readers an objective and easily
readable analysis of SamCERA ’s fihancial performance for the year.

Cash and Investments

The Board of Retirement has exclusive control of the investments of the Association. Government Code
Section 31595 of the 1937 Act authorizes the Board to invest, or delegate the authority to invest, the assets of
the Association in any investment allowed by statute and deemed prudent in the informed opinion of the
Board.

Cash 1s pooled with other funds of the County or custodians, when appropriate, so as to earn a higher rate of
return than could be earned by investing the funds individually. All highty liquid investments with a
maturity of three months or less when purchased, in addition to the pooled cash with the County and
custodians, are considered cash equivalents.

The Association records investment transactions on the trade date. Investments are reported at fair value.
Short-term investments are reported at cost, which approximates fair value. Securities traded on a national or
international exchange are valued at the last reported sales price at current exchange rates. Real Estate assets
are reported at fair value utilizing an income approach to valuation. By contract, once every three years an
independent appraisal to determine the fair market value of the real estate assets is obtained. In the interim
years, real estate assets are reported at fair value utilizing an income approach to valuation.

Fixed Assets

Fixed assets are valued at historical cost and are comprised of computer equipment and software.
Depreciation has been computed using the straight-line method over the estimated useful life of 3 years.

Foreign Currency Transactions
Gains earned and losses incurred resulting from foreign currency transactions during the year are recorded as

a component of investment income. Gains and losses from translation of international investments at fiscal
year-end rates of exchange are included in investment income.
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Forward currency contracts are used to control currency exposure and facilitate the settlement of
international security purchase and sale transactions. These contracts are agreements to exchange different
currencies at specified rates and settlement dates. Differences between the contract and market exchange
rates at settlement result in gains or losses, which are included in net investment income. Risks may arise
from the possible inability of counter parties to meet the terms of their contracts and from movements in
exchange and interest rates.

Reclassifications

In fiscal year 2001, the amounts for Due From Broker For Investment Sold $3,726,922 and the Due To
Broker For Investments Purchased $4,502,054 were combined and reported under Due To Broker For
Investments Purchased in the amount of $775,132. The above amounts were presented separately in fiscal
year 2002. Fiscal year 2002 comparative statements reflect this reclassification.

Note 3 - Contributions, Administrative Expenses and Reserves
Contributions

Both the County and the employees make contributions to the Association. Employee contributions are
mandatory except for those employees under Plan Three. The employee contribution rates are established
and may be amended pursuant to Articles 6 and 6.8 of the 1937 Act. The rates are determined by age at entry
into the Association and are based on a percentage of covered compensation. The average employee

_ contribution rate for the fiscal year was 5.7%.

The County contribution rates for each plan are determined pursuant to Section 31453 of the 1937 Act and
provide for the balance of the contributions which, when combined with projected investment earnings, wilt
‘be needed to fund the benefits promised under the plan. Contribution rates are actuarially determined using
the entry age normal method and consist of an amount for normal cost (the estimated amount necessary to
finance benefits eamed by employees during the current year) and an amount required to amortize of the
unfunded actuarial accrued liability over the period ending December 31, 2011, Details of funding progress,
annual required contribution and contribution made by the County, and the latest actuarial valuation are
presented in the Required Supplementary Information Schedules.

The County pays 100% of management employees® and unrepresented attorneys’ contributions and 50% of
confidential employees’ and sheriff’s sergeants contributions on a refundable basis. In addition members of
certain bargaining units who are in a contributory retirement plan have a portion of their retirement
deduction paid by the County based on hours of service using the following schedule: 20% after 10 years of
service; 40% after 20 years of service; and 50% after 25 years of service. The County also pays 15% of
Deputy Sheriff and Correctional Officers’ contributions on a non-refindable basis

Administrative Expenses

Administrative costs of the Association are financed through investment earnings.  Administrative
expenses reported in the statement of changes in plan net assets include:

2002 2001
Salaries and employee Benefits $837,666 $819,057
Services and supplies 661,264 640,504
Depreciation 9,597 30,968
Salaries and employee Benefits $1,508 527 $1,491,429
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Reserves

Reserves required for reporting purposes by the 1937 Act:

The Financial Section

2002 2001
Member Deposit Reserve — Accumulated Coniributions :
and Interest $218,545,868 $199,422.289
County Advance Reserve — Current Service 199,675,386 186,813,259
Retiree Reserves 460,449,850 452,325,854
Cost of Living Adjustment Reserve 556,529,725 546,133,752

Subtotal (Valuation Reserves)
Reserves required by Section 31592 of the 1937 Act:

1,435,200,829

1,384,695,154

Ventura Contingency Reserve (Note 5) 32,145,000 37,714,795
Reserve for Deficiencies in Interest Earnings and
Other Contingencies 13,553,077 13,181,896
Total Allocated Reserves 1,435,591,845 .
Market Stabilization Account <273,415,326> <127,620,227>
Net Assets Held in Trust for Pension Benefits $1,207,483,580 $1,307,971,618

Reserves are restricted to specific purposes. Member contributions are credited to members deposit reserve.
County contributions are credited to county advance reserves and the cost of living adjustment reserve. At
retirement, a member’s accumulated contributions plus interest and the related county contributions are
transferred to the retiree's reserves. The retiree reserves and the cost of living adjustment reserve represent
amounts set aside for retirement benefits promised under the plan less benefits paid. '

The reserves required by Section 31592 of the 1937 Act represent eamings in excess of the total interest credited
to coniributions and reserves. The 1937 Act requires that the excess earnings remain in the retirement fund as a .
rescrve against any deficiencies in interest earnings in other years, losses on investments and other contingencies,
except that, excess eamnings exceeding one percent of the total assets of the Association may be transferred into
the county advance reserves for payment of benefits described under the Act. :

GASB 25 mandates the recognition of unrealized gains and losses in the current period. However, on the
recommendation of its actuary, SamCERA utilizes a Market Stabilization Account to account for unrealized
actuarial investment gains and losses, which are calculated as the difference between the actual market return and
the return that would have been generated if earnings had been at the actuarial interest rate. The Market
Stabilization Account is designed to smooth the impact on employer contribution rates of the annual volatility in
investment returns. Balances in the Market Stabilization Account are amortized over five-years in accordance
with a schedule established by the actuary.

During the fiscal year actuarial investment losses at market totaled -$83.9 million. However, the actuary had
predicted actuarial earnings of $107.3 million during the fiscal year, based upon the actuarial interest assumption
of 8.25%. Consequently, at the close of the fiscal year, the Retirement Fund had a market value $191.2 million
less than the actuary’s projection. Using the deferral schedule established by the actuary, -$27.0 million of the
shortfall was reported in the actuarial value of assets and -$164.2 million in Deferred Returns were posted to the
Market Stabilization Account.

The June 30, 2002 balance in the Market Stabilization Account of -$273.4 million reflects the balance of the
current year’s and previous four-and-a-half-year’s net deferred returns.
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If actual earnings for the next five years are exactly 8.25%, the actuary estimates that the June 30, 2002 negative
Market Stabilization Account balance will be amortized as follows: Fiscal year 2003/2004 -$66.7 million;
2004/2005 -$69.6 million; 2005/2006 -$79.0 million; 2006/2007 -$46.8 million and 2007/2008 -811.2
million. As these Deferred Returns are amortized, these amounts will be transferred from the Market
Stabilization Account and become a part of the Actuarial Accrued Liability. These transfers will be added to the
Unfunded Actuarial Accrued Liability, which is scheduled to be retired over the balance of the actuarial funding
period through December 31, 2011. ' '

As of the reporting date, the reserves are fully funded on a five year smoothed value basis. The funding status
takes into account the deferred unrealized loss of $273.4 million, which is detailed above. The Schedule of
Funding Progress, as reported in the Required Supplementary Information, provides an analysis of plan funding
on an actuarial basis.

Note 4 - Cash and Investments

Cash and Cash Equivalents

Cash and cash equivalents consist of short-term investments with fiscal agents as well as deposits held in a pooled
account with the County of San Mateo. Earnings and losses are shared by all participants in the pool. The short-
term investments consist of cash held in money market accounts and securities readily convertible to cash. All
cash and cash equivalents are carried at cost, which approximaies fair value. A summary of cash and cash
equivalents as of June 30, 2002 and June 30, 2001provided below.

Investments

The Association’s investments are managed by independent investment management firms subject to the
guidelines and controls in the investment plan and contracts executed with the Board. The Board utilizes third
party institutions as custodians over the Plan assets.

The Board approved its first comprehensive investment plan on September 29, 1994, The plan specified an asset
allocation target of 50% equities, 40% fixed income securities, and 10% real estate. The current asset allocation,
which was adopted on April 21, 2000, is 65% equities, 29% fixed income securitics and 6% real estate. At June
30, 2002, actual asset allocation was 59.7% equities, 32.8% fixed income securities, 7.3% real estate and cash
0.2%.

For financial reporting purposes, the Association’s investments are categorized to give an indication of the risk
agsumed by the Association as of June 30, 2002. Custodial credit risk categories have been established by the
Governmental Accounting Standards Board (GASB) Statement No. 3 Category 1 includes investments that are
insured or registered or for which the securities are held by the Association or its agent in SamCERA s name.
Category 2 includes uninsured and unregistered investments for which the securities are held by counter-party's
trust department or agent in SamCER4 ’s name. Category 3 includes uninsured and unregistered investments for
which the securities are held by the counter-party's trust department or agent but not in SamCERA’s name.
Investments in external investment pools and mutual funds cannot be categorized because the Association is not
issued securities. As of June 30, 2002, the Association’s investments were categorized as shown below.

The Association's cash and investments as of June 30, 2002 follow _
2002 2001

Cash Equivalent Investrents (Not Categorized)
Funds Pooled with County Treasurer $ 1,460,011 $ 2,073,174
Short-Term Investment Funds held with Fiscal Agent 11,294,000 10,420,960
Total Cash equivalents $12,754,011 $12,494,134
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Investments — Categorized
Category 1
Domestic Fixed Income

The Financial Section

Obligations of the U.S, Treasury $59,739,415 $87,200,031
Corporate Bonds 115,758,643 96,701,311

Total Category 1: 175,498,058 183,901,342

Total Categorized $175,498,058 $ 183,901,342

Investments- Not Categorized

Commingled Funds:
Domestic Fixed Income
BGI US Debt Index Fund $ 216,678,231 $ 239,472,093
Domestic Equities
BGI Russell 1000 Index Fund 433 345,597 466,624,210
BGI Russell 2000 Index Fund 126,499,288 143,844,184
International Equities
Bank of Ireland Asset Management 166,091,526 163,503,421
Real Estate 86,431,949 104,486,127
Total Not Categorized 1,029,046,591 1,117,930,035
Total Investments $1,204,544,649 $1,301,831,377
Security Lending

The Association invests in indexed portfolios in which the investment manager may lend securities owned by the
portfolio. However, the Association currently does not lend securities which are managed in a separate account
portfolio and held in the name of San Maieo County Employees' Retirement Association.

The Association had no securities on loan at fiscal year end and there was no activity during fiscal year ending
June 30, 2002. However, investment managers are lending securities held in the name of indexed portfolios in
which the Association has a unit value interest.

Note 5 — Contingent Liability

On August 14, 1997 the Supreme Court of the State of California issued a decision in the matter of Ventura
County Deputy Sheriff’s Association vs. Board of Retirement of the Ventura County Employees’ Retirement
dssociation which held that compensation paid in cash, even if not earned by all employees in the same grade or
class, must be included in compensation earnable and final compensation on which an employee’s retirement
benefit is based. This California Supreme Court decision became final on October 1, 1997.

The Ventura decision was silent on two critical issues: terminal pay and retroactivity. These issues will be
decided as a result of a current lawsuit, Teamsters Local 856 vs. Board of Retirement, San Mateo County. During
the 2001fiscal year, the trial court considered and rejected claims by petitioners that Ventura mandated the
inclusion of terminal pay, third party payments, and employer pickups of employee contributions in the
calculation of final compensation. During the 2002 fiscal year, the trial court considered and accepted claims by
petitioners that Ventura should be applied retroactively and that the pensions of all retirees and their
beneficiaries, regardless of when they retired, must be recalculated. Appeals of the trial court’s decisions have
been filed by both petitioners and defendants with the California Court of Appeals.
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The Association retained an actuary to estimate the financial impact of a range of possible decisions in the
Teamsters Local 856 litigation. In the event Teamsters Local 856 prevails, the Association estimates that as of
the June 30, 1998 Actuarial Valuation the possible increase in the unfunded actuarial accrued liability ranges
between $180.3 million and $264.9 million. However, if the Superior Court decision on the current litigation
stands, the actuary estimates that the contingent liability totaled $16.2 million as of June 30, 2002, with interest
on the liability compounding at 7% simple per annum. A $32,145,000 reserve has been established to set aside
funds for this contingent liability.

Note 6 — Mortgage Note Payable:

The Mortgage Note Payable at June 30, 2002 consists of a note payable on a real estate investment with terms,
which include monthly payments of principal and interest, an interest rate of 7.87%, and a maturity date of
September 1, 2006. Monthly payments until maturity are $61,058, with a principal payment due at maturity of
$6.,458,350. The note is secured by the Association’s rental property.

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

Year Ending June 30 Principal Interest
2003 167,823 564,872
2004 181,518 - 551,178
2005 196,330 536,366
2006 212,350 520,345
2007 $6.495.350 § 127432
Total $7,253,371 $2,300,193
Due within one year $167,823
Due in more than one year $7.085.548
Total $7,253,371
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SAN MATEO COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
Required Supplementary Information
(Amounts in thousands)

Schedule of Funding Progress

Actuarial
Accrued UAAL asa
Actuarial Actuarial Liability Unfunded Percentage of
Valuation Valueof = (AAL) AAL Funded Covered Covered
Date Assets Entry Age (UAAL) Ratio Payroli Payroll
() (b) (b-a) (b-a) (c) ((b-a)/c)
6/30/96 752,110 986,902 234,792 76.21% 187,926 124.94%
6/30/97 856,679 1,037,431 180,752 82.58% 196,391 92.04%
6/30/98 992,314 1,104,070 111,756 89.88% 211,529 52.83%
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%

Schedule of Employer Contributions

Year Annual

Ended Required Percentage

June 30 Contribution Coniributed
1997 42,887 100%
1998 42,676 100%
1999 41,289 100%
2000 38,695 100%
2001 39,482 100%
2002 33,541 100%

Actuarial valuations of the Association are normally carried out as of June 30, each year and contribution
requirements resulting from such valuations become effective from July 1, of the next fiscal year.

The information presented in the required supplementary schedules was determined as part of the actuarial
valuations at additional information as of the latest actuarial valuation follows:

Latest Actuarial Valuation

Valuation Date June 30, 2001
Actuarial Cost Method Entry Age
Amortization Method Level Percent — closed
Remaining Amortization Period 10.5 years
Asset Valuation Method 5-year smoothed market
Actuarial Assumptions: '

Investment Rate of Return 8.25%
Projected Salary Increases™ 6.25%

*Attributed to Inflation 4.25%

* Attributed to Adjustments for 2.00%

Merit and Longevity

Cost of Living Adjustments: The maximum increase in retirement allowance is 5% for Plan One, 3% for Plan
Two and 2% for Plan Four. The maximums are based on the change in the Consumer Price Index for the Bay
Atea
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THE INFORMATION WHICH FOLLOWS
IS SEPARATE FROM
THE NOTES TO THE FINANCIAL STATEMENT

SAN MATEO COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
Additional Supplementary Information

Schedule of Administrative Expenses

as of June 30, 2002 and 2001

2002 2001
Salaries and Employee Benefits $ 837,666 $ 819,957
Services and Supplies 661,264 640,504
Depreciation 9,597 30,968
Total Administration Expense $1,508,527 $1,491 429
Schedule of Investment Expense
as of June 30, 2002 and 2001
2002 2001
Investment Manager
Bank of Ireland Asset Management $ 693,191 $ 742,964
Barclays Global Investors 290,301 302,504
Deutsche Asset Management Inc. 463,061 486,003
INVESCO Realty Advisors 641,923 0
Global Custodian
State Street Bank 117,129 117,080
Professional Expense 2,205,605 1,648,621
Consultant Expense 212,203 142,320
Interest Paid on Prepaid Contribution 1,269,472 1,370,237
Total Investment Expense $3,687,280 $3,161,178
Schedule of Payments to Consultants
as of June 30, 2002 and 2001
2002 2601
Investment Consultant Expense
Grey & Company $ 6,070 $ 95,000
Strategic Investment Solutions 145,833 0
. Actuarial Consultant Expense
William M. Mercer 60,300 47,320
Total Consultant Expense 1 $212,203 $142,320
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STRATRGIC INVESTMENT SOLUTIONS, 1N,

601 Carironnia STREST, ST8, 200

San Fravcisco, Carrronnin 14308

TeL 415/362-3484 = Fax 415/362-2752

Okctober 11, 2002

Board of Retirement

San Mateo County Employees’ Retirement Association
702 Marshall Street, Suite 280

Redwood City, CA 94063

_ Dear Beard Members:

Economic contraction, terrorist attack, war, and corporate scandal defined the market environment
during fiscal year 2002. The result was another extremely difficult year for long-term investors in
financial assets, especially equity and equity-related assets. After peaking in early 2000 and falling
significantly during fiscal year 2001, world equity markets continued their relentless fall, with only
fleeting periods of relief, throughout fiscal year 2002. The end of the fiscal year in June of 2002
marked the second full year of painful equity market declines that brought US equity prices to over
30% below their historical highs. International equities fared little better over this period, and
suffered similar price declines,

The Federal Reserve continued to respond aggressively to the difficult economic and equity market
environment by reducing interest rates dramatically during the year. Government and high quality
corporate bonds benefited from the resulting lower interest rates to produce positive returns.
Medium and lower quality corporate bonds suffered from the poor equity environment, especially
the lack of faith in financial statements, and also posted negative returns. Investment real estate, in
the eyes of many a haven from the equity market, also posted a positive return during the year.

In this market setting, SamCERA’s investment portfolio returned -5.92%. This result, though
disappointing on an absolute scale, was significantly better than the policy benchmark’s return of
-6.50%. Given SamCERA's equity asset allocation target of 65% and fully passive US equity
component, SIS believes that this is a very good relative result. Unforfunately, SamCERAs total fund
performance was far below the plan’s actuarial assumption of 8.25%.

Asset allocation targets for SamCERA remained constant for the fiscal year and are as follows:

Large Cap US Equity ' 40%
Small Cap US Equity 10%
International Equity 15%
US Fixed Income 29%
Real Estate _ 6%

SamCERA's policy benchmark, comprising the asset classes and target percentages listed above,
ranked in the 727 percentile of Deutsche Bank Independent Consultant's Cooperative Public Funds
Universe for the fiscal year ended June 30, 2002. SamCERA’s portfolio return of -5.92% placed it in
the 67 percentile of this universe.
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Board of Retirement

Page 2

There were no changes to SamCERA's roster of investment managers or to its manager structure
during the fiscal year. All of the plan’s US Equity assets and approximately half of its Fixed Income
assets were passively managed throughout the period.

Dismal equity returns caused most of the investment losses suffered by the total fund. The Russell
1000 Index;-representing US Large Cap companies, returned -17.88 for the year ended June 30, 2002.
BGI's Russell 1000 Index Fund exactly matched the index return during the year. Bank of Ireland,
SamCERA’s active International Equity manager, lagged its benchimark by 21 basis points.
Unfortunately, the MSCl ACWI ex-US Index, representing the broad Non-US Equity universe, lost
8.21% for the fiscal year. The US Small Cap market was also negative for the fiscal year. BGI's Russell
2000 Index Fund return of -8.50% was slightly ahead of the Russell 2000 Index return of -8.60%.

The two BGI US equity index funds used by SamCERA performed as expected and ranked right at
median in their respective peer universes (which include both active and passive managers) for the
fiscal year. Itis important to note that BGI is successfully fulfilling its role within SamCERA’s
manager roster by providing index returns and risk in its various mandates. Bank of Ireland’s active
decisions placed the manager in the 56 percentile of the International Equity universe for the fiscal
year while the MSCT ACWI ex-US Index ranked in the 53% percentile. '

US Fixed Income boosted the total fund by providing strongly positive returns to SamCERA for the
fiscal year. The Lehman Aggregate Index, a composite of investment grade bonds, posted an 8.63%
return for the year ended June 30, 2002. BGI's US Debt Index Fund returned 8.87%, exceeding the
Lehman Aggregate by 23 basis points. Deutsche Asset Management, SamCERA’s active US Bond
manager, returned 9.49% during the fiscal year. These excellent returns put Deutsche in the top
quartile of Core Fixed Income managers and BGI at an impressive top third rank among core bond
II].HIlElgEI'S.

SamCERA’s real estate return for the fiscal year, though positive, came in far below expectations.
INVESCO, 5amCERA’s Real Estate manager, returned 0.87% for the year ended June 30 versus the
NCREIF Index return of 6.40%. INVESCO significantly trailed the real estate median return of 6.40%,
placing the manager in the 75 percentile for the fiscal year. INVESCO's performance suffered due to
significant property value writedowns, especially in the case of a technology-related office property.

The plan’s return for the year exceeded its policy benchmark return by 58 basis points. If the plan
continues to exceed its benchmark, we believe it will eventually earn returns in excess of those
reguired to meet its benefit promises. In that light, fiscal 2002 was another successful year for
SamCERA, despite the negative absolute return. :

Sincerely,
- Strategic Investment Solutions

Margaret Jadallah and Patrick Thomas
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SamCERA's Comprehensive Annual Financial Report The Investment Section

SamCERA's Investment Plan sets forth the Board's investment policy, from which the following extracts
have been drawn. The full plan may be viewed on SamCERA's web site at www.samcera.org.

INVESTMENT PHILOSOPHY

The Board acknowledges the historical data demonstrating that the most successful strategy for minimizing
risk, while capturing market returns, is a prudently diversified portfolio. Therefore, the Retirement Fund
should be invested across the spectrum of institutional grade Asset Classes. The Board acknowledges that
the Asset Allocation targets reflect a long-term view of the market and that professional management of the
Retirement Fund will add value to the portfolio, by capitalizing on inefficiencies in the markets.

The Board takes responsibility for allocating across asset classes and across styles within asset classes, but
should not substitute its judgment for the professional judgment of those it retains.

The Board believes that interest, dividends and capital appreciation must be pursued and captured, if the
Actuarial Funding Objectives of the Retirement Fund are to be achieved.

The Board will not be market-timers (shifting asset class allocations dramatically over short time spans),
because it realizes this strategy is seldom successful and has the potential for dramatic losses.

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

Generate Portfolio returns which, over the long-term, exceed the rate of inflation by not less than 3. 25%, by
generating market returns within each asset class.

Generate Portfolio returns not less than the returns of a commitment-weighted aggregate of the performance
benchmarks specified for the individual investment managers.

Provide for the full funding of the Pension Benefit Obligation by the vear 2012,
Stabilize the employer contribution rate, as a percentage of payroll, for the present configuration of benefits,
to the extent that the Board of Retirement has control.

Structure an investment program such that the short-term volatility of returns does not induce the Board to
alter its long-term asset allocation strategies, by striving for an annualized tracking error around the
aggregate benchmark of £3%.

Calculations for compliance with these objectives will be prepared using a time-weighte& rate of return
based on the market rate of return in accordance with Association of Investment Management and Research
(AIMR) Performance Presentation Standards

INVESTMENT PoLICY
It is the Investment Policy of the Board of Retirement to pursue an investment strategy, which reduces

risk through the prudent diversification of the portfolio across a broad selection of distinct asset classes.
The Board adopted an Asset Allocation to guide the structure of the Investment Portfolio.
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INVESTMENT PoOLICY — (CONTINUED)

The Board retains the most qualified Investment Managers with demonstrated expertise in the
management of institutional pension funds. Objectives have been adopted which encourage the
Investment Managers to maximize their performance relative to their individual investment style
benchmark. They are delegated full discretion in management of their portfolio. The Board
monitors the performance of the Investment Managers, relative to their assigned custom benchmarks
to assure their conformance with the provisions of the Board's Investment Policy.

The Board discourages the use of Cash Equivalents, except for liquidity purposes and. - Refrains from
dramatically shifting asset class allocations over short time spans.

ASSET ALLOCATION
Asset Class Allocation June 30 Actual
Eqguity 65% 59.7%
Fixed Income 29% 32.8%
Real Estate 6% 7.3%
Cash 0% 0.2%
Equity Management Style Allocation June 30 Actual
Domestic Large Capitalization 40% 35.6%
Indexed 40% 35.6%
Domestic Small Capitalization 10% 10.4%
Indexed 10% 10.4%
International 15% 12.4%
Active _ : 15% 13.7%
Total Equity 05% 39.7%
Fixed Income Management Style Allocation June 30 Actual
Domestic Fixed Income 29% 32.8%
Indexed _ 16% 17.8%
Active 13% 15.0%
Total Fixed Income 29% 32.8%
Real Estate Management Style Allocation June 30 Actual
Core Separate Property Portfolio 6% 1.3%
Total Real Estate 6% 7.3%
Total Cash & Cash Equivalents | 0% | l 0.2% |
Asset Allocation Market Value Percentage
Large Capitalized U.S. Equities b 433,345,597 35.6%
Small Capitalized U.S. Equities 126,499,288 10.4%
Intemational Equities 166,097,566 13.7%
U.S. Fixed Income ' 398,899,950 32.8%
Real Estate 88,316,530 7.3%
Cash 2,441,348 0.2%
Total $1,215,600,279 100.0%
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Asset Allocation as of June 30, 2002

7.3% 0.2%

13.7%

10.4%

EB us. Large Cap Equity - Inde;éd HU.S. Small Cap Equity - Indexed
:0U.S. Fixed Income - Indexed W U.S. Fixed income - Active
I Cash Equivalents

Olnternational Equity - Active
# Real Estate - Separate Properties
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SCHEDULE OF PORTFOLIO RETURNS

Performance as of June 30, 2002
Asset Category

Domestic Equity

Barclays Global Investors Russell 1000 Index Fund

Benchmark Russell 1000

Barclays Global Investors Russell 2000 Index Fund

Benchmark Russell 2000
International Equity

Bank of Ireland Asset Management
Benchmark MSCI ACWIex US

Total Equity
Domestic Fixed Income

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

Real Estate

INVESCO Realty Advisors
NCRETF

Total Plan
Policy Benchmark

Total time Weighted Rate of Retirn

One Year Two Years

<15.96%>

<17.88%>
<17.88%>
<8.50%>
<8.60%>

<8.42%>
<8.21%>

<14.38%> .

8.87%

8.63%
9.49%
8.63%
9.09%

0.87%
6.40%

<5.92%>
<6.50%>

<13.84%>

<16.38%>
<16.43%>
<4.08%>
<4.12%>

<14.15%>
<16.43%>

<13.96%>

10.12%

9.52%
10.85%
- 9.92%

10.42%

6.84%
9.27%

<5.08%>
<0.25%>

Three Years

<6.32%>

<16.38%>

<16.38%>
N/A
N/A

<1.20%>

<6.38%>

<5.95%>

8.26%
8.11%
8.66%
8.11%
8.25%

8.43%
8.06%

<(.24%>

<1.32%>

Five Years
3.06%

14.32%
14.29%
N/A
N/A

2.039%
<1.30%>

1.68%

7.68%
7.57%
7.89%
7.57%
-7.30%

10.94%
9.87%

4.14%
4.05%

Return calculations were prepared using a time-weighted rate of return based on the market rate of return in
accordance with the Association for Investment Management and Research’s Performance Presentation Standards.
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Schedule of Investment Portfolio by Asset Class and Manager

AsS OF JUNE 30, 2002
Domestic Equity
Barclays Global Investors Russell 1000 Index Fund $433,345,597
Russell 2000 Index Fund $126,499,288

| Total Domestic Equity $559,844,885
International Equity
Bank of Ireland Asset Management | International Equity $166,091,526

| Total International Equity $166,091,526

| Total Equity | $725,936,411
Domestic Fixed Income
Barclays Global Investors Us Debt Index Fund $216,678,231
Deutsche Asset Management, Inc. Core Domestic Fixed Income $175,498,058 :

| Total Domestic Fixed Income $392,176,289

| Total Fixed Income -1 $392,176,289
Real Estaie '
INVESCO Realty Advisors | Separate Property Portfolio | $86,431,949
Unequitized Cash $12,754,011
Fixed Assets, at cost, net of accumulated depreciation $8,593
Receivables & Prepaid Expenses ' $5,474,389
<less> Current Liabilities $15,298,062

| Net Portfolio as of June 30, 2001 $1,207,483,580
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Shares
441,509
301,308
198,973
277,440
228,676
133,784
102,160
121,032
225,686

76,059

The investment Section

Schedule of Top Ten Equity and Fixed Income Secarities

As of June

30, 2002

Tor TEN EQUITY SECURITIES*

Exchange  Ticker Security Name
NYSE GE GENERAL ELECTRIC CO COM
NYSE XOM EXXON MOBILE CO

NASDQ MSFT  MICROSOFT CORP CO
NYSE PFE PFIZER INC CO
NYSE C CITIGROUP INC
NYSE INJ JOHNSON & JOHNSON COM
NYSE AlG AMERICAN INTL GROUP INC COM
NYSE WMT  WAL-MART STORES
NED ING ING Groep NV CVA EUROQ.24
NYSE IBM INTL BUSINESS MACHINES CORP

Market Value

$12,825,853.88
$12,329,523.36
$10,883,855.92
$9,710,428.00
$8,861,195.00
$6,991,551.84

$6,970,431.38
$6,658,014.33
$5,795,233.78
$5,476,262.40

*Some Domestic Equity Securities are owned in the Russell 1000 & Russell 2000 Index Fund managed by Barclays Global Investors.

Par/Book
Value

6,723,000
3,810,000
3,610,000
3,085,000
3,483,000
3,235,000
3,050,000
3,070,000
2,862,000
2,980,000

Tor TEN FIXED INCOME SECURITIES*

Security Name

UNITED STATES TREAS BDS
WEYERHAEUSER CO

STRUCTURED ASSET SECS CORP
ROYAL BK SCOTLAND GROUP PLC
PEMEX FIN LTD

MMCA AUTO OWNER TR

WEST VY CITY UT MUN BLDG LEASE
GMACM HOME EQUITY LN TR
UNITED STATES TREAS NTS
ACHSTONE CMNTYS TR

6.000%
5.950%
7.250%
9.118%
6.550%
7.080%
7.670%
6.370%
6.125%
7.200%

02/15/26
11/01/08
09/25/31
03/31/49
02/15/08
02/15/05
05/01/06
06/25/31
08/15/07
04/15/03

Issue ID

912810EW4
962166BA1
86358RJL2
780097AE1
706448AQ0
553083A79
95640EDK8
361856BDS8
9128273E0
039581AA1

*Some Domestic Fixed Income Securities are owned in the US Debt Index Fund managed by Barclays Global Investors.

A complete list of the portfolio holdings is available through
the San Mateo County Employees' Retirement Association.
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Value
6,991,920.00
3,805,542.30
3,699,672.40
3,615.805.10
3,587,873.13
3,364,400.00
3,333,375.50
3,219,288.27
3,119,580.00
3,049,612.80
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Schedule of Professional Services and Fees
as of June 30, 2002 and 2001

Investment Managers
Barclays Global Investors

Bank of Ireland Asset Management
Deutsche Asset Management

INVESCO Realty Advisors (Management)

Investment Managers

Investment Consultant
Strategic Investment Solutions
Gray & Company

Investment Consultants

Actuarial Consulting
William M. Mercer

Master Custodian
State Street Bank and Trust Company

Total Professional Services
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2002 2001
$290,301 $302,504
693,191 742,964
463,061 486,063
641,923 0
2,088,476 1,531,531
145,833 0
6,070 95,000
151,903 95,000,
60,300 47,320
117,129 117,090
$2,417,808 $1,790,042
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WILLIAN M,
MERCE

Actuarial Certification

The anmmel actuarnal valuation requirsd for the San Mateo County Empioyees’
Retiremeant Association has been prepared as of June 30, 2001 by William M.
Mercer, Incorporatec. In preparing this valuation, we have emploved generally
accepted actnanal methods and assnmptions to determine a somnd valne for the
‘Association’s assets, Lability and firnre contribution requirements. Our
calcniations are based upon member data and mmandited financial mformation
provided to us by the Association’s staff. This data has not been audited by ns, bt
it has been reviewsd and found io be consistent, both internally and with prior
vear's-datze. :

The contribution reqmremsnts are determined 2s 2 percentage of payro]l
Emplover ratss provide for both normal cost and a contribution to amortize the
unfimded actuarial accried liability. The amortization period for the unfinded
actuarial accrued lability is 10% years a5 of June 30, 2001. The contribution to the
unfimded actuarial accrned Hability is calonlated to remair 25 2 level percentage of
futnre payroll (including projected payroll for firture members) Payments to the -
. unfunded actuarial acorned Hability are calenlated to increase at 4.25% per year.
The period for amortizing the mmfunded acmarial acerued Kability ic set by the

Board of Refirement. . .

Gontributiaﬁ levels are recommended by the Actnary and adopted by the Board

each year. The ratio of Achuarial Value of Assets to Actmarial Acecrned Lisbilities

increaset from 98.4% 1o 98.6% during the ysar, There is progress being mads
toward achmeving the finding ohjectives of the Association.

There are mo changes o th° economic zand rion-economic assumpnons used m tne
current valuation. ) : - :

The Kabilities ad costs in fhis valustion incorparate the Board®s expansion of the
pay items meindable in Earnabie Compensation in response to the 1997 California
. Supreme Cotrt’s decision in Ventura County Depirty Sheriffs Association .
.Board of Retirement, Venture Comnty Employse’s Retivement Association.
‘Terminal pay is excluded under the Board® & policy and the expansion of Earnable
Compensation onty ::mphas to refiress’ smce October 1957 (i.e., no reroactive
apphcahon)

In owr opinion, the con:lbmed operation of the assumphons and methods apnhea m
fiis valuation, fanly represent past and anficipated firtnre experience of foe
Association and meet the parameters required by GASB Statement 25,

A st of supporting schednles we prepared for inclusion in the actnarial and
financial sections of the Associztion’s CAFR report is provided below:



WILLIANM,
AERC

1 Solve,ncy Test;
2. Actngrial Analysis of Fmancial Bxperiencs;

e .,

3. Schedule of Assumptions andMsthodg; 2

A
i

4, Schedule of Empioyer and Member Contribution Rates;

Scﬁﬂule ofFlmdjnc 'ng:rass; and

,]'_4 th

€. Schednies of Psmnecu’f Memburs.h:p and Fmanmal Imommaﬁon Used In the
Valuation. :

Future conm'buhunreuuﬂmsms may dJ:Efur from ﬁlDSB determined n the vaination
becanse ofr

1. differences betweﬂn actal experiencs and anticipated experience;’
2. changes in acinarial agsumptions or methode;
. .changssin statutory Provisions; and - .

3
4, -dlfferences between the contribution rates d&termmsd by the valuation and -
fhose adopte.d by the Board. | -

The wndsrsigned are members of fhe American Asademy of Actuaries and meet ' -
- the Qua]::ﬁczctmn Standards of the Amanca:n Academy of Actuaries to rcndcr this '
acimarial op:lJ:llOIl

W ﬂliam M. Msrcax, Incorporated

@’m@m Vowd Mo ZJ&“‘&’M‘“&-F

Andy Ysung, ASA, BA MAAA é’ : Tareia L. Chaprmar, PR, T WA AR -

W/ 6720y _ WY B/ 3 o)
Dats B : . . Date -

girebremen200ivaliestusral cerfisation.dan
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The Board of Retirement is scheduled to receive the June 30, 2002 Actuarial Valuation and Actual Experience
Stady on January 28, 2003. It is not available for this Comprehensive Annual Financial Report. The
information may be viewed on the Association’s web site, samcera.org , when it is available.

The following actuarial assumptions are based on the Actuarial Experience Study for the period of July 1, 1996
through June 30, 1999, which was adopted by the Retirement Board on January 25, 2000.

Actuarial Assumptions and Cost Method

Valuation Date June 30, 2001
Actuarial Cost Method Entry Age
Amortization Method Level Percent — closed
Remaining Amortization Period 10.5 years
Asset Valuation Method - 5-year smoothed market
Actuanial Assumptions:
Investment Rate of Return 8.25%
Projected Salary Increases™ 6.25%
* Attributed to Inflation 4.25%
*Attributed to Adjustments for
Merit and longevity 2.00%

Cost of Living Adjustments: The maximum increase in retirement allowance is 5% for General and Safety Plan 1,
3% for Probation Plan 1 and Plan 2 and 2% for Plan 4 Members. The maximums are based on the change in the
Consumer Price Index for the Bay Area.

The pre-retirement demographic experiences adopted by the board include pre-retirement mortality, withdrawal
rates, disability rates, service refirement rates and salary scales.

Actuarial Assumption 6/30/01 | 6/30/00 | Change
Annual Inflation Rate 4.25% 4.25% 0.00%
Annual Investment Retum 8.25% 8.25% 0.00%
Average Annual Salary Increases 6.25% 6.25% 0.00%

Plan Provisions - The Association provides basic retirement, disability and death benefits based on a defined
benefit formula which uses final average salary, years of service, and age to calculate benefit payable and, in
addition, provides annual cost-of-living adjustments upon retirement for members of Plans One, Two and Four.
The benefits of Plan Three are reduced by Social Security benefits received by the member. The 1937 Act vests
the Board of Supervisors with the authority to initiate benefits, however, Government Code Section 31592.2
empowers the Board of Retirement to provide health benefits when the Section 31592 reserve exceeds 1% of
assets.

Members with 10 years of continuous service (perma.nent part-time employees need equivalent of 5 years of full-
time service) are eligible to retire at the following minimum 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 may retire at any age after 30 years of service. Safety members,
who participate only in Plans One, Two and Four, may retire at any age after 20 years of service.

A member who leaves County service may withdraw the contributions made by the member to the Association,
plus accumulated interest.

Members with five years of service or permanent part-time employees who have the equivalent of five years of
full-time service or non-contributory members with 10 years of service who terminate their employment with the
County may elect to leave their accumulated contributions with the Association and take a deferred retirement.
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Summary of Recommendations

Employer Contribution Rates

6/30/01  6/30/00 Change

Normal Cost Rate 10.96% 11.10% -0.14%
Rate of Contribution to Unfunded Actuarial Accrued Liability 0.82%  0.82%  0.00%
Total Employer Rate 11.78% 11.92% -0.14%
Estimated Annual Amount in Thousands * $32,303 $31,449 -$392

Member Contribution Rates

6/30/01  6/30/00 Change
General Members (Plans 1& 2)

Age 25 546% 5.46%  0.00%
35 5.82% 5.82%  0.00%
45 6.54% 6.54%  0.00%
General Members (Plans 4)
Age 25 521% 5.21%  0.00%
35 5.55% 5.55%  0.00%
: 45 : 6.24% 6.24%  0.00%
Safety Members (Plans 1& 2) _
Age25 6.77% 6.77%  0.00%
35 6.84%  6.84%  0.00%
45 7.03% 7.03%  0.00%
Safety Members (Plans 4)
Age 25 6.44% 6.44%  0.00%
35 6.51% 6.51%  0.00%
45 6.69% 6.69%  0.00%
Probation Members(Plans 1, 2 & 4)
Age 25 7.58% 7.58%  0.00%
35 7.66% 7.66%  0.00%
s 7.87% 7.87%  0.00%
Estimated Annual Amount
in Thousands * $16,530 $15,002  $1,528

* Annual Contributions for June 30, 2001 and June 30, 2000 were estimated using payroll as of June
30, 2001 and June 30, 2000, respectively.
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Summary of Significant Actuarial Statistics and Measures

Association Membership 6/30/01 6/30/00 Change
Active Members '
Number of Members 4,717 4,690 0.6%
Total Active Payroll in Thousands $274,318  $259,075 5.9%
Average Monthly Salary $4,846 | $4,603 5.3%
Retired Members
Number of Members :
Service Retirement 2,611 2,383 9.6%
Disability Retirement 300 280 7.1%
Beneficiaries : . 459 439 4.6%
Total Retiree Payroll in Thousands $62,416 $55,192 13.1%
Average Monthly Pension $1,543 $1,483 4.1%
Inactive Vested Members 747 646 15.6%
Asset Values
Market Value in Thousands $1,307.972 $1,381,096 -3.3%
Return on Market Value -4.83% 9.57%
Actuarial Value in Thousands '$1,435,592  $1,320,537 8.7%
Return on Actuarial Value 9.08% 14.40%
Valuation Assets in. Thousands $1,384,586 $1,271,565 8.9%
Return on valuation Assets 9.20% 14.61% '
Liability Values
Actuarial Accrued Liability in Thousands - $1,404,060 $1,291,694 8.7%
Unfunded Actuarial Accrued Liability $19,474 $20,129 -3.3%
Funded Ratio
GASB Number 25% 98.6% 98.4% 0.2%

*Based on Actuarial value of Assets for June 30, 2001 and June 30, 2000, respectively
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Short-Term Solvency Test

Actuoarial Section

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)
6/30/92 $96,601.000 |  $405,091,000 $321,958,000 $538,027,000 | 100% | 100% 11%
6/30/93 91,173,000 473,297,000 330,690,000 585,980,000 : 100% | 100% 7%
6/30/94 101,953,000 488,308,000 327,056,000 617,531,000 | 100% | 100% 8%
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%
Schedule of Funding Progress (in Thousands)
Valuation | Actuarial Value | Actuarial Unfunded Ratio of Annual Active | UALL asa

Date of Accrued Actuarial Assets to Member Percentage of

Assets Liability Accrued Actuarial Compensation Covered

Liability Accrued Payroll

Liability
6/30/92 $538,027 $823,650 $285,623 65.32% $176,432 161.89%
6/30/93 585,980 895,160 309,180 65.46% 174,992 176.68%
6/30/94 617,531 917,317 299,786 67.32% 183,786 163.12%
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 08.61% | $274,318 7.10%
History of Employer Contribution Rates
General Member Safety Member Probation Member

Year | Normal |UAAIL | Total Normal | UAAL | Total Normal | UAAL | Total
1995 7.43% | 11.84% | 19.27% | 13.68% | 16.72% ! 30.40% | 12.02% | 14.71% | 26.73%
1996 8.09% | 11.26% 1 19.35% | 15.69% | 17.17% | 32.86% | 15.76% | 13.81% | 29.57%
1997 8.20% | 11.18% i 19.38% | 18.77% | 17.95% | 36.72% | 20.32% | 13.59% | 33.91%
1998 9.52% 7.30% | 16.82% | 18.54% | 12.04% | 30.58% | 21.01% | 10.81% | 31.82%
1999 9.28% | 4.36% | 13.64% | 17.51% | 7.85% | 25.36% | 19.48% | 6.06% | 25.54%
2000 9.85% | 3.60% | 13.45% | 17.70% | 7.24% | 24.94% | 19.26% | 5.53% | 24.79%
2001 9.95% | 0.71% | 10.66% | 17.81% | 1.51% | 19.32% | 17.94% | 1.16% | 19.10%
2002 9.71% 0.70% | 10.41% | 17.22% | 1.50% | 18.72% i 16.76% | 1.17% | 17.93%
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Active Member Valuation Data

% Change

. Average
Valuation Date Members Annual Salary Annual Salary Average Salary
1992 | General 3,771 $149,134,462 $39,548 3.11%
Safety 388 $18,020,347 $46,444 6.11%
Probation 217 $9,276,742 $42,750 2.03%
Total 4,376 $176,431,551 $40,318 3.32%
1993 | General 3,635 $148,119,833 $40,748 3.04%
Safety 368 $17,536,495 $47,654 2.60%
Probation 210 $9,335,793 $44.456 3.99%
Total 4,213 $174,992,121 $41,536 3.02%
1994 | General 3,729 $154,815,811 $41,517 1.89%
Safety ' 397 $19,291,365 $48,593 1.97%
Probation 220 $9,678,735 $43,994 -1.04%
Total 4,346 $183,785,911 $42,289 1.81%
1995 i General 3,765 $159,553,533 $42,378 2.07%
Safety 407 $19.724,536 $48.,463 -0.27%
Probation 213 $9,546,040 $44,817 1.87%
Total 4,385 $188,824,109 $43,061 1.83%
1996 | General 3,605 $158,373,022 $43,212 1.97%
Safety 400 $20,016,000 $50,040 3.25%
Probation 206 $9.537,308 $46,208 3.30%
Total 4271 $187.926,336 $44,001 2.18%
1997 | General . 3,808 $166,043,510 $43,604 0.91%
: Safety 402 $20,860,840 $51,893 3.71%
Probation 208 $9,487,864 $45,615 -1.48%
Total 4418 $196,392,214 $44,453 1.03%
1998 | General 3,803 $177,079,000 $46,563 6.80%
Safety 406 $24,404,000 | $60,109 15.80%
Probation 211 $10,046,000 $47,607 4.40%
Total 4,420 $211,529,000 $47,857 7.70%
1999 | General 3.908 $196,936,000 $50,393 8.20%
Safety 425 $29,862,000 $70,264 16.90%
Probation 245 $12,067,000 $49,253 3.4%
Total 4,578 $238,865,000 $52,176 0.0%
2000 | General 4,018 $214,625,000 $53,412 6.0%
Safety 423 $31,180,000 ~ §73,716 4.9%
Probation 249 $13,270,000 $53,292 8.2%
Total 4,690 $259,075,000 $55,236 5.9%
2001 | General 4,040 $227,848,000 $56,400 5.6%
Safety 416 $31,611,000 $75,984 3.1%
Probation _ 261 $14,859,000 356,928 6.8%
Total 4,717 $274,318,000 $58,152 5.3%
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Demographic Activity of Retirees and Beneficiaries

Actuarial Section

Retiree Membership *
At At Total Percent Average
Year | Beginning | Additions | Withdrawals | End of Retiree Increase | Monthly

Of Year Year Payroll In Payroll | Allowance
6/30/92 2,439 N/A N/A 2,477 $29.231,000 10.27% $1,016
6/30/93 2,477 N/A N/A 2,664 $32,014,000 9.52% $1,091
6/30/94 2,664 N/A N/A 2,674 $36,158,000 12.94% $1,135
6/30/95 2,674 N/A N/A 2,723 $38,011,000 5.12% $1,176
6/30/96 2,723 N/A N/A 2,844 $40,498,000 6.54% $1,209
6/30/97 2,844 163 107 2,900 $42,338,000 4.54% $1,255
6/30/98 2,900 149 118 2,931 $46,845,000 10.65% $1,332
6/30/99 2,931 238 210 2,959 $50,491,000 7.80% $1,422
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
* Retirees/Beneficiaries who are entitled to multiple benefits are only counted once.

Actunarial Analysis of Financial Experience
Summary of (Gains) / Losses Change In Liabﬂity
2001 2000 1999 1998 1997

Unfunded Liability as of July 1 20,129,000 96,137,000 | 111,756,000 | 180,752,000 | 234,793,000
Expected Change in UAAL (700,000) | (3,535,000)
Salary {Gain) / Loss 8,134,000 - 7,766,000 41,805,000 (1,791,000)
Fewer Withdrawal than expected 6,103,000
Liability corrections for part timers (2,704,000)
Retiree COLA more / (less) than 1,502,000 ; (1,356,000) | (2,999,000) | (8,000,000)
expected .
Assets (Gain) / Loss (12,157,000 ¢ (71,408,000) | (67,009,000} | {59,136,000)
Higher than expected contributions : (20,185,000) | (4,147,000}
Inclusion of Venfura Non-terminal pay 9,140,000
Assumption Change {5,084,000)
Reserve to offset
Contingent Ventura Liability - 32,143,000
Miscellaneous Experience 2,566,000 (7,474,000) 2,309,000 (5,062,000)
Consolidated Changes
(detail is not available) (54,041,000
Unfunded Liability as of June 30 19,474,000 20,129,000 96,137,000 | 111,756,000 | 180,752,000
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Age Withdrawal
Ordinary Vested
General Tier 1 Male Members
20 0.1460 0.0000
30 0.1170 0.0058
40 0.0176 0.0166
50 0.0000 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 0.6400 0.0100
40 0.0200 0.0210
50 0.0000 0.0245
60 0.0000 0.0070
70 0.0000 - 0.0000
General Tiers 2 and 4 Female Members
20 0.0493 0.0000
30 0.0476 0.0125
40 0.0240 0.0125
50 0.0000 0.0123
60 0.0000 0.0000
70 0.0000 0.0000
General Tier 3 Male Members
20 (0.0400 0.0000
30 0.0400 0.0160
40 - (0.0200 - 0.0210
50 0.0000 0.0245
a0 0.0000 0.0070
70 0.0000 0.0000
(General Tier 3 Female Members
20 0.1687 0.0000
30 0.1080 0.0085
40 0.0518 (.0240
50 0.0157 0.0130
- 60 0.0200 0.0060
70 0.0000 0.0000
Safety and Probation Members
20 0.0130 0.0500
30 0.0130 0.0400
40 0.0127 0.0150
50 0.0000 0.0073
60 0.0000 - 0.0000
70 0.0000 0.0000

0.0002
0.0003
0.0006

0.0022

0.0042
0.0000

0.0002
0.0003
0.0005
0.0009
0.0024
0.0000

0.0002
0.0003
0.0006
0.0022
0.0042
0.0000

0.0002
0.0003
0.0005
0.000%
0.0024
0.0000

0.0002
0.0003
0.0006
0.0022
0.0042
0.6000

0.0002
0.0003
0.0006
0.0022
0.0042
0.0000

(¢.0002
0.0003
0.0004
0.0009
0.0000
(.0000

Death
Ordinary
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Duty

0.0001

- 0,000t

£.0001
0.0002
0.0004
0.0000

0.0000
(.0000

0.0000 .

0.0000
0.0000
0.0000

- 0.0001

0.0001
0.0001
0.0002
0.0004
0.0006

0.000¢
0.000C
0.000¢
0.0006
0.000¢
0.0000

0.0001
0.0001
0.6001
0.0002
0.0004
0.6000

0.0000

00000

0.0000
0.0000
0.0000
0.0060

0.0005
0.0005
0.0006
0.0007
0.0000
0.0000

Probability of Separation Prior to Retirement

Actuarial Section

Disability
Ordinary Duty
0.0000 0.0000
0.0003 0.0002
0.0010 0.0008
0.0026 0.0013
(.0043 0.0025
0.0000 0.0000
0.0000 0.0000
0.0002 0.0002
0.0006 0.0008
0.0030 0.0013
0.0019 0.0025
0.0000 ©0.0000
0.0000 (.0000
0.0003 0.0002
0.0010 0.0008
0.0022 0.0018
0.0045 0.0039
0.0000 0.0000
0.0000 0.0000
0.0003 0.0001
0.0030 0.0020
00042 0.0020
0.0073 0.0056
0.0000 0.0000
0.0000 0.0000
0.0002 0.0000
0.6006 0.0001
0.6016 0.0002
- 0.0038 0.0009
0.0000 0.0000
0.0000 0.0000
(.0001 0.0000
0.0002 0.0001
0.0010 0.0003
0.0027 0.0008
0.0000 (.0000
0.0000 0.0008
0.0003 0.0011
0.0009 0.0047
0.0012 0.0125
0.0000 0.0000
0.0000 0.0000

Service
Retirement

0.0060
0.0060
0.0000
0.0107
0.0835
1.0000

0.0000
0.0000
0.0000
0.0327
0.0804
1.0000

0.0000
0.0000
0.0000
0.0200
0.0750
1.0000

0.0000
0.0000
0.0000
0.0160
0.0568
1.0000

0.0000
0.0000
0.0000
0.0000
0.1200
1.0000

0.0000
0,0000
0.0000
0.0000
0.0317
- 1.0000

0.0000
0.0000
0.0000
0.0362
1.0600
1.6000
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Following is a chart which compares the recommended actuarial investment earnings assumption against
the expected returns plus or minus one standard deviation. The expected return is based on Mercer’s
capital market assumptions and the standard deviation is based on a simulation of future returns over 20
years. The standard deviation is an annualized amount over the 20 year period. The expected return (net
of expenses) is 9.4%, and the standard deviation is 2.7%. The 8.25% return is roughly equivalent to the
66th percentile of returns, meaning there is about a 34% chance that the actual 20 year investment return
will be less than the Board’s assumed investment return.

Actuarial Investment Return Assumption vs
Expected (Mean} Return +/- One Standard
Deviation (20 Years)

13.0% T—————|_Mean+SD _| -
120% 1

1M10% T
[Mean |

10.0% +
9.0% ¥
80% T

70% T
50% | Mean - SD

40% T
30% T
2.0% T
1.0% T
0.0%

% Return

Actuarial Assumption = 8.25% |
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Summary of Retired and Inactive Member Benefits *

Statistical Section

Retired Members | 2001 T 2000 [ 1999 | 1998 | 1997 1996
Service Retirement 1 | i | |
Number 2,611 2,383 2,295 2,300 2,293 2,269
Anmual Allowance '
Basic Only $34,500,000 | $30,059,000 | $27,966,000 | $26,159,000 | $24,897,000 [ $23,652,000
Cola $15,165,000 | $13,692,000 | $12,343,000 | $11,910,000 | $10,924,000 | $10,480,000
Total $49,665,000 | $43,751,000 | $40,309,000 | $38,060,000 | $35,821,000 | $34,132,000
Average Monthly Payment $1,585 $1,530 $1,464 $1,379 $1,302 $1,254
Disability Retirement
Number 300 280 263 250 231 222
Annual Allowance
Basic Only $4,597,000 |  $4,014,000 | $3,517,000 | $3,115,000 | $2,540,000 |  $2,347,000
Cola $1,808,000 | $1,591,000 | $1,402,000 | $1,303,000 | $1,172,000 | $1,074,000
Total $6,405,000 |  $5,605,000 | $4,919,000 | $4,418,000 | $3,712,000 | $3,421,000
Average Monthly Payment $1,779 $1,668 $1,559 $1,473 $1,339 $1,284
Beneficiaries
Number 459 439 401 381 353 353
Annual Allowance '
Basic Only $3.213,000 | $2.950,000 | $2,819,000 | $2,154,000 | $5,151,000 | $1.921,000
Cola $3,133,000 |  $2,886,000 | $2,444,000 | $2,204,000 | $1,985,000 | $1,784,000
Total $6,346,000 | $5,836,000 | $5,263,000 | $4,358,000 | $4,140,000 | $3.705,000
Average Monthly Payment $1,152 $1,108 $1,004 | $953 $918 $874
Total Retired Members
Number 3,370 3,102 2,979 2931 N/A N/A
Annual Allowance
Basic Only $42,310,000 | $37,023,000 | $34,302,000 | $31,428,000 N/A N/A
Cola - $20,106,000 | $18,169,000 | $16,189,000 | $15,417,000 N/A N/A
Total $62,416,000 | $35,192,000 | $50,491,000 | $46,845,000 N/A N/A
Avcrage Monthly Payment $1,543 $1,483 $1,422 $1,332 N/A N/A
Inactive Members 747 646 613 522 518 470

* The Actuarial Valuation Report is the source document for this table. The June 30, 2002 Actuarial Valuation will not be
available untii Jarmmary 28, 2003,
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Schedule of Average Monthly Salary of Active Members *
(By Plan and Membership Type)

2001 2000 1999 1998 1997 1996

General Plan 1 $5.477 | $5,143 $4,910 $4.451 $4,200 $4,045
General Plan 2 $4,934 $4,636 $4,301 $3,894 $3,573 $3,553
General Plan 3 $4,516 $4,197 $3,820 $3,522 $3,255 $3,285
General Plan 4 $4,177 $3,831 $3,483 $3,151 $0 $0

General Plan Total $4,700 $4,451 $4,199 $3,880 $3,634 $3,601
Safety Plan 1 $7,327 $6,955 $6,400 . $5,562 $4,670 $4,490
Safety Plan 2 $6,479 $6,102 $5,883 $4,906 $4,135 $3,967
Safety Plan 4 $5,375 $5,271 $4,957 $3,900 $0 $0

Safety Plan Total $6,332 $6,143 $5,855 $5,009 $4,324 $4,170
Probation Plan 1 $5,861 $5,460 $5.100 $4,634 $4,358 $4,296
Probation Plan 2 85,079 $4,654 $4,240 $3,941 $3,548 $3,608
Probation Plan 4 $4,100 $3,660 | $3,119 $3,010 $0 $0

Probation Plan Total $4.744 $4,441 $4,104 83,968 $3,801 $3,858
Total $4,846 $4,603 $4,348 $3,988 $3,704 $3,667

* The source document for this table is the Actuarial Valuation Report. The June 30, 2002 Actuarial Valuation will not be
available until January 28, 2003.
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_ To order you owI copy of Sam CERA s
L June 30, 2002 Comprehensive Annual Financial Report,
complete the following form and send it to SamCERA,
either through the Pony at
. .RET 141,
- _ ortheUS Mail at -
100 Manne Parkway, Suite 125 RE:dWOOd Shores, CA 94065

To: SamCERA ~ Daie:
| Please send me:

. SamCERA’s June 30, 2002 Comprehenszve Annual ananczal Report
0 Very Important Questzons and Answers abour Your General Member Retzrement -
" Benefits :
Very Important Questzons and Answers about Your Safezy Member Retzrement
Benefits - :
SamCERA’s Dzs.solutzon of Marrzage Gmdelmes .
Change of Beneficiary Form . .

D

Q
ja

o Direct Deposit Application’
1o

Notice of Public Mestings of SamCERA s Board of Retlrement

o Minutes of Pubhc Meetmgs of SamC’ERA ;] Boa:rd of Retirement
| From: R :
| Name:_ : - ' Tltle

Department or Other Employer: '
Pony Address, if apphcable ~_ Daie of Retirement if apphcable
Mallmg Address ' - 3 .




