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SaSMC E R AMISSION

SamCERA exists to serve as loyal fiduciary for its members and as prudent
administrator of the retirement system.

SAMC E R ABGOALS

Provide caring, fair, accurate, timely and knowledgeable professional

serviceto SamCERA6 s cl i ents and the public.

in order to appropriately fund the actuarial liabilities of the retirement

system and assure the ability to pay all earned benefits while minimizing

the costs to its employers. Constantly improve the effectiveness of

SamCERA6 s services and the efficiency of
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ADMINISTRATORS LETTEROF TRANSMITTAL

San

Mat eo

SamCERA

County Empl oyees 6 1BMaiine Rarkway, Suitd 25 d cRedwdod @ity, CA 94065

Phone: 650-599-1234 | Toll Free: 1-800-339-0761 | Fax: 650-591-1488 | samcera@samcera.org

C. David Bailey
SamCERA
Chief Executive Officer

Board of Retirement
San Mateo County Employees6é Retirement

Dear Trustees:

| am pleased to present tGemprehensive Annual Financial Report (CAFR) of the
San Mateo County Emp(BanmZER&s the fiBcalt i r e me nt
years ending June 30, 2011, and June 30, 2010.

SamCERAs management is responsible for t
complete, full disclosure of all matters of material consequence and the
fairness of the presentation. Manager

may be reviewed on pagesS24

SamCERAs management is also responsibl e
an internal control structure designed to ensureSaatCERAs asset s ar €
protected from loss, theft, or misuS&amCERAecognizes that even sound

internal controls have inherent limitation®ur internal controls are

designed to provide reasonable, but not absolute, assurance that these

objectives are met. Sufficient internal controls exist to provide reasonable
assurance regarding the safekeeping of assets and the fair presentation of the
financial statements and supporting schedules. As Chief Executive Officer, |
hereby certify th&@8amCER&s sy st em of i nternal cont
this report accurately, completely, fully and fairly discloses all matters of

material consequence.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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Brown Armstrong Accountancy Corporation
provides audit services3amCERAThe
financial audit ensures thdta mMCE RA 0 s
financial statements are presented in
conformity with generally accepted
accounting principles and are free of
material misstatements. Internal controls
are reviewed to ensure tittah MCERA 6 s
operating policies and procedures are being
adhered to and that the controls are
sufficient to ensure accurate and reliable
financial reporting and to safeguard

S a mC E&®%e.sThis report has been
prepared in accordance with accounting
principles generally accepted in the United
States of America as promulgated by the
Governmental Accounting Standards Board
(GASB).

S a mC EfRd@&néiad statements are

prepared on the accrual basis of accounting.

Revenues are taken into account when
earned, regardless of the date of collection.
Expenses are recorded when the
corresponding liabilities are incurred,
regardless of when payment is made.
Investments are reported at fair value. The
Financial Section of this report contains

S a mC EflRandiad statements, required
supplementary schedules, and supporting
schedules.

S a m C Efenflibgsobjective is to satisfy all
benefit commitments by following an
actuarially prudent funding plan, by
obtaining superior investment returns
consistent with established risk controls and
by minimizing employer contributions to the
retirement fund.

SamCERANgages an independent actuarial
consulting firm, Milliman, Inc., to conduct

an annual actuarial valuation of the plan.
The purpose of the valuation is to reassess
the magnitude of the benefit commitments

in comparison with the assets expected to be
available to support those commitments so
that employer and employee contribution
rates can be adjusted accordin§gmCERA
strives to provide the most recent financial
and actuarial data in its annual report.
Therefore, the actuarial valuation of June 30,
2011, is used in this CAFR.

Authority, Responsibilities & Duties

SamCERMvas created by the Board of
Supervisors in 1944, pursuant to the
provisions of Cal
Empl oyeesd Retirement
Act) and County Ordinance 564.

SamCERArovides retirement, disability and
death benefits for its eligible members in
accordance with the provisions of the
Constitution of the State of California and
the provisions of Section 17 of Article XVI
of the Constitution of the State of California
and the County
of 1937 commencing at Government Code
Section 31450 as well as applicable statutes,
regulations and case law.

The Board of Retirement serves as fiduciary
for all ofS a m C ErRenbess. The board is
responsible for administering the provisions
of the 0637 Act that
has made applicable to San Mateo County.
The Board of Retirement has adopted its

Mission & Goals, Statement of Strategic Services,

SaM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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Regulations of the Board of Retirement, applicable provisions se
SamCERAOGs | nvest ment dndtheilagvyand rdes gogemigfédsral
Sources, Uses and Budget Report, Conflict of Social Security benefits. The remainder of

Interest Code, Code of Fiduciary Gomatluct SamCERAs member s are | aw e
Delegation of Authority, & dbcument the employees classified as Safety Members or
boardoés policies. | nPrabationiSafétydvtiembers. hTbesebmembers h a s
executed contracts for the professional are covered by specific Safety Member

services of an actuary, investment consultant, pr ovi si ons of the 0637 Ac
investment managers, a global custodian and by Social Security.
a medical advisor to help the board fulfill its

duties. The boardo6s professional consultants
are highlighted in the organizational chart I encourage you to review the following
on page 20. narrative introduction as well as the

Management Discussion and Analysis
beginning on page 24.

SamCERAs Chi ef Executive Officer (CEO)

is responsible for the dday operations

of the association. The CEO serves atthe  Looking Backward and Forward

pleasure of the Board of Retirement and

manageSamCERAs oper at i ons T/ddkes

accor dance \Delegationtoh e oar dos

Authority SamCER&As st af f - of t’&\'f%arlu §elglew'g§japqomted by the Board

time employees is responsible for assuring of Supervisors in June 2011 to fill the

that the needs of the members, employers vacant, unexpired term of the n inth
and board are met in accordance with the member. Ms. Settles is a business professor

high standards set forth ia mMC E R A 6 at the City College of San Francisco. Her

Mi Ssi onstaemesiSariCERRS s t aja?hmg experiences also include the

. A ) ni versity of San Franci
is sworn to carry out its fiduciary duties in CoIIe e and San Francisco State Universit
accordancé:odwofl:ldu(:lasytaff g Y

Form re than 10 years she served as the

Conduaa nd t he st Refiofmasce o Y€Rair aslhn Francisco Bay Area Rapid

Standards Transit Dlstrlct (BART) Investment Plans
Committee. Her term will expire June 30,

SamCERAs member s i ncl ud2013

employees of the County of San Mateo, the
San Mateo County Mosquito and Vector

Control District, the Superior Court of the Retirement Board as the constitutional

County of San Mateo, all vested former alternate for lordjme County Treasurer Lee
employees who elected deferred retirement, Buffington. At the end of 2010, Mr.

and all current retirees and benefit

recipients. More than 85% 8BmCER® s
members are classified as General Members.
General Members are covered by the

1 per manent

For many yeafSandie Arnottsat on the

Buffington retired and Ms. Arnott was
elected Treasurer/Tax Collector for San
Mateo County. She plans to continue
serving on the Retirement Board.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT]| 2011
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The officers for the Board of Retirement at
the end of the 201R011 fiscal year were
Albert David Chair;Sandie Arnott Vice
Chair; andNatalie Kwan Lloyd Secretary.
These officers were elected in October 2010
and, thus, served less than a full year term.
They will continue to serve during the 2011
2012 fiscal year.

Other board trustees for the 262011 fiscal
year areEric Tashman, David Spinello,
Paul Hackleman, Michal Settles, Benedict
Bowler, and Lauryn AgnewAlternate
trustees arAlma SalasSafety Alternate,
andJohn Murphy, Retiree Alternate.

Each board term is three years. The
SamCERAoard of Retirement consists of
nine members. Four positions are appointed
by the Board of Supervisors. Four members
are elected from the membership. The
County Treasurer is a member of the board
by virtue of her office.

Elections

SamCERAnNd its county Elections Division
are planning to allow Internet voting for the
next trustee elections to be held in June
2012. All previous elections have been by
paper ballot. The expectation is that an
Internet election will increase turnout,
which has been about 20% of eligible voters
for recent elections. After substantial
researchSamCERAelieves that an Internet
election will not only be secure, but more
secure than a paper ballot election. It will

also be green (less paper and less gas burned

in delivery of ballots), and more convenient
for voters (no more envelope sealing, walking
to the mailbox, etc.).

Investments

For the fiscal year ending June 30, 2011,
S a mC Efenl 6asne®3.92%

Working with its investment consulting

firm, Strategic Investment Solutions, and
Chief Investment OfficeGary Clifton, the
Retirement Board continued to build its
alternatives portfolio. The overall target
portfolio allocation is 53% equities, 22%
fixed income, 20% alternatives and 5% real
estate. The new alternatives portfolio will be
constructed with 8% private equity, 6% risk
parity, 3% hedge funds and 3%
commodities. It will most likely take more
than an additional twelve months to fully
implement some of the alternative strategies.
SamCERAxpects the portfolio changes will
reduce risk and increase returns. This has
been the case over the short period in which
some of the strategies have been
implemented.

Staffing

During the 2012011 fiscal year, the Board

of Retirement and the San Mateo County
Board of Supervisors recognized the growing
complexity of the retirement system and the
need to maintain quality services for system
members by approving three new positions
for SamCERAAN Executive Secretary
position was added to consolidate duties in
service to the board, the Chief Executive
Officer and otheSamCERAanagers.

Most of the duties of the Executive Secretary
were previously performed by the Investment
Analyst. The new position will allow the
Investment Analyst to focus on investment
related duties, which have increased with the
implementation of a 20% allocation to
alternative investments. The system was

SaM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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pleased to seleMilita Meitz to fill this

position. ACommunications Specialist
position was added to consolidate the many
and varied communications responsibilities
of the associationColin Bishopwas
welcomed to this position in May 2011.
Finally, aChief Legal Counsedosition was
approved in June 2011. With this action,
SamCERAecame the 10th 1937 Act
retirement association to establishause
counsel. Previously, all legal services were
provided through the
Office. S a m C EfRsAChief Legal

Counsel iBrenda Carlson Ms. Carlson

was a Chief Deputy County Counsel for San
Mateo County and in that role provided
legal services 8amCERfor more than 15
years.

Actuarial Valuation

SamCER&s actuari al
Milliman, Inc., conducted an Experience
Study in concert with its June 30, 2011,
Actuarial Valuation. Actuarial audits of
both the Experience Study and the
Valuation were performed by the Segal Co.

In the early stages of the valuation, the

Board of Retirement discussed the assumed
earnings rate of the system along with other
economic assumptions. Among the
information the board reviewed were
earnings projections for all asset classes from
a variety of investment consulting firms.

The board kept its annual assumed earnings
rate at 7.75%.

Key results of the June 30, 2011 valuation
showed improvement in the Funded Ratio,
and slight reduction in employer Normal
Cost and Unfunded Accrued Actuarial

Liability (UAAL). The Funded Ratio, a
measurement of the funded status of the
system, increased from 70.3% to 74.1%.

The Employer Normal Cost rate decreased
from 11.57% to 11. 25 %;
required contribution rate to finance the

UAAL over 15 years deceased slightly from
19.83% to 19.72%.

Plan Changes

S0 Matee Gounty gsaneiugles mestof its

negotiations with its bargaining units. The
resulting agreements will reduce retirement
formulas for new hires and shift some costs.
For most new hires in the 20212 fiscal
year pension formulas will be at the levels
they were at prior to adoption of enhanced
formulas in the middle of the last decade.
The majority of new hires will also pay 50%
of the actuarially determined Cost of Living

c o n sAdjustment COEA), anghin some cases

there is additional cost sharing.

General employees hired on or after August
7, 2011, will choose between an existing non
-contributory plan or a 2% @ 61.25
contributory plan. The current general
member contributory plan is 2% @ 55.5.
Newly hired deputy sheriffs after January 8,
2012 will go into a 3% @ 55 plan. Current
members are in a 3% @ 50 pl&urrent
probation officers are entitled to the 3% @
50 formula. New hires after July 10, 2011

will be allowed to choose between the 3% @
55 plan with a cost share contribution of
3.5% of pay, or a 2% @ 50 plan with no cost
share. All new hires in these bargaining
units will also pay half the actuarial cost of
COLAs.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT]| 2011
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Cost of Living Allowance

The Bay Area experienced low inflation
during 2010 according to the U.S. Bureau of
Labor Statistics, resulting in a 1.5% COLA
for nearly alSsamCER/fetirees and
beneficiaries. California law requires that

S a mC E®AAsde based on the annual
change in the Consumer Price Index (CPI)
for the San Francis€daklandSan Jose area
as determined by the federal Bureau of
Labor Statistics. To determine this change,
SamCERAompares the average CPI of one
year to the average CPI of the next. The law
also requires the amount to be rounded to
the nearest orealf of one percent.

For calendar year 2010, the Bay Area CPI, as
validated bys a m C E &tdadia firm,

Milliman, Inc., showed a 1.37% increase.

Per law this number was rounded to 1.5%,
and this COLA percent was applied for

nearly all members.

New Administrative Expense Cap

The passage of Assembly Bill 609 changes
the 1937 Act system administration expense
limit from 23 basis points (bp) of total assets
to 21 bp of Accrued Actuarial
Liability. Si nce t he
consistent from year to year and not affected
by capital market volatility, the change will
allowSamCER# manage its administrative
expenses more effectivelyamCERAill

use the new cap beginning with the FY 2011
2012 administrative budget.

Information Technology

In FY 201@011SamCERAompleted
virtualizing 100% of its server environment,
which brings many advantages in technology

sy st e moStratbgic 2lbnhihgi t y

administration and eases the task of offsite
disaster recoveryamCERAIlso

implemented paperless board technologies
using the Apple iPad, which cuts the board
packet expense by more than half, reduces
the amount of staff time required to
assemble packets, and has a positive
environmental impact.

In FY 2012012SamCERAill be working
on several projects including website
redesign, penetration testing for the web
member portal, and the hiring of an
oversight technology project manager.
SamCERMill continue to improve its
technology infrastructure this fiscal year, in
part by upgrading technologies used for
backupsSamCERAill also upgrade and
enhance the financial software which is used
in-house.

The oversight manager will hEpmCERA

with its major multyear projects including a
pension system request for proposal (RFP),
electronic content management and

imaging, data cleansing, and business process
optimization projects.

i's mor e
During a retreat held February 9 and 10,
2011, the staff began working through the
steps in a strategic planning process as
recommended by the Government Finance
Officers Association (GFOA). As a result of
the retreat planning, during the 202012
fiscal yeaBamCERMill pursue three major
goals, all of which are derived from and
consistent witts a m C ErRigsiorns
statement:

1. Constantly improve the effectiveness and

SaM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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efficiency of THsa mCE Rfguasdutep er at i ons.
will include assuring th&amCERMAs

ready to serve new employees under new

benefit formulas and contribution rates, ~ Certificate of Achievement and
addressing expanding needs for legal Acknowledgements

services, and taking the next steps to

upgradeS a m C Edor& technologies.
Pg g For the fourteentltonsecutive year, the

2. Prudently manage the assets in orderto  GFOAhas awardeBamCERAs Certificate
appropriately fund the actuarial liabilities of of Achievement for Excellence in Financial

the retirement associd¥lejor projects Reporting. This award was in recognition of
under this goal include building the S a mC E AR fsr the year ended June
alternatives portfolio, assessing the 30, 2010. The certificate is reproduced on
results of the 2011 actuarial valuation, page 16.

experience study and actuarial audit, and
considering the benefits of commission
recapture. SamCER/s also the recipient of the GFOA

3. Provide caring, fair, accurate, timely and é\wartlj fo;\OutsIt?:r_lding _Alcgieverr!ent iFr:AFR
knowledgeable professional services to opular Annual Financial Reporting ( )

SamCERAG6s clients a Igoathetelﬁhérye rﬁupnlmg.T e association
Constantly improve the effectiveness of re ceived this hanor for the PAFR for the
SamCE RA 6 Bhis goal will inctuges . fiscal year ended June 30, 2010.

the development of a Comprehensive
Communications Plan to take into
account increasing member needs for
education and new technologies
available to help members make
informed decisions about their benefits.

These awards recognize contributions to the
practice of government finance exemplifying
outstanding financial reporting; in doing so,
they stress practical, documented work that
offers leadership to the profession.

Each goal has a number of specific projects
designed to help achieve it. The projects
incorporate ideas generated during all six
staff retreats beginning in 2005. The 2011
2012 plan iS a m C ErRoAt@rmbitious.

The plan includes 51 projects for the staff to
initiate and/or complete during the fiscal
year. During the previous plan year, the staff
completed 14 projects. Projects that were
not completed but still relevant were moved
to the 2012012 Action Plan. In the
previous five years staff have completed a
total of 106 projects, all in addition to their

The Public Pension Coordinating Council
presentecéamCERAs Public Pension
Standards Awdad 2011. The award
recognizes th&amCERAas met
professional standards for plan funding and
administration as set forth in the Public
Pension Standards of the Council. The
standards judge retirement systems on their
Funding Adequacy, Comprehensive Benefit
Program, Actuarial Valuation, Independent
Audit, Investments and Communications.
The award is reproduced on page 17.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT]| 2011
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The compilation of the CAFR in a timely
manner reflects the combined efforts of
S a m C E gl dnder the leadership,
dedication and support of the Board of
Retirement.

The association continues to maintain the
highest financial reporting standards while
providing quality services to its members. |
am sincerely grateful to tBamCERABoard

of Retirement and staff who perform so
diligently to ensure the successful operation
and financial soundness ®amCERA

Respectfully submitted,

C. David Bailey, Chief Executive Officer
October 19, 2011

SaM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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GFOA CERTIFICATEOF ACHIEVEMENT

Certificate of
Achievement
for Excellence
1n Financial
Reporting
Presented to

San Mateo County
Employees' Retirement Association

California

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2010

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

i

President

Executive Director

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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PPCC PuBLIC PENSION STANDARDSAWARD

Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration
2011

Presented to

San Mateo County Employees’ Retirement Association

In recognition of meeting professional standards for
plan funding and administration as
set forth in the Public Pension Standards.

Presented by the Public Pension Coordinating Council, a confederation of

National Association of State Retirement Administrators (NASRA)
National Conference on Public Employee Retirement Systems (NCPERS)
National Council on Teacher Retirement (NCTR)

b

Alan H. Winkle
Program Administrator

SAM CERA C OMPREHENSIVEANNUAL HNANCIAL REPORT| 2011
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MEMBERSOF THEBOARD OF
RETIREMENT

Sandie Arnott
Ex Officio per the 1937 Act,
First Member

Sandie Arnott is the San
Mateo County Treasurer/

Tax Collector. She first
began serving in this office

in January 2011. She served as Assistant
County Treasurer for many years during
which she was also active on the Retirement
Board. Currently she is the Board Vice
Chair. Her current term as Treasurer/Tax
Collector runs through the end of 2014.

Albert David
Elected by the General
Members, Second Member

Albert David is an
Information Services Dept.
IMSHealth Relationship
Manager for San Mateo
County. He is also a retired Army Reserve
Lieutenant Colonel. He joined the board in
July 2008. He wasetected to a full term in
2009 and serves as Board Chair. His term
will expire June 30, 2012.

Natalie Kwan Lloyd
Elected by the General
Members, Third Member

Natalie Kwan Lloyd is an
Appraiser in the San Mateo
County Assessor's Office.
She joined the board in July
2008 to serve out the
unexpired term of Tom Bryan. She is
currently the Board Secretary. In June 2010
she was elected to a full term which will
expire June 30, 2013.

MEMBERSOF THEBOARD OF RETIREMENT

Eric Tashman
Appointed by the Board of
Supervisors, Fourth
Member

Eric Tashman is a public
finance partner in the San
Francisco office of law firm
Sidley Austin LLP, where

he is head of the firm's West Coast public
finance practice group. He was appointed by
the Board of Supervisors in 2009. He is a
member of the Audit Committee. His term
expires June 30, 2012.

Benedict J. Bowler
Appointed by the Board of
Supervisors, Fifth Member

Ben Bowler is the Assistant
Treasurer of Finance and
Planning at Co#Way, Inc.
He was appointed in
August 2008 to fill the
unexpired term of the Fifth Member. He is
chair of the Investment Committee. In June
2010 he was smppointed to a full term,
which will expire June 30, 2013.

Lauryn Agnew
Appointed by the Board of
Supervisors, Sixth Member

Lauryn Agnew is a

Principal at Seal Cove
Financial and Chair of the
Investment Committee at
United Way of the Bay

Area. She was appointed by the Board of
Supervisors in 2009. She is a member of the
SamCERMvestment Committee. Her term
expires June 30th, 2012.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT| 2011



MEMBERSOF THEBOARD OF RETIREMENT| | NTRODUCTORYSECTION | 19

David Spinello

Elected by the Safety
Members, Seventh Member John Murphy
Elected by the Retired
Members, Retiree

Alternate

David Spinello is a Deputy
with the San Mateo County
Sheriff's Office. He was
elected to the board in 2009
and began his term in July of that year. He is
a member of the Audit Committee. His term
expires on June 30, 2012.

John Murphy was

appointed by the Board of
Retirement in July 2006 to
serve as the Retiree
Alternate. He was elected to the alternate
position in June 2007 and again in 2010. He
substitutes in the absence of the Eighth
Member and his term will expire June 30,
2013.

Paul Hackleman
Elected by the Retired
Members, Eighth Member

Paul Hackleman was elected
in June 2010 to serve as the
Retired Member of the
Board of Retirement. Paul
served as the county
Benefits Manager from 1982 through March
2008. Today he is the head of I.C. Benefits
Consulting. His term will expire June 30,
2013.

Alma Salas
Elected by the Safety
Members, Safety Alternate

Alma Salas is a Probation
Services Manager with San
Mateo County. Alma

joined the board in May of
2001. She served as Board
Chair during the 20042005 fiscal year. She
was elected to serve as the Safety Alternate
beginning July 2006. In this role she will

] ] ) substitute in the absence of the Second,
Michal Settles is a business Third. or Seventh Member.

professor at the City

College of San Francisco.
Her teaching experience

also includes The University
of San Francisco, Saint Maryodos Coll ege, and
San Francisco State University. For more
than 10 years she served as the chair of the
San Francisco Bay Area Rapid Transit
District (BART) Investment Plans
Committee. She was appointed by the Board
of Supervisors in June 2011. Her term will
expire June 30, 2013.

Michal Settles
Appointed by the Board of
Supervisors, Ninth Member
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$2.3 billion

ASSEWVALUE

SamCERAG6s t ot al net assets have
grown by 27.6% since the previous
fiscal year.
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Certified Public dccountants
INDEPENDENT AUDITOR’'S REPORT

Board of Retirement
San Mateo County Employees’ Retirement Association

We have audited the accompanying Statement of Fiduciary Net Assets of the San
Mateo County Employees’ Retirement Association (SamCERA) as of June 30, 2011
and 2010, and the related Statement of Changes in Fiduciary Net Assets for the
years then ended. These financial statements are the responsibility of SamCERA
management. Our responsibility is to express an opinion on these 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 Audliting Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the fiduciary net assets of SamCERA as of June 30, 2011 and 2010, and its
changes in fiduciary net assets for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that
the management’s discussion and analysis and the schedules of funding progress
and employer contributions be presented to supplement the basic financial
statements. Such information, although not a part of the financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.
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Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The Other Supplementary Information as listed in the table of contents, and the Investment,
Actuarial and Statistical Sections are presented for purposes of additional analysis and are not a required
part of the basic financial statements of SamCERA. The Other Supplementary Information as listed in the
table of contents has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole. We did not audit the information contained in the Investment, Actuarial and
Statistical Sections and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated October 19,
2011, on our consideration of SamCERA's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Govermnment Auditing Standards and should be considered in assessing the results of
our audit.

BROWWN ARMSTRONG
ACCOUNTANCY CORPORATION

AL

Bakersfield, California
October 19, 2011
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MANAGEMENTS DISCUSSIONAND investment gains of $454.3 million

ANALYSISFEISCAL YEAR 2010- (excluding investment expense of $16.6
million), security lending income of

2011 $530,311 and other additions of
$73,305. The 81% increase over the

As fiduciaries of the San Mateo County prior year is mainly due to exceptional

Empl oyees6 Retirement MAyestpentgains ang increaspeeemplaydr e r

readers o8amCER®@\financial statements contributions.

this narrative overview and analysis of its 1 Expenses (Deductions in Fiduciary Net

financial position and results of operation Assets) increased from $128.3 million

for the fiscal years ended June 30, 2011, and  $135.9 million over the prior year, or

2010. The information presented here, in approximately 5.91%T he fiscal year

conjunction with the Notes to the Financial 2011 expenses include $129.8 million in

Statements beginning on page 36, provides a  benefit payments, $2.5 million in

clear picture 08 a m C E dveéxdl financial member refunds, $3.5 million in

status and activities. administrative expenses and $9,529 for

other expenses. The majority of this

Financial Highlights increase was due to an increase in the

1 $2.3 billion in net assets as of June 30, amount of benefits paid in the fiscal
2011, are held in trust for pension year.
benefits. All of the assets are availableto T SamCER&s actuari al value
meet & m C E R#gdirsy obligation to _$87.4 million of unrecognized
plan participants and their beneficiaries. investment losses as of June 30, 2011, a
T S a mC EtBtadl Besassets held in trust 76% decrease compared to $363.2

for pension benefits increased by $501.9 million in the prior year.

million or 27.64%primarily as a result

of positive investment returns. Overview of Financial Statements

f SamCERAs funding obj e dfiSdgassiponandianalysiss ntended to
longterm benefits obligations through serve as an introducton®a mCERA 0 s
contributions and investment income. financial statements, which are comprised of
As of June 30, 2011, the actuarial these components:
funded ratio foSamCERMKcreased , ] )
from 70.3% to 74.1%. The increase is 1. Comparative Statements of Fiduciary

primarily from required contributions Net Assets ,
made to the fund. P-h GOMpagatve atements of Chagges in
recognized asset gain is offset by Fiduciary Net Assets
recognition of asset loss deferred from 3. Notes to the Financial Statements
prior years. 4. Required Supplementary Informatlon

1 Revenues (Additions to Fiduciary Net 5. Other Supplementary Information
Assets) for the year were $637.7 million
which includes employer contributions
of $150.5 million, member
contributions of $49.0 million,

Please note, however, that this report also
contains clarifying information to
supplement the basic financial statements
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listed above.

The Comparative Statement of Fiduciary
Net Assetss a snapshot of account balances
at yeaend. It discloses the assets available
for future payments to retirees and their
beneficiaries and any current liabilities that
are owed as of June 30, 2011. The net

assets, which are assets less liabilities, reflect

the funds available for future use.

The Comparative Statement of Changes in
Fiduciary Net Assetsrovides a view of all

the activities that occurred during the fiscal
year and shows the impact of those activities
as additions and deductions to the plan.
Both statements are in compliance with
Governmental Accounting Standards Board
(GASB) pronouncements.

The Comparative Statement of Fiduciary
Net Assets and the Comparative Statement
of Changes in Fiduciary Net Assets report
information aboutS a m C E & tivities.
These statements include all assets and
liabilities, using the accrual basis of
accounting, which is similar to the
accounting used by most privegetor
compani es. All of

in S a mC Erettasdssts are one indicator of
whether its financial position is improving or
deteriorating. Other factors, such as market
conditions, should be considered in
measuring a m C E dve&all 8nancial
position. The increase fita mMC EfffaA 6 s
net assets for the year ended June 30, 2011,
was 27.64%. This increase reflects in part
the overall asset appreciation in the global
capital markets. Although it is an indicator
thatS a m C EflRandiad position improved
during the past fiscal year, it does not
represent a trendS a m C EtBt& gress

fund return of 23.92% outperformed

S a mC E'R7A% actuarial assumed interest
rate. The net deferred investment losses
from the past five years decreased
significantly from$363.2 million in FY

2010 to-$87.4 million in FY 2011. The
investment gains from FY 2011 have been
added to prior year losses to be spread over
the next five years.

S a m C E Raetnent of Fiduciary Net
Assets and Statement of Changes in

Fiduciary Net Assets appear on pages 34 and

35.

revenues and expenses are recognized when additional information that is essential to a

they are incurred, regardless of when cash is
received or paid. All investment purchases
and sales are reported as of the trade date,
not the settlement date. Investments are
reported at current fair value. Both realized
and unrealized investment gains and losses
are recognized. Each component of capital
assets is depreciated over its useful life.

These two statements rep8ra mC EfRtA 6 s
assets held in trust for pension benefits as
one to measur e

full understanding of the data provided in

the financial statements. The Notes provide
detailed discussion of key policies, programs,
and activities that occurred during the year.
Notes to the Financial Statements appear on
pages 360.

Required Supplementary Information
follows the notes and provides additional
information and detail concerning

S a mC EfRRofréss in funding its

position. Over time, increases and decreases me mb e r s

way

t h&ligibnd @ prévide pendidnbénkfits to
, the trend
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contributions, pertinent actuarial current and prior periods.

information as of the latest valuation, and

notes to the schedules of trend information. S a m C ERdidasy Net Assets held in

The postemployment benefit program is trust for pension benefits as of June 30,
administered by the plan sponsor, San 2011, totaled $2.3 billion whiatepresents
Mateo County (pl ease anééreasef$604.9 millioaor206d4% t y 0 s
CAFR for additional information). Required over the period. The increase during the
Supplementary Information appears on page fiscal year is mostly due to market

61. appreciation of investments, and higher
employer contributions. All of the net assets

Other Supplementary Informatiorincludes are available to megta m C E dhgoing

the schedules of administrative expenses, obligations to plan participants and their

schedule of investment expenses, and beneficiaries.

schedule of payments to consultants. These

schedules are presented immediately In Table 1, total assets are comprised of

following the Required Supplementary i nvest ments at fair valu

Information on page 61. The other assets are cash and deposits,
security lending cash collateral, receivables,

Financial Analysis prepaid expense and capital assets. The

increase in other assets from FY 2010 to FY
2011 is due to cash transactions for the
security lending program as well as the

Tables 1, 2, 3, 4 and 5 summarize and
compareS a mC EflRa@ndia results for

SAMC E R ANETASSET$C ONDENSED): TABLE 1
For the Years Ended June 30, 2011 and 2010

Amount Percent

2011 2010 Increase/ Increase/

Decrease Decrease
Investments at Fair Value $2,271,145,860 $1,753,167,629 $517,978,231 29.55%
Other Assets $426,668,536 $352,017,057 $74,651,479 21.21%
Total Assets $2,697,814,396 $2,105,184,686 $592,629,710 28.15%
Total Liabilities $380,038,567 $289,288,231 $90,750,336 31.37%
Net Assets $2,317,775,829 $1,815,896,455 $501,879,374 27.64%

For the Years Ended June 30, 2010 and 2009

Amount Percent

o g e
Investments at Fair Value $1,753,167,629 $1,565,558,673 $187,608,956 11.98%
Other Assets $352,017,057 $264,382,782 $87,634,275 33.15%
Total Assets $2,105,184,686 $1,829,941,455 $275,243,231 15.04%
Total Liabilities $289,288,231 $238,541,897 $50,746,334 21.27%
Net Assets $1,815,896,455 $1,591,399,558 $224,496,897 14.11%
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amount of receivables from brokers for
investment sold. The increase in other assets
from FY 2009 to FY 2010 is also attributed

to the security lending cash collateral and
due from brokers for investment accounts.
The total liabilities referred to in Table 1 are
the following payables: investment
management fees, due to broker for
investments purchased, collateral payable for
security lending and other miscellaneous
payables. The increase in total liabilities for
FY 2011 is due to an increase in the amount
due to brokers for investments purchased as
well as collateral payable for security lending.
The increase in total liabilities from FY 2009
to FY 2010 represents an increase in
collateral payable for security lending.

Capital Assets

As of June 30, 2011, the balance of

S a mC Edapital assets (net of
accumulated depreciation and amortization)
remained at $0. The capital expenditures in
the fiscal year ended June 30, 2011 were for
various technology infrastructure. The
purchases were generally less than $15,000
and expensed in the fiscal year.

Reserves

The statement & a m C Ergskroes as
shown in Table 2 indicates h&a MCERA 6 s
fiduciary net assets have accumulated in the
current fiscal yealS a m C Ergskries are
established from employer and member
contributions and the accumulation of
investment earnings, after deducting
investment and administrative expenses (see
Table 2). When a member retires, the
fiduciary net assets attributable to that
member are transferred to the Retiree
Reserves from the Member Reserves and

Despite recent market volatility and
enriched retirement benefiSamCERA
remains in a good financial position to meet
its obligations to plan participants and
beneficiaries.

SAaMC E R ARESERVESTABLE 2

VALUATION RESERVES
Member Reserves
Employer Advanced Reserves
Retiree Reserves
Cost of Living Reserves
NON-VALUATION RESERES
Unallocated Earnings

Market Stabilization Account

2011

$485,125,877
$310,568,622
$765,312,626

$760,505,829

$83,655,373

($87,392,498)

2010

$449,354,818
$264,507,768
$693,630,776

$682,673,956

$88,908,428

($363,179,291)

2009

$412,146,516
$235,873,867
$636,170,664

$625,488,423

$0

($318,279,912)

Net Reserves Held in Trust for Pension Benefits

$2,317,775,829

$1,815,896,455

$1,591,399,558
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County Advanced Reserves. During the past

several years the following significant Board

actions have impacted the reserve accounts:

1 The adoption of the GASB
Pronouncement 25, which mandates
that investments be stated at fair value,
effective in fiscal year 199%096.

f  The creation of the Market Stabilization
Account as recommended by William
M. Mercer,S a m C E&Ktdavysat that
time.

1 The Board of Retirement adopted a
policy in 2002 which states that the
amount of investment earnings added or
subtracted from the Market Stabilization
Account cannot exceed 20% of the
investment return. If it does, then the
excess is allocated to the Valuation
Reserves.

In December and June of each year, the
actuarial assumed investment returns are
credited to each of the Valuation Reserves.
When actual investment returns differ from
the actuarial assumed investment returns,
the surplus or deficit is recorded in the
Market Stabilization Account. The balance
of the account is allocated to the Valuation
Reserves over a fixgar period. This
process reduces the volatility of annual
contribution rates for the employers. This
yearS a m C E NRa#két Stabilization
Account decreased by $275.8 million to
$87.4 million of deferred loss to be
recognized over the next five years.

Additions to Fiduciary Net Assets

The primary sources of funding for

SamCERAember benefits are employer
contributions, member contributions, and
net investment income. Total additions to

MANGEMENT® DISCUSSIONAND ANALYSIS

fiduciary net assets for the fiscal years ended
June 30, 2011, and 2010 were $637.7
million and $352.8 million respectively.

The increase in FY 2011 was primarily due
to market appreciation of assets and a result
of the asset allocation changes that the
Board of Retirement implemented during

the fiscal year. The new investment
strategies included further diversification of
the fixed income portfolio and the addition

of alternative investments. Employer
contributions also added to the increase in
additions to Fiduciary Net Assets.

Employer contributions for FY 2011 were
$150.5 million, an increase of $44 million
over the prior year. The significant increase
was primarily a result of a substantial

i ncrease in the
contribution rate to finance the UAAL over
fifteen years. The required total
contribution rate increased from 23.62% to
34.00% of payroll and was almost entirely
due to the recognition of accumulated asset
losses. Member contributions were $49
million. The $1.3 million decrease over FY
2010 is due to a combination of a decrease
in labor force as well as a decrease in
member optional service credit purchases.

SAM CERA COMPREHENSIVEANNUAL HNANCIAL REPORT]| 2011
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ADDITIONSTO FDUCIARY NETASSET$C ONDENSED): TABLE 3

For the Years Ended June 30, 2011 and 2010

Amount Percent
2011 2010 Increase/ Increase/
Decrease Decrease
Employer Contributions $150,474,872 $106,265,329 $44,209,543 41.60%
Member Contributions $49,013,027 $50,318,477 (%$1,305,450) -2.59%
Investment Income/(Loss) $454,254,572 $204,317,017 $249,937,555 122.33%
Less Investment Expense ($16,600,673) ($8,905,477) ($7,695,196) 86.41%
Security Lending Income $530,311 $742,936 ($212,625) -28.62%
Other Additions $73,305 $41,474 $31,831 76.75%
Total $637,745,414 $352,779,756 $284,965,658 80.78%
Current Membership 10,582 10,556 26 0.25%
For the Years Ended June 30, 2010 and 2009
Amount Percent
2010 2009 Increase/ Increase/
Decrease Decrease
Employer Contributions $106,265,329 $106,123,055 $142,274 0.13%
Member Contributions $50,318,477 $50,371,591 ($53,114) -0.11%
Investment Income/(Loss) $204,317,017 ($446,191,499) $650,508,516 -145.79%
Less Investment Expense ($8,905,477) ($11,117,817) $2,212,340 -19.90%
Security Lending Income $742,936 $1,631,274 ($888,338) -54.46%
Other Additions $41,474 ($15,957) $57,431 -359.91%
Total $352,779,756 ($299,199,353) $651,979,109 -217.91%
Current Membership 10,556 10,708 -152 -1.42%
ADDITIONSTO HDUCIARY NETASSETS
FY 20062011
800,000
600,000
., 400,000
=
8 200,000
£
f};‘ - T
(200,000)
(400,000) 6/30/2006 6/30/2007 6/30/2008 6 6/30/2010 6/30/2011
(600,000)
u Investment uEmployee mEmployer
Income Coniribution Confributions
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Deductions from Fiduciary Net
Assets

SamCER#vas 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 members,

and the cost of administering the system.
Deductions for the fiscal year ended June 30,
2011, totaled $135.9 milliomn inaease of
5.91% over the prior fiscal year (refer to
Table 4).

Retirement annuities, survivor benefits, and
permanent disability benefits were $129.8
million, an increase of $7.7 million or 6.3%
over 2010. The growth in benefit payments
was due to the combined effects of the
following: (1) the net increase in the number
of retirees and beneficiaries for the year and
(2) the increase in the average retirement
allowance of those who were added to the
retirement payroll.

Member refunds were $2.5 million in 2011,
a decrease of $0.3 million-8r56% over
2010.

Administrative expense was $3.5 million for
2011. Administrative expense covers the
basic costs of operating the retirement
system. These include staffing, office
expense, information technology systems,
depreciation, and miscellaneous expenses.
Approximately half of the administrative

expense is for staffing (wages, fringe benefits,

and temporary labor).

The systembs admini
increased by $174,559 or 5.18% in fiscal
year 2011. The increase in expenditure is
mostly attributable to the increase in

strative

MANGEMENT® DISCUSSIONAND ANALYSIS

staffing. SamCERAired three new
employees during the fiscal year.

Expenses f@&@ a m C E frofedssonal

services are included with investment
expense. For the fiscal year ended June 30,
2011 the expenditures for actuarial services,
custodian services and investment consultant
services increased by $254,004 compared to
2010. The higher custodial and investment
consultant fees result from a change in asset
allocation structure, including the addition

of several new investment managers and
alternative investments. Investment
management fees are driven by contractual
agreements and based on total fair market
value of assets under management. The
combination of the implementation of
alternative investments (private equity, hedge
funds and risk parity) as well as market
appreciation of assets resulted in higher
investment management fees in 2011.

Deductions of $135.8 million are less than
additions of $637.7 million, resulting in an
increase of $501.9 million in fiduciary net
assets for the fiscal year ended June 30,
2011.

expenses
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DEDUCTIONSIN HDUCIARY NETASSETSTABLE4

For the Years Ended June 30, 2011 and 2010

Amount Percent
2011 2010 Increase/ Increase/
Decrease Decrease
Retiree Benefits $129,834,540 $122,141,091 $7,693,449 6.30%
Member Refunds $2,474,445 $2,736,025 ($261,580) -9.56%
Administrative Expenses $3,547,526 $3,372,967 $174,559 5.18%
Other Expenses $9,529 $32,776 ($23,247) -70.93%
Total $135,866,040 $128,282,859 $7,583,181 5.91%
Benefit Recipients 4,147 4,002 145 3.62%
For the Years Ended June 30, 2010 and 2009
Amount Percent
2010 2009 Increase/ Increase/
Decrease Decrease
Retiree Benefits $122,141,091 $113,990,807 $8,150,284 7.15%
Member Refunds $2,736,025 $2,794,916 ($58,891) -2.11%
Administrative Expenses $3,372,967 $3,286,995 $85,972 2.62%
Other Expenses $32,776 $67,139 ($34,363) -51.18%
Total $128,282,859 $120,139,857 $8,143,002 6.78%
Benefit Recipients 4,002 3,935 67 1.70%
DEDUCTIONSTO HDUCIARY NETASSETS
FY 20062011
150,000
140,000
130,000
w» 120,000
8 110,000
S 100,000
w  20,000
“* 80,000
70,000
60,000
5‘0,000 T T T T 1
6/30/2006 6/30/2007 6/30/2008 6/30/2009 6/30/2010 6/30/2011
= Admin m Refunds m Retiree
Expense Payroll
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The change in fiduciary net assets consists of year ended June 30, 2011. The magnitude
total additions reduced by total deductions.  of this increase is due to the appreciation of
Table 5 below shows condensed information investment assets during the fiscal year.
about this financial activity. Fiduciary net

assets increased by $501.9 million for the

CHANGES IN ADUCIARY NETASSET$C ONDENSED): TABLES

For the Years Ended June 30, 2011 and 2010

Amount Percent

2011 2010 Increase/ Increase/

Decrease Decrease
Beginning Plan Net Assets $1,815,896,455 $1,591,399,558 $224,496,897 14.11%
Total Additions $637,745,414 $352,779,756 $284,965,658 80.78%
Total Deductions $135,866,040 $128,282,859 $7,583,181 5.91%
Ending Plan Net Assets $2,317,775,829 $1,815,896,455 $501,879,374 27.64%

For the Years Ended June 30, 2010 and 2009

Amount Percent

2010 2009 Increase/ Increase/

Decrease Decrease
Beginning Plan Net Assets $1,591,399,558 $2,010,738,768 ($419,339,210) -20.85%
Total Additions $352,779,756 ($299,199,353) $651,979,109 -217.91%
Total Deductions $128,282,859 $120,139,857 $8,143,002 6.78%
Ending Plan Net Assets $1,815,896,455 $1,591,399,558 $224,496,897 14.11%
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SamCERA0s Fi duciary Responsibilities

S a mC E Board and management staff are

fiduciaries of the pension trust fund. Under

the California Constitution and the County

Empl oyeesd Retirement Law of 1937, assets of
the retirement system can only be used for the

exclusive benefit of plan participants and their

beneficiaries.

Requests for Information

These Financial Statements are designed to

provideS a m C E @ d) smiembership,

taxpayers, investment managers, and interested

parties a general overview of the San Mateo

County Employees6 Retirement Associationos
financial position and to show accountability

for the funds it receives.

Additional information is available on our
website atvww.samcera.org

Questions concerning any of the information
provided in this report or requests for
additional financial information should be
addressed to:

San Mateo County Employeesbéb
Retirement Association

100 Marine Parkway, Suite 125

Redwood City, CA 94065

Telephone: (650) 59234

Facsimile: (650) 59188

Respectfully submitted,

WWW

Mabel Wong
Finance Officer
October 19, 2011
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STATEMENTOF ADUCIARY NETASSETS

STATEMENTOF HDUCIARY NETASSETS

For the Years Ended June 30, 2011 and 2010

ASSETS
Cash and deposits
Security lending cash collateral
Total cash

Receivables
Contributions
Due from broker for investments sold
Investment income
Security lending income
Other receivables
Total Receivables

Prepaid Expense

Investments, at fair value
Domestic & global fixed income securities
Domestic equities
International equities
Real estate
Private Equities
Risk parity
Hedge funds

Total Investments
Total Assets

LIABILITIES
Payables
Investment management fees
Due to broker for investments purchased
Collateral payable for securities lending
Other
Total Liabilities

2011 2010
$62,694,785 $74,232,656
199,438,881 181,645,752
262,133,666 255,878,408

10,470,382 7,464,274
148,074,596 83,850,705
5,800,573 4,654,787
67,915 47,427
113,735 113,787
164,527,201 96,130,980

7,669 7,669
585,292,402 505,441,320
932,277,233 797,467,287
398,753,172 341,048,550
135,475,106 109,210,472

3,740,976 0
145,620,699 0
69,986,272 0

2,271,145,860

1,753,167,629

2,697,814,396

2,105,184,686

1,869,336 1,562,410
175,192,142 105,212,469
199,438,881 181,645,752

3,538,208 867,600
380,038,567 289,288,231

Net Assets Held in Trust For Pension Benefits

$2,317,775,829

$1,815,896,455

The accompanying Notes to the Financial Statement beginning
of these financial statements.

on page 36 are

an integral part
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STATEMENTOF CHANGES IN ADUCIARY NETASSETS

For the Years Ended June 30, 2011 and 2010

2011 2010
ADDITIONS
Contributions (Note 3)
Employer $150,474,872 $106,265,329
Member 49,013,027 50,318,477
Total Contributions 199,487,899 156,583,806
Investment Income
Interest and dividends 50,758,044 42,179,828
mszgfrﬁg‘;at'on in fair value of 403,496,528 162,137,189
454,254 572 204,317,017
Less investment expense (16,600,673) (8,905,477)
Net Investment Income 437,653,899 195,411,540
Security Lending Income
Earnings 558,768 988,514
Less security lending expense (28,457) (245,578)
Net Security Lending Income 530,311 742,936
Other Additions 73,305 41,474
Total Additions 637,745,414 352,779,756
DEDUCTIONS
Association benefits
Service retirement allowance 114,422,667 106,607,286
Disability retirement allowance 14,552,927 14,585,746
Survivor, death and other benefits 858,946 948,059
Total Association Benefits 129,834,540 122,141,091
Refunds of members' contributions 2,474,445 2,736,025
Administrative expense (Note 3) 3,547,526 3,372,967
Other Expense 9,529 32,776
Total Deductions 135,866,040 128,282,859
Net Increase 501,879,374 224,496,897

NET ASSETS HELD IRUST FOR PENSION BENEFITS
Beginning of year 1,815,896,455 1,591,399,558

End of Year $2,317,775,829 $1,815,896,455

The accompanying Notes to the Financial Statement beginning on page 36 are an integral part
of these financial statements.
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NOTESTO THEFINANCIAL
STATEMENT

Note 1: Plan Description

The following description of the San Mateo
County Employees' Retirement Association
(the Association) is provided for general
information purposes. The Association is
governed by the California Constitution, the
County Employeesé
(a component of the California Government
Code) and the bylaws, procedures and
policies adopted by the Board of Retirement.

General

The Association is a castaring multiple
employer, defined benefit pension plan
established to provide pension benefits for
substantially all permanent employees of the
County of San Mateo (Primary Employer)
and the San Mateo County Mosquito and
Vector Control 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
Associationb6s safety
eighth member shall be a retired member
elected from the retired membership.

The Association has four tiers, which cover
members classified as general, safety or
probation. Members hired on or before July
6, 1980, became members of Tier 1.

NOTESTO THEANANCIAL STATEMENT

Members hired after July 6, 1980, and
before July 13, 1997, became members of
Tier 2. Members hired on or aftéuly 13,
1997,become members of Tier 4. New
General Members may also elect
membership under Tier 3, a non
contributory plan. New employees
appointed to positions of active law
enforcement become safety members under
Tier 4. In 1990, probation officers were

Ret Q'V?“et% ghpige ofremgjning in the genepl

plan or electing safety status for future
service under a new probation plan. All new
probation officers become members under
Tier 4 for probation officers. From January
1, 1993, general members in Tier 3 with five
years of continuous service have the option
to change to the plan they were eligible for
at entry date. Former Tier 3 members are
authorized to purchase service credit in their
current plan. Earned Tier 3 service credit is
forfeited in an amount equivalent to the
purchase.

The Association is not subject to the
provisions of the Employee Retirement
Income Security Act of 1974 (ERISA).

As of June 30, 2011, the Association
membership is shown in the table on the
following page.

Benefit Provisions

The Association provides service retirement,
disability and death benefits based on
dafinedPengficimulas, which ype fing| o
average compensation, years of service, and
age factors to calculate benefits payable. In
addition, the Association provides annual
costofdiving adjustments upon retirement

for members of Tiers 1, 2 and 4. The
benefits of Tier 3 are reduced by a portion of
Social Security benefits received by the
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ASSOCIATIONM EMBERSHIHPROFILE

For the Year Ended June 30, 2011

Tier Tier Tier Tier Total
1 2 3 4
RETIREES AND BENERARIES CURRENTLY RECEIVING BENEFITS
General 1,979 1,389 102 153 3,623
Safety 285 110 0 10 405
Probation 71 42 0 6 119
Subtotal 2,335 1,541 102 169 4,147
TERMINATED MEMBERS\HITLED TO BUT NOT RECEIVING BENEFITS (DEFERRED)
General 31 458 111 481 1,081
Safety 1 32 0 31 64
Probation 0 20 0 25 45
Subtotal 32 510 111 537 1190
Total 2,367 2,051 213 706 5,337
CURRENT MEMBERS
Vested
General 63 1,102 77 1,957 3,199
Safety 6 132 0 195 333
Probation 2 75 0 181 258
Non -Vested
General 0 0 74 1,221 1,295
Safety 0 0 0 113 113
Probation 0 0 0 47 a7
Subtotal 71 1,309 151 3,714 5,245
Total 2,438 3,360 364 4,420 10,582
member. The 1937 Act vests the Board of at the following minimum ages:
Supervisors with the authority to initiate
benefits, while Government Code Section
31592.2 empowers the Board of Retirement Tier 1 Age 50
to provide certain ad hoc benefits when the Tier 2 Age 50
Section 31592 reserve exceeds 1% of assets. Tier 3 Age 55
Tier 4 Age 50
Members with 10 years of continuous service
(permanent pattme employees need General members in Tiers 1, 2 and 4 may
equivalent of 5 years of fifhe service and retire at any age after 30 years of service.

10 years of membership) are eligible to retire Safety members and Probation members may
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retire at any age after 20 years of service.

A member who leaves county service may
withdraw his or her contributions, plus any
accumulated interest.

Members with five years of service or
permanent patime employees who have
the equivalent of five years of furle

service or nonontributory members (Tier 3)
with 10 years of service who terminate their
employment with the county may elect a
deferred retirement.

Note 2: Summary of Significant
Accounting Policies

Basis of Accounting

The Association follows the accounting
principals and reporting guidelines as set
forth by the GASB. The financial statements
are prepared using the accrual basis of
accounting and reflect the overall operations
of SamCERAnNvestment income is
recognized when it is earned, and expenses
are recognized when they are incurred.
Employer and member contributions are
recognized in the period in which the
contributions are due, and benefits and
refunds are recognized when payable in
accordance with the terms of each tier.

SamCER# an independent public
employee retirement system with its own
governing boardS a m C EfiR#ndiad
statements are included in the County of
San Mateods fi
component unit of the county. Maintaining
appropriate controls and preparing the

nanci al

NOTESTO THEANANCIAL STATEMENT

Associationds fii
responsibility o6 a m C E iRaAagesment.

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 is 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 highly liquid investments
with maturities of three months or less when
purchased, in addition to the pooled cash
with the county and custodians, are
considered cash equivalents.

InvestmentsThe 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 valuatiorBy contract, an

independent appraisal is obtained once every

year to determine the fair market value of
the real estate assets. In the interim

quarters, real estate assets are reported at fair

valGetuizirfy) Bh8nddme appréachdo
valuation.
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Interest income is recognized as it
accruesDividend income is recognized
when the dividends are declarétkalized
gains and losses and unrealized gains and
losses on investments are combined and
reported together as the net appreciation
(depreciation) in the fair value of
investments.

Security Lending Activity

Security lending transactions are sterh
collateralized loans 8BmCERAecurities
for the purpose of generating additional
investment income. For each lending
transactionSamCERAeceives either cash
collateral or nomash collateral.

The underlying securities out on loan are
reported orSamCER&As st at ement
fiduciary net assets as if the lending
transaction had not occurred.

In accordance with GASB Statement No. 28,

amount of securities lending noash
collateral.

Income Taxes

The Internal Revenue Service has ruled that
plans such &SamCERAualify under

Section 401(a) of the Internal Revenue Code
and are not subject to tax under present
income tax laws. On January 6, 1988, the
Internal Revenue Service issued a favorable
Tax Determination Letter. Accordingly, no
provision for income taxes has been made in
the accompanying basic financial statements,
as the Plan is exempt from federal and state
income taxes under provisions of the
Internal Revenue Code, Section 401, and
the California Revenue and Taxation Code,
Section 23701, respectively.

Rece]jvables
o]

Receivables consist primarily of interest,
dividends, investments in transition, i.e.,
traded but not yet settled, and contributions
owed by the employing entities as of June 30,
2011, and 2010.

Accounting and Financial Reporting for Securities

Lending Transactj@ash collateral held (or

any security that can be sold or pledged
without a default by the borrower) is
separately reported on the statement of
fiduciary net assets among the current assets.
A corresponding liability of an equal amount
(the obligation to return the cash collateral)

is reported as a liability.

Non-cash collateral held is not reported on
the statement of fiduciary net assets nor is
there a corresponding liability reported on
this statement. Notei4Deposit and
Investment Risk Disclosure discloses the

Property, Plant and Equipment

Capital assets are valued at historical cost,
net of accumulated depreciation. Capital
assets with an initial cost of more than
$3,000 and an estimated useful life in excess
of three years are capitalized and
depreciated. Depreciation is calculated using
the straightine method over the estimated
useful lives of the depreciable assets. The
estimated useful lives for the assets in each
category are as follows: office furniiure
seven years; office equipmiefive years;
business continuity assethree years;
computer hardwarethree years; and
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computer softwarethree years.

Estimates

The preparation of financial statements in
accordance with accounting principles
generally accepted in the United States of
America requires management to make
estimates and assumptions that affect certain
amounts and disclosures. Accordingly,
actual results may differ from those
estimates.

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 yeaend rates of exchange are included
in investment income.

Forward currency contracts are used by our
investment managers to control currency
exposure and facilitate the settlement of
international security purchase and sale

NOTESTO THEANANCIAL STATEMENT

reclassified for comparative purposes. Such
reclassifications had no effect on previously
reported net plan assets.

Summarized Prior Year Information

The accompanying financial statements
include certain prior year summarized
information. Such information does not
include sufficient detail to constitute a
presentation in conformity with accounting
principles generally accepted in the United
States of America.

Accordingly, such information should be

read in conjunction wittsamCERAnancial
statements as of and for the year ended June
30, 2010, from which the summarized
information was derived.

Note 3: Contributions, Administrative
Expenses and Reserves

Contributions
The 1937 Act establishes the basic

transactions. These contracts are agreementsobligations for employers and members to

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.

Reclassification

Certain financial statement items from the
prior year 6s

financi affovigionschangde nt s

make contributions to the pension trust
fund. The employer and member
contribution rates are based on
recommendations made by an independent
actuary and adopted by the Board of
Retirement. The employer and member
rates are based on membership type
(General, Safety, Safety/Probation) and tier
(Tier 1, Tier 2, Tier 3 and Tier 4). The
funding objective of the plan is to establish
employer and member contribution rates
which, over time, will remain level as a
percentage of payroll, unless plan benefit

have
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For Tiers 1, 2 and 4 active members are
required by statute to contribute toward
their retirement benefits. Tier 3 is a Ron
contributory plan. The member
contribution rates are formulated on the
basis of age at the date of entry and the
actuarially calculated benefits. Member
contributions along with credited interest
are refundable upon termination of
membership.

Interest Crediting is explained in this Note
under Reserves & Accounts. The
Associ at i on &entriduiogr 3
plan for members. For the other tiers, the
member basic contribution rates are based
on age at entry into the Association and are
a percentage of covered compensation.
Under a Memorandum of Understanding
with San Mateo County, its General
Members contribute an additional 3.0% of
covered salary to help offset benefits. San
Mateo County Mosquito and Vector

Control District implemented the enhanced
benefits formula effective July 1, 2010, but
the employees do not make additional
contributions.

The participating employers are required by
statute to contribute the amounts necessary
to fund the estimated benefits accruing to
SamCERAembers not otherwise funded by
member contributions or expected
investment earnings. Employer contribution
rates for each tier are determined pursuant
to Government Code Section 31453 of the
1937 Act. 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 earned by members
during the current year) and an amount

required to amortize the unfunded actuarial
accrued liability. Beginning with the June
30, 2008 actuarial valuati@amCERA
converted to the Bgear layered amortization
methodology. Under this methodology, the
original unfunded amount (UAAL) is
amortized over 15 years as of the valuation
date. Future actuarial gains and losses are
amortized over new y®ar periods. Details
of the funding progress, annual required
member contribution and employer
contribution, and the latest actuarial
valuation are presented in the Required

Supplementary Information Schedules.
i's a non

The normal cost and UAAL contribution
rates are shown in the following table.

NORMAL COSTAND UAAL RATES

2011
11.25%
22.75%

2010
11.57%
22.43%

Change
-0.32%
0.32%

Normal Cost
UAAL Amortization

Total Contribution Rate 34.00% 34.00% 0.00%

Effective May 2, 2010, the county reduced
from 100% to 75% the percentage it pays of
management
attorneysd and sher.i
contributions. As of October 31, 1999, the
county pays 70% of
contributions. Both are 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 individual years of service using
schedules set forth in a Memorandum of
Understanding. Effective April 23, 2006,
the county pays 20% of Safety/Probation
contributions on a nonefundable basis.
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SCHEDULEOF EMPLOYERC ONTRIBUTIONS

Annual
Required
Contribution
(unit $000)

$150,475

Year
Ended
June 30

Percentage
Contributed

2011 100%

2010 $106,265 100%

2009 $106,123 100%

For the fiscal year ended June 30, 2011, the
county paid its employer contributions owed
to SamCERM two semannual

prepayments in July 2010 and January 2011.

The prepayment is based on the adopted
actuarial contribution rates and the
estimated remaining covered payroll by tier
discounted by the actuarial assumption rate.
Throughout the rest of the year, the
prepayment was reduced by actual
contributions owed reflective of actual
payroll. At fiscal year end, there is a-tne
based on the actual contributions owed. At
the end of the 2012011 fiscal year, the
prepayment account had an excess balance
of $2,822,540 which included a credit to the
county of $85,270 for the replacement
benefits program. The excess in the
prepayment account will be credited towards
the 2012012 fiscal year employer
contribution.

The county will continue with the semi
annual prepayment in FY 202Q12.

Administrative Expenses

The SamCERAoard of Retirement

annually adopts the operating budget for the
administration oSamCERAThe
administrative expenses are charges against
earnings of the retirement fund and are

NOTESTO THEANANCIAL STATEMENT

limited to twentythree hundredths of one
percent (0.23%) of total system assets as set
forth under Government Code Section
31580.3.S a mC Eplkyisto assess
compliance with the limitation based on an
asset valuation, which is the average of the
Net Assets Held in Trust for Pension
Benefits. The average is a simple calculation
of the sum of the assets at the beginning of
the year and the assets at the end of the year
divided by two.S a m C E &Iiididrative
expenses totaled 0.15% for the fiscal year
ended June 30, 2011.

With the fiscal year ended June 30, 2009,
SamCERAMnplemented two changes in the
methodology for calculating administrative
expenses. The first is to reclass flbuse
expenditures related to investments. The
Board of Retirement wished to have separate
visibility for these expenditures and created
an Asset Management Budget, which
appears below. The second change was to
invoke Government Code Section 31580.3
versus 31580.2 when determining
compliance with administrative expenditure
limitations. That section increases the
expenditure limits from eighteen
hundredths of one percent (0.18%) of the
total assets to twertyee hundredths of

one percent (0.23%) of total system assets.

Administrative costs of the Association are
financed through employer and member
contributions and investment earnings.
Administrative costs reported in the
statement of changes in plan net assets
include:
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ADMINISTRATIVEBUDGET relate to the investment and management of
SamCERAs i nvestment portfo
2011 2010 expenses include staff salary and benefits, as
Salaresand member 47353184 $2,147,698 well as administrative expenses directly tied
to investment.
Services and supplies 1,194,342 1,120,862
Capital assets 0 104,406 ASSETM ANAGEMENT BUDGET

Administrative $3,547,526  $3,372,967

Expenditures 2011 2010
Salaries and member benefits $486,626  $397,465
BUDGETTO ACTUAL ANALYSISOF Services and supplies 207,681 111,067
ADMINSTRATIVEEXPENSE Capital assets 0 16,063
As of June 30, 2011 and 2010 (Amounts in Asset Mgmt. Expenditures $694,307  $524,595
Thousands)
2011 2010

Projected Net Asset Base .. .
ot P vl $2,275,000 $1,716,000 New Administrative Expense Cap

Maximum Limit for The passage of Assembly Bill 609 in October
Administrative Expense $5233  $3,947 2010 changes the 1937 Act system
(23 bp) administration expense limit from 23 basis
gggig;?aﬁyg%it ;g;se $4983  $3.046 points of total assets to _21 ba_S|s points of
n Ve =D Accrued Actuarial Liability. Since the
ctual Administrative $3.548 $3.373 N X . . i
Expense : : systemdés | iability is mo
ggif;.?épéﬂggeﬁt $1.435 $573 to year and not affectegl by capital market
volatility, the change will allddamCER#£
manage its administrative expenses more

Asset Management Expenses effectively. SamCERill use the new cap
The SamCERBoard of Retirement beginning with the administrative expense

annually adopts the operating budget for the ~Pudget for fiscal year 262012 Asset
administration oSamCERAThe overall Management Expenses will be reclassified
budget has three subdivisions. The first is and combined with Administrative Expense.

the Administrative Budget as detailed above. Under the new limit, |nf0rmat|9n .
The second is the Asset Management technology expenses are not included in

Budget, which is discussed here. The third is administratiye EXpENSE. Hence, there will be
the Professional Services Budget, which a SePa“'?‘te _mformatlon technology budget
appears in the Investment Section on page ~ Starting in fiscal year 202012.

68. The Asset Management and Professional
Services Budgets are considered investment
related expenses.

Reserves and Accounts

The reserves represent the components of
S a mC Enetlaéssts. Reserves are
S a mC E&AsgebManagement Budget established from employer and member
contains iouse expenses that directly contributions and the accumulation of
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investment income after satisfying
investment and administrative expenses.
The reserves do not represent the present
value of assets needed, as determined by

actuarial valuation, to satisfy retirements and Additions include the total accumulated

other benefits asA they become due. transfers from the Member Deposit Reserve,
S a mC EmRafobctasses of reserves are t he

valuation and nowaluation. The valuation
reserves will be credited interest at the
assumed actuarial interest rate. The interest
crediting and allocation process will be
discussed below. The valuation reserves are
as follows:

Retired Member Reserv@his reserve
represents funds accumulated to pay
retirement benefits for retired members.

at the time each member retires) and
credited interest. Deductions include
payment to retired members, beneficiaries
and survivors.

Cost of Living Adjustment ReservEhis
. . reserve represents the total accumulated
Member Deposit Reservéhis reserve employer contributions for future cost of
represents the total accumulated member living adjustments under provisions of the

contributions of current active and inactive 1937 Act. Additions include contributions
(deferred) members. Additions include from employers and credited interest.
member contributions and credited interest. Deductions include payments to retired

Dedufctlons mclgdg refun(tj)s to members %nd members, beneficiaries and survivors.
transfers to Retired Member Reserve made Effective April 1 of each year, for those

at the time the member retires. members retired on or prior to April 1, the
board adjusts the retirement allowances by a
psergern_t\:}gg gf the total allowance to
approximate the nearest a@maf of one

percent of the percentage of the annual
increase in the cost of living for the
preceding calendar year. The cost of living
increase is based on that shown by the
Bureau of Labor Statistics Consumer Price

Empl oyer sd Adhisaesesve Re
represents the total accumulated employer
contributions for future retirement

payments to active and deferred members.
Additions include contributions from the
employers and credited interest. Deductions
include lumpsum death benefit payments to

Empl oyersé Advance

member 6s survivors, sléln;jﬁx(?Pé)FﬁeAl rgapgggsé"£e§ségbg‘§yl ity

I‘Pranus akland o]
Area. The increase is capped at 5.0% for
Tier 1 (Probation/Safety Tier 1 is 3.0%),
3.0% for Tier 2 and 2.0% for Tier 4. Tier 3
has no cost of living adjustment.

payments, and transfers to the Retired
Member Reserve made at the time each
member retires. When a terminating
member elects to receive a refund of
member contributions, there is no
corresponding effect on the balance of the
Empl oyersd Advance Reserve because the
empl oyersd contribution rates are based on
an actuarial assumption that takes into
account the expected rate of member
terminations.
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SAMC E R ANON-VALUATION Effective retroactive to June 30, 2002, the
RESERVESAND ACCOUNTS board amen_ded itsf Market Stabilization

Account policy to limit the difference

between the market value of assets and the

actuarial value of assets to not more than

N20% of the market value
Contingency Reserv&his reserve objective in adopting this policy is to

represents reserves accumulated for future  minimize the impact of sherm volatility

earnings deficiencies, investment losses, and in the market value of the retirement fund

Reserves

other contingencies. Additions include on employer and member contribution rates
investment income and other revenues. by Smoothing market returns over a.ﬁgar

Deductions include investment expenses, period. All of the boar
administrative expenses, and interest regarding the Market Stabilization Account

allocated to other reserves. The were assembled into a single policy decision
Contingency Reserve is used to satisfy the as Resolution 03401, which was adopted

California Government Code requirement by the board on August 26, 2003.

to reserve at least 1% of total assets against

future earnings deficiencies.
On June 22, 2004, the Board of Retirement
adopted Resolution @B-17, Statement of

Accounts Interest Crediting Polibys policy was
Generally Accepted Accounting Principles ~ @mended on September 28, 2004, to
do not allow for a negative reserve. establish an Unallocated Earnings / (Loss)

Therefore, the Board of Retirement adopted ~ Account.
two policies that establish accounts that may
have a negative balance. Thewaloation
accounts are the Contingency Account and
the Market Stabilization Account.

Contingency AccountThis account was
established to facilitate the mandates of the
interest crediting policy, which specifies the
manner in which interest is credited to the

Effective January 1, 1993, the Board of reserves semmnually. When there are
Retirement provided for the implementation  insufficient allocable earnings to credit the
of Actuarial Standards Board Standard of reserves as specified in the policy, the
Practice No. 4 and adopted fiear Contingency Account may be debited by the

smoothing of all returns for valuing actuarial @mount required. However, in no event may
assets and calculating the unfunded actuarial the total of the nowaluation reserves be
accrued liability. Effective June 30, 1997, allowed to drop lower than 1% of the

the board provided for the implementation market value of assets.

of Governmental Accounting Standard No.
25 and authorized the creation of a Market
Stabilization Account to reconcile
differences between the market value of
assets and the actuarial value of assets.

Market Stabilization AccountThis account
represents the deferred balance of
investment earnings not yet credited to the
reserves. This balance arises from the five
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year actuarial smoothing process for
investment earnings described below. The
Market Stabilization Account balance thus
represents the difference between (1) the
aggregate amounts initially deferred
(smoothed) from the ten most recent semi
annual periods and (2) the amounts
subsequently recognized for sgnmual
interest crediting from these same ten
periods.

Actuarial SmoothingNet investment

income reported on the Statement of
Changes in Fiduciary Net Assets affects the
reserves indirectly through an actuarial
Asmoot hingd process
of Retirement. This process operates-semi
annually with calculation periods ending
December 31 and June 30. Itinvolves
spreading the difference between actual and
expected market return over ten successive
semiannual periods.

SemtAnnual Interest CreditingSamCERA
updates reserve balances on a-@emial

basis as of December 31 and June 30 each
year. At these timeSamCERAarries out a
multi-step process to calculate new reserve
balances as specified in Article 5 of the 1937

approved

NOTESTO THEANANCIAL STATEMENT

Act . The amount of
credited for the semannual period is
calculated based on the actuarial smoothing
process described above. To the extent that
net earnings are available, interest is credited
to all reserves, except the Member Deposit
Reserves, at the actuarial assumed interest
rate of 3.875% serannually for the fiscal

year ended June 30, 2011, to specific
components of reserves in a prescribed
sequence. Pursuant to the Board of
Retirementds interest
Member Deposit Reserves are credited at the
lesser of the actuarial smoothed earnings rate
or the actuarial assumed interest rate, but

the rate credited cannot be less than zero.
by the Board

Allocation of Earnings to Reservésor the
year ended June 30, 208la mMCERA G s
distributed allocation of earnings to reserves
of $164.2 million and retained $83.7 million
as unapplied interest crediting. Earnings on
average, resulting from the fpear

smoothing process, were sufficient to
provide credits to the reserves at the
actuarial assumed interest rate in effect
during the year, 3.875% seaminually. The
actuarial smoothed interest rate was 5.41%
and 1.62% at December 31, 2010, and June
30, 2011, respectively.

RESERVESREQUREDFOR REPORTINGPURPOSERBY THE1937 ACT

Member Deposit Reserve
Empl oyer sd Adyv adCarent Reevisee r v e
Retiree Member Reserve

Cost-of -Living Adjustment Reserve

2011 2010
485,125,877 $449,354,818
310,568,622 264,507,768
765,312,626 693,630,776
760,505,829 682,673,956

Total Allocated Reserves
Unallocated Earnings / Losses Account

Market Stabilization Account

2,321,512,954
83,655,373
(87,392,498)

2,090,167,318
88,908,428
(363,179,291)

Net Assets Held in Trust for Pension Benefits

$2,317,775,829

$1,815,896,455
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Reserves are restricted to specific purposes. Stabilization Account are amortized over five
Member contributions are credited to the years in accordance with a schedule
Member Deposit Reserve. County established by the actuary.

contributions are credited to County

Advance Reserve and the Cost of Living
Adjustment Reserve. At retirement, a The June 30, 2011, balance in the Market

member ds accumul at ed %abilization AscounticgBakmillipn u s

interest and the related county contributions r ef l ects the balance of
are transferred to the Retiree Reserve. The pPrevi ous four yearso net
Retiree Reserve and the Cost of Living
Adjustment Reserve represent amounts set
aside for retirement benefits promised under
the plan less benefits paid.

On June 26, 200/amCERAdopted an
Interest Crediting Policy which mandates
Actuarial Valuation Reserves be credited at
the Actuarial Interest Rate. The policy

The reserves required by Section 31592 of ~ acknowledges that actual earnings may be
the 1937 Act represent earnings in excess of greater than or less than the Actuarial

the total interest credited to contributions Interest Rate. An Undistributed Earnings /
and reserves. The 1937 Act requires that the Losses Account was established to account
excess earnings remain in the retirement for periods when Actual Earnings do not

fund as a reserve against any deficiencies in equal the Actuarial Interest Rate.
interest earnings in other years, losses on

investments and other contingencies. _ _
However, excess earnings exceeding one Note 4: Deposit and Investment Risk
percent of the total assets of the Association Disclosure

may be transferred into the County Advance The County Employees Retirement Law of
Reserve for payment of benefits described 1937 vests the Board of Retirement with
under the Act. exclusive control ovéra MCERA S s
investment portfolio. Except as otherwise
expressly restricted by the California
Constitution and by law, the board may, in
its discretion, invest, or delegate the
authority to invest, the assets of the fund

GASB 25 mandates the recognition of
unrealized gains and losses in the current
period. However, on the recommendation

of its actuary>amCERAtilizes a Market through the purchase, holding, or sale of any
Stabilization Account to account for form or type of investment, financial
unrealized actuarial investment gains and instrument, or financial transaction when

losses, which are calculated as the difference prudent in the informed opinion of the
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 The board established an investment policy
designed to smooth the impact on employer  statement in accordance with applicable

annual contribution rates due to volatility in local, state and federal laws. The trustees
investment returns. Balances in the Market exercise authority and control over the

board.
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management & a m C E &%e by setting
the policy. The board oversees and guides
the plan subject to the following fiduciary
responsibilities:

1 Solely in the interest of, and for the
exclusive purpose of, providing
economic benefits to participants and
their beneficiaries.

1 With the care, skill, prudence, and
diligence under the circumstances then
prevailing that a prudent person acting
in a like capacity and familiar with these
matters would use in the conduct of an
enterprise of a like character with like
objectives.

1 Shall diversify the investments of the
plan as to minimize the risk of loss and
to maximize the rate of return unless,
under the circumstances, it is clearly
prudent not to do so. Diversification is
applicable to the deployment of the
assets as a whole.

Deposits

Operational cash consists of deposits with
financial institutions as well as deposits held
in a pooled account with the County of San
Mateo. All operational cash is in interest
bearing instruments. Deposits with financial
institutions are swept into a pooled money
market fund, which invests in repurchase
agreements and U.S. Treasury bills and
notes. All participants in the treasury pool
share earnings and losses. The $hornt
investments consist of cash held in money
market accounts and securities readily
convertible to cash. All deposits are carried
at cost, which approximates fair value.

NOTESTO THEANANCIAL STATEMENT

Investments

The Associationds i
by independent investment management
firms subject to the guidelines and controls
specified in the investment plan and
contracts executed with the board. The
board utilizes third party institutions as
custodians over the

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. On August
24, 2010, the Board of Retirement
concluded an asset/liability modeling study
and adopted a new asset allocation. The
new allocation allows for 20% of the
portfolio to be invested in alternative
investments. The alternatives portfolio
consists of 40% private equity, 30% risk
parity, 15% commodities and 15% hedge
funds. Funding for alternative investments
comes from reducing equities from 67% to
53%, fixed income from 27% to 22% and
real estate from 6% to 5%@amCERAoes

not have an allocation to cash. As of June
30, 2011, actual asset allocation was 58.8%
equities, 25.9% fixed income, 9.6%
alternative investments, 5.5% real estate and
0.2% in cash.

For financial reporting purposes, the
Associationds invest
give an indication of the risk assumed by the
Association as of June 30, 2011. The
Governmental Accounting Standards Board
(GASB) Statement No. 3 established
custodial credit risk categories. The GASB
Statement No. 40 and Statement No. 53
update the custodial credit risk disclosure
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requirements of Statement No. 3 and
establish and modify disclosure
requirements related to investment risk,
credit risk (including custodial credit risk
and concentrations of credit risk), interest
rate risk, and foreign currency risk.

SamCERAas chosen to manage the
investment risks described by GASB
Statements No. 40 and 53 by contractually
requiring each portfolio investment manager
to abide by restrictive investment guidelines
specifically tailored to that investment
manager rather than adopting across the
board investment policies with respect to
manager risk. The guidelines stipulate the
investment style, performance objective,
performance benchmarks, and portfolio
characteristics.

Each manager is likewise subject to a
Amanager standard of
fiduciary relationship requiring the manager
to act prudently and solely in the best
interest of the Association. Separately

S a mC Eduidaines also require
manager o0s i nvestment
compare favorably with performance of a
relative passive market index over specific
periods.

S a mC EiRvasiment consultant and
investment staff continually monitor all
investment managers for compliance with
respective guidelines.

Derivatives
SamCERMNnplemented GASB Statement

Derivative Investmgiatsthe fiscal year

ended June 30, 2010. B8amCER#ecords

all of its investments at fair market value and
has no hedging derivatives, there was no
financial statement effect from

implementing the new standards. Further
disclosure on the derivative positions held at
fiscal yeaend are contained in the table
below. In comparisont® a mC EtBt# 6 s
investments at fair value, the fair value of

S a mC Edeivatise positions as of June
30, 2011 is not material.

S a mC EiRvAsiments contain various
derivative positions as of and for the year
ended June 30, 2011, primarily in swaps and
foreign currency forward positions. As of
June 30, 2015amCERAeld derivatives

with a notional amount of $129,114,883

and a fair value @$829,926. Changes in

fair value during fiscal year 2011 are
reported in the statement of changes in.
fRIGtiary fet alsBtdak a omdorfeft bl s hes
investment income. No derivatives were
held that would be classified as hedging
derivative$ all are classified as investment

derivatives.

return performance to

The fair values of the derivatives are
determined using a pricing service and
validated bys a m C E drigtodlians.
Management dbamCERAccepts these
valuations. For foreign currency forwards,

published foreign exchange rates are the
primary source of information.

The fair values of currency forward contracts
are determined using a proprietary pricing
service, which uses published foreign

No. 53,Accounting and Financial Reporting for €xchange rates as the primary source. The

fair values of credit rate swaps, interest rate
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NOTESTO THEANANCIAL STATEMENT

swaps and warrants are determined using the securities as well as investments in external

custodian pricing vehicles. The fair value of
To Be Announced (TBA) transactions are
also determined by the custodian pricing
vehicles.

As of June 30, 201%,a m C E dervatises
were not subject to custodial credit risk.
However, they are subject to other risks.

Interest Rate Riskinterest rate risk is the
risk that changes in interest rates will
adversely affect the fair value of an
investment. Duration is the measure of the
price sensitivity of a fixed income portfolio
to changes in interest rates. It is calculated
as the weighted average time to receive a
bondds coupon and pri
longer the duration of the portfolio, the
greater its price sensitivity to changes in
interest rates.

SamCERAas investments in seven fixed
income portfolios containing individual debt

INVESTMENTDERIVATIVES

investment pools containing debt securities.
S a mC EIRvAsimsent Polilmes not have a
formal policy that limits investment duration
as a means of managing its exposure to fair
value losses arising from increasing interest
rates. The Associati
portfolios are managed duration neutral to
their respective benchmark. Its enhanced
index portfolio does not rely on active
duration management, but instead
maintains duration within a very narrow
band around that of the benchmark (for the
Barclays Capital Aggregate Bond Index,
approximately +0.20 year of the index). To
facilitate this, Pyramis Global Advisors
models the optioadjusted durations of the
securities that comprise the index on a daily
basis, and uses the output to align the

BbrdliPdRirhtiorPrftialbf tRetbénchmdrd! €

Credit Riski DerivativesSamCER/MS
exposed to credit risk on investment
derivatives that are traded over the counter
and are reported in asset positions.
Derivatives exposed to credit risk include

For the Year Ended June 30, 2011

Credit Default Swaps Bought
Credit Default Swaps Written

FX Forwards

Pay Fixed Interest Rate Swaps
Receive Fixed Interest Rate Swaps
Rights

Total Return Swaps Bond
Warrants

Grand Total

Notional Value Fair Value
$1,680,904 $165,986
$778,000 $(41,608)
$114,382,176 $(785,907)
$4,840,000 $(373,182)
$7,000,000 $184,263
$7,800 $18,798
$425,674 $963

$329 $761
$129,114,883 $(829,926)
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credit default and interest rate swaps,
currency forward contracts, rights, warrants
and TBA transactions. To minimize credit
risk exposure5 a m C EiRvAstment
managers continuously monitor credit rating
of counter parties. Should there be a
counterparty failurecSamCERAvould be

exposed to the loss of fair value of derivatives

that are in asset positions and any collateral
provided to the counterparty, net of the
effect of applicable netting arrangements.
SamCERAas no general investment policy
with respect to netting arrangements or
collateral requirements. Netting
arrangements legally provigi@mCERvith

a right of offset in the event of bankruptcy or
default by the counterparty. As of June 30,
2011,SamCERAas no exposure to loss in
case of default of a counter party, In
addition,SamCERAas no collateral

reducing exposure or liabilities subject to
netting arrangements.

Custodial Credit Risk Deposits The
custodial credit risk for deposits is the risk
that, in the event of the failure of a
depository financial institutiolgamCERA

will not be able to recover deposits nor be
able to recover collateral securities that are
in the possession of an outside party.
SamCERAas no general policy on custodial
credit risk for deposits.

SamCERAaintains operation cash deposits
to support dayo-day cash management
requirements. As of June 30, 2011, cash
held with a financial institution in a pooled
money market fund totaled $194.2 million.
As of June 30, 2010, cash held with a
financial institution totaled $2.5 million.
Cash held in the San Mateo County

Treasurer o6s i
and $11.6 million as of June 30, 2011 and
2010, respectively. These deposits are
uninsured and uncollateralized, and subject
to custodial credit risk.

Custodial Credit Risk InvestmentsThe
custodial credit risk for investments is the
risk that, in the event of the failure of a
counterparty to a transactiddamCERMvill

not be able to recover the value of
investment or collateral securities that are in
the possession of an outside party. The
individual investment guidelines for each
investment manager require that managed
investments be held in the name of
SamCERAThe master custodian may rely
on subcustodians. The custodial
requirement does not apply to real estate
investments and investments in pools. As of
June 30, 2011SamCERAad no

investments that were exposed to custodial
risk. SamCERAoes not have a general
policy addressing custodial credit risk, but it
is the practice of the Association that all
investments are insured, registered, or held
by the plan or its
name. Deposits are to be insured, registered
or collateralized with securities held at fiscal
agents irs a mC Erie s

Custodial Credit Risk Derivatives As of
June 30, 2015 a mC EiRvAsingnts did
not include collateral associated with
derivatives activity.

Concentration of Credit Risk
Concentration of credit risk is the risk of
loss attributed to the magnitude of

S a mC EiRvAstment in a single issuer of
securities.S a m C E IRvasbngent Pobktgtes
no investment shall constitute more than
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5% of a company's outstanding equity. below BBB.
When measuring this aspect of compliance
the board will consider its ownership in
relation to the fAfree
security. As of June 30, 2088mCERAiId

not hold any investments in any one issuer
that would represent 5% or more of total
investments.

t he ssoci ati nos
rated as indicated in the table on the
following page.

As of June 30, 2011, the Association had the
investments categorized for interest rate and
credit risk shown in the table on the
following page.

Credit Risk Credit risk is the risk that an

iIssuer or other counterparty to an

investment will not fulfill its obligations.

SamCERAGOs | reekssot ment Policy

maintain a diversified portfolio of fixed

income instruments in order to obtain the

highest total return for the fund at an

acceptable level of risk within the asset class.

To control credit risk, credit quality

guidelines have been established.

S a m C EIRvAsinent Polas three

requirements addressing fixed income

quality. First, the minimum average rating

of the total portfolio of fixed income assets

under a manager's supervision must be "A"

or better (Standard & Poorés or Moody
equivalent), dollar weighted at market value.

Second, the minimum quality rating eligible

for the portfolio must be fiBo0O or better
rated by Standard & Poordés or Moodyobs
equivalent). The third requirement is that

no more than 10% dbamCERAfxed

income assets under a manager's supervision

shall be invested in securities with a rating

bel ow fiBaadidiochiB&@ER The

Association's core plus fixed income

manager was given an exemption and

mayhold more than 10% in assets rated

OanLIm% 30,t2811,c§h]e qugllty br%alkdtcw}/r}é)fu
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ACTIVERXEDINCOME PORTFOLIOCHARACTERISTICS

Aberdeen Asset Management, Pyramis Global Advisors & Western Asset Management Bond
Portfolios Combined

Weighted
Average Effective
Maturity Duration
Investment Type Fair Value Coupon (Years) (Years)
Agency $7,648,762 4.67% 12.1 5.94
Asset Backed Securities 18,117,006 2.02% 5.68 3.78
Commercial Mortgage  -Backed 0
Securities 22,499,100 5.17% 3.86 2.37
Collateralized Mortgage Obligations 30,751,539 2.01% 4.94 3.93
Commingled Funds 8,802,424
Corporate Bonds 165,333,628 6.64% 8.01 4.49
Foreign 73,658,553 4.27% 3.72 2.61
Mortgage Pass Through 92,752,856 4.91% 5.81 3.85
Taxable Municipal Bonds 5,574,833 4.79% 17.88 5.75
United States Treasuries 100,169,743 2.41% 11.25 4.95
Yankee 21,118,624 3.99% 19.09 17.93
Total / Average $546,427,068 4.62% 7.84 5.4
ACTIVEHXEDINCOME PORTFOLIOCHARACTERISTICS
Angelo Gordon PPIP Portfolio
Weighted
Average Effective
Maturity Duration
Investment Type Fair Value Coupon (Years) (Years)
Angelo Gordon $38,865,334 4.88% 28.57 4.26

QUALITYBREAKDOWN FOR SAMC E R BIRVESTMENTSN BONDS
For the Year Ended June 30, 2011

Credit Risk Mangztévn?ent I\C/igrr?argienr?\fr?t
AAA 36.00% 2.40%
AA 1.40% 1.60%
A 7.60% 5.10%
BBB 47.60% 20.70%
Less than BBB 5.70% 70.20%
NR 1.70% N/A
100.00% 100.00%
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Foreign Currency RiskForeign currency

risk is the risk that changes in the exchange
rates will adversely affect the fair values of an
investment or deposiSa MCE RAOG s
international equity and global bond
managers are permitted to invest in
authorized countriesS a mC ERlkyY s
states forward currency contracts and
currency futures are permitted for defensive
currency hedging to mitigate foreign
currency risk on the portfolio.

The foreign currency risk analysis schedule
on the following page shows the fair value of
investments that are exposed to foreign
currency risk by investment type and
currency denomination. The schedule offers
the magnitude of risk for each foreign
currency. The foreign currency positions are
denominated in U.S. dollars. They are not
denominated in their native currencies.

Foreign Currency Risk Foreign Exchange
Contracts:Foreign currency contracts are
subject to foreign currency risk. Foreign
exchange contracts include forward contracts
and spot contracts. Currency forward
contracts are derivatives and generally serve
to hedge or offset the impact of foreign
currency exchange rate fluctuations on the
reported U.S. dollar fair value of investments
denominated in foreign currencies. Spot
contracts are generally used wBamCERA

is required to make or receive payments in a
foreign currency. Spot contracts are
agreements to buy or sell a certain amount of
foreign currency at the current market rate,
for settlement in two business days.

There was no dollar impact from foreign
exchange contracts on foreign exchange

NOTESTO THEANANCIAL STATEMENT

currency risk as of June 30, 2011.

Security Lending Collateral Credit RisRill

of the cash collateral received for securities
lending is invested in the State Street
Navigator Securities Lending Prime
Portfolio, which is not rated by credit rating
agencies. All investments will qualify as
Nfeligible securitdi
Rule 2(ay of the Investment Companies
Act of 1940. The portfolio seeks to
maintain a stable net asset value per share of
$1.00 by valuing its portfolio using an
amortized cost method and will comply with
the requirements of Rule 2{@)

eso

Security Lending Collateral Interest Rate
Risk Cash collateral from loans of securities
are invested in the State Street Navigator
Securities Lending Prime Portfolio. Its
average effective duration is restricted to 90
days or less. As of June 30, 2011, and 2010,
the actual effective duration was 31 days and
25 days, respectively.

Securities Lending Activity

Beginning on July 1, 2007, the Board of
Retirement policies authoridmmCER#£0
participate in a securities lending program.
Security Lending transactions are stesrh
collateralized loans 8BmCERAecurities
for the purpose of generating additional
investment incomeSamCERAas a
securities lending agreement in place that
authorizes the securities lending agent to
lend SamCERAecurities to brokelealers
and banks pursuant to a loan agreement.
For each securities lo8amCERA£eceives
either cash or nooash collateralSamCERA
invests the cash and receives earnings on it
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For the Year Ended June 30, 2011

Local
Currency

AUSTRALIAN DOLLAR
BRAZILIAN REAL
CANADIAN DOLLAR
CZECH KORUNA
DANISH KRONE
EGYPTIAN POUND
EURO CURRENCY
GHANA CEDI

HONG KONG DOLLAR
HUNGARIAN FORINT
INDONESIAN RUPIAH
ISRAELI SHEKEL
JAPANESE YEN
MALAYSIAN RINGGIT
MEXICAN PESO

NEW BULGARIA LEV
NEW ROMANIAN LEU

NEW TAIWAN DOLLAR

NEW ZEALAND DOLLAR

NORWEGIAN KRONE

PHILIPPINE PESO

POLISH ZLOTY

POUND STERLING

SINGAPORE DOLLAR

SOUTH AFRICAN RAND

SOUTH KOREAN WON

SWEDISH KRONA

SWISS FRANC

UKRAINE HRYVNA

TOTAL

Common
Stock

$16,300,542
1,818,833
15,655,620
1,448,568

2,836,791

106,134,527

20,949,628

49,226,984

746,680

466,546

4,642,759
454,139

569,621

55,496
64,392,441
5,510,374
1,055,242
3,979,522
3,271,534

16,022,632

$315,538,479

Corporate
Bonds

136,753

492,411

2,525,291

$3,154,455 $9,162,361

Foreign Government
Currency Issues
($1) $1,404,876
152,013 3,286,285
984,896
1,990,539
4,874,089
2,240,121 2,291,736
1,978 2,088,467
2,632,454
5,768,664
6,017,667
5,037,179
573,211
10,015,254
5,206,410
3
13
65,998
6,523 4,616,249
4,911,335
49,827 1,406,474
122,196
224,089 15,996,703
16,702
101,799
$72,921,388

Preferred
Stock

2,735,110

$2,735,110

Depository
Receipts

573,359

Total
$17,705,417
5,257,131
16,640,516
1,448,568
4,827,330
4,874,089
114,111,606
2,090,445
23,582,082
5,768,664
6,017,667
5,037,179
49,800,195
10,015,254
5,953,090
466,546

3
4,642,772
454,139
635,619
5,115,183
4,966,831
65,848,742
5,510,374
1,177,438
20,200,314
3,288,236
16,124,431

2,525,291

$573,359 $404,085,152
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in exchange for paying a loan rebate fee to
the borrower. In the case of noash
collateral, the borrower also p&g@nCERA

a loan premium.

For the year ended June 30, 2011, on behalf
of SamCERAhe securities lending agent

lent SamCERAecurities to borrowers under
the securities lending agreement and
SamCERPeceived cash, securities issued or
guaranteed by the United States
government, and sovereign debt or
irrevocable bank letten$ credit as collateral.

SamCERAid not have the ability to pledge

or sell collateral securities delivered absent a
borrower default therefore, such Rmash
collateral is not reported on the statements
of plan net assets.

Borrowers were required to deliver collateral
for each loan (margin) equal to:

1 Loaned securities denominated in U.S.
dollars or sovereign debt issued by
foreign governments, with a margin of at
least 102% of the market value of the
loaned securities; and

1 Loaned securities not denominated in
U.S. dollars, or whose primary trading
market was not located in the United
States, with a margin of at least 105% of
the market value of the loaned securities.

Moreover borrowers were required to
maintain the designated margin percentage
of collateral on a daily basis.

NOTESTO THEANANCIAL STATEMENT

SamCERAid not impose any restrictions

for the year ended June 30, 2011, on the
amount of loans that the securities lending
agent made on its behalf. The securities
lending agent indemnifieamCERAy
agreeing to purchase replacement securities
or supplement the amount of cash collateral
in the event the borrower failed to return

the loaned securities and the collateral was
inadequate to replace the securities lent or
the borrower failed to p&8amCER#or any
income distributions on loaned securities.
There were no losses during the year ended
June 30, 2011, resulting from a default of
the borrowers or the securities lending
agent.

SamCERAnNd the borrowers maintained the
right to terminate all securities lending
transactions on demand. The cash collateral
received on each loan was invested, together
with the cash collateral of other qualified tax
-exempt plan lenders in a short term
investment pool managed by the securities
lending agent. As of June 30, 2011, this
investment pool had an average duration of
71 days, and an average weighted maturity of
31 days. Because the loans were terminable
at will, their duration did not generally

match the duration of the investments made
with cash collateral. For the year ended June
30, 2011 SamCERAad no credit risk
exposure to borrowers because, for each
borrower, the value of borrower collateral
held exceeded the value of the securities on
loan to the borrower.

As of June 30, 201$amCERAad

securities on loan with a total value of
$195.3 million and the cash and other
collateral held against the loaned securities
of $199.4 million.
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T Workerds compensation i
$1,000 per incident, but limited to a

Note 5: Risk Management
statutory amount.

The Association is exposed to various risks
of loss related to torts; theft of, damage to,
and destruction of assets; injuries to

Auto liability in excess of $600 per
incident, but limited to a maximum of

employees; and natural disast&§amCERA $55,000.
manages and finances these risks by T Malpractice in excess of $10 per
purchasing commercial insurance and incident, but limited to a maximum of

through the County of $26/000a tlaénpabdsaggsegaltef
insurance program.

Settled claims have not exceeded the

SamCER/ covered by the County of San commercial coverage in any of the past three
Ma t e o4assiransegptofram for general fiscal years and there has not been a
l'iability and wor ker sdgnifccantmgdectios ia tovecage in fiscal

coverage. For general liability coverage, the year 2002010.

county maintains a self insurance retention

of $600 per occurrence for claims occurring

from May 27, 2011 through May 27, 2012.  SamCERApays for risk management
For workersd compens aadnigistratienyig @Megegrandum pfh e

county maintains a séffsured retention of Understanding with the C
$1,000 per occurrence. Excess coverages for Resources Department and via arpta

both of the above are provided by share of certain insurances based on the

commercial companies that are limited to number of employees.

the following:

The Board of Retirement purchases separate

1 Real and personal property in excess of Fiduciary Liability coverage for actual or
$100 per incident, but limited to a alleged breach of fiduciary duties through a

maximum of $500,000. policy provided by Travelers. Limits of
coverage are $10,000,000 annual aggregate

1 Earthquake in excess of $250 or 5.0% of with a $50,000 deductible.

the replacement value, whichever is more
per incident, but limited to a maximum

of $25,000 in aggregate. Note 6: Actuarial Valuation

T Flood damage in excess of 5.0% of the  pyrsyant to provisions in the County
replacement value per location, but Employees Retirement Law of 1937,
limited to a maximum of $25,000 in SamCERANgages an independent actuarial
aggregate. firm, Milliman, Inc., to perform an annual

1 General liability in excess of $600 per actuarial valuation to monitor its funding
incident, but limited to a maximum of status and funding integrity. The purpose of
$55,000. the valuation is to reassess the magnitude of

S a m C Eerelit sommitments in
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comparison with the assets expected to be
available to support those commitments so
employer and member contribution rates

can be adjusted accordingly. For the
pension plan, the actuarial assumptions have
been selected in order to estimate as closely
as possible what the actuarial cost of the plan
will be so as to permit an orderly method for
setting aside contributions today to provide
benefits in the future, and to maintain

equity among generations of participants

and taxpayers.

Milliman, Inc. completed the actuarial
valuation as of June 30, 2010, and June 30,
2011, and determined the funding status

(the ratio of system assets to system
liabilities) to be 70.3% and 74.1%,
respectively. The June 30, 2011, funding
status was established based on entry age
normal actuarial cost methods, an assumed
7.75% investment return, an assumed 4.0%
annual total payroll growth rate, an inflation
rate of 3.5% and an actuarial value on assets
using a fivgear smoothed method based on
the difference between expected and actual
market value of the assets as of the valuation
date.

The most recent actuarial valuation is June
30, 2011. The valuation discloses the
actuarial value of asset at $2.405 billion with
an actuarial accrued liability of $3.247

billion for a funded ratio of 74.1%. The
unfunded actuarial accrued liability is
$841.6 million, which is 194.6 % percent of
the $432.5 million covered payroll. The
employer contribution rate, which has an
effective date of June 30, 2012, was set equal
to 19.72% of payroll for the amortization of
the UAAL over the new 15 years, plus the
normal cost rate of 11.25% for a total
contribution rate of 30.97% of payroll.

NOTESTO THEANANCIAL STATEMENT

However, the Board of Retirement chose to
retain the higher contribution rate of
34.00% of payroll for another year. A
schedule 06 a m C EfRndlingsprogress

may be found in the required supplementary
information on page 61. The schedule of
funding progress presents myéar trend
information about whether the actuarial
value of plan assets is increasing or
decreasing relative to the actuarial accrued
liability for benefits over time.

Additional information regarding the
actuarial methods and significant
assumptions used as of the latest actuarial
valuation of plan assets and liabilities is
shown on the following page.
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Statement No. 50 of the Governmental
Accounting Standards Boarknsion
Disclosurasandates that the above
information regarding actuarial methods and
significant assumptions appear in the notes
to the financial statements. Historically this
information appeared in the required
supplementary information section

following the notes.

Cost of Living Adjustments

The maximum increase in retirement
allowance is 5% for Tier 1 (Probation/Safety
Tier 1 is 3.0%), 3% for Tier 2 and 2% for
Tier 4. The annual adjustments are based
on the change in the Consumer Price Index
for the Bay Area.

Note 7: Capital Commitments

Pursuant to the terms of the Limited
Partnership Agreement of AG GECC Public
Private Investment Fund, L.BamCERA
made a capital commitment of $35 million.
As of June 30, 2011, in accordance with the
provisions of the Partnership Agreement, the
fund has called 90%
commitment. FoSamCER#M/at represents

a total calling of $31.5 million with a
remaining commitment of $3.5 million.

As of June 30, 201$amCERAas also

made capital commitments to four separate
private equity funds. Pursuant to the terms
of each of the
AgreementSamCERAade a total capital
commitment of $70 million. As of June 30,

LATESTACTUARIALVALUATION OF PLAN ASSET@ND LIABILITIES

Valuation Date
Actuarial Cost Method

Amortization Method

Remaining Amortization Period

Asset Valuation Method

ACTUARIAL ASSUMPTION
Investment Rate of Return
Price Inflation (CPI)
Payroll Increases
Average Projected Salary Increases
Attributed to Inflation
Attributed to Adjustments for Merit and Longevity

June 30, 2011

Entry Age

Level Percent of Payroll

Original unfunded amount (UAAL) as of
June 30, 2008, is amortized over 15 years as
of the valuation date. Future actuarial

gains and losses will be amortized over new
15-year periods (including the change in

UAAL as of June 30, 2011). This is referred to
as 15-year layered amortization.

5-year smoothed market with 20% corridor

7.75%
3.50%
4.00%
5.20%
4.00%
1.20%
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2011, in accordance with the provisions of
the partnership agreements, the funds have
called 6.7% of al/l
representing a total calling of $4.7 million.
SamCER#Mtends to make additional capital
commitments to private equity within the
next year.

Note 8: Related Party Transactions

By necessitgamCER/ involved in various
business transactions with the County of
San Mateo, the primary plan sponsor.
SamCERAundSs the county for the cost of
services provided by the following
departments: County Counsel, Audior
Controller, Purchasing, Human Resources,
Information Services and the Department of
Hospitals and Clinics. In addition,
SamCER#Peimburses the county for the
salary and benefits 8amCERAtaff

members paid through the county and the
costs of services in the areas of
reprographics, telecommunications, and the
Board of Retirement elections.

Note 9: Contingent Liability

SamCER/ subject to legal proceedings and
claims, which arise in the ordinary course of
its business. There are currently no such
actions to be adjudicated or reported.

Note 10: Subsequent Events

Subsequent events are those events or
transactions that occur subsequent to the

effective date of the financial statements, but

prior to the issuance of final reports, which
may have a material effect on the financial
statements or disclosures contained therein.

NOTESTO THEANANCIAL STATEMENT

Financial Disclosures
Subsequent to, June 30, 2011, and through

P adctober19, 2611, thé dRE thrbuGFwhith® -

management evaluated subsequent events
and on which the financial statements were
issuedSamCERAlid not identify any
subsequent financial events that required
disclosure.

Employer Plan Changes

The County of San Mateo will be
implementing a number of new tiers for new
hires beginning in fiscal year 2e20112.

The new tiers are mostly pension formulas
prior to the adoption of enhanced formulas
in the middle of the last decade with some
cost shifting. Existing plans will be closed
simultaneously.

General employees hired on or after August
7, 2011, will choose between an existing non
contributory plan or a 2% @ 61.25
contributory plan. Newly hired Safety
members subsequent to January 8, 2012 will
be enrolled in a 3% @ 55 or a 2% at 50
contributory plan. New Probation members
hired after July 10, 2011, will have the

option to choose between the 3% @ 55
formula with an additional coeshare
contribution of 3.5% of pay, or a 2% @ 50
formula with no costhare provision. All

new hires in these bargaining units will also
pay half the actuarial cost of COLAs.
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REQUIREDSUPPLEMENTARYNFORMATION

SCHEDULEOF FUNDING PROGRESS

(in thousands)

Actuarial
Accrued UAAL as a
Actuarial Actuarial Liability Unfunded Percentage of
Valuation Value of (AAL) AAL Funded Covered Covered
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
@ (b) (b-a) (asb) (© ((b-a)lc)
6/30/05 $1,615,585 $2,177,759 $562,174 74.20% $334,315 168.16%
6/30/06 $1,769,021 $2,345,149 $576,128 75.40% $368,972 156.14%
6/30/07 $1,976,731 $2,555,504 $578,773 77.40% $407,812 141.92%
6/30/08 $2,218,937 $2,806,222 $587,285 79.10% $416,243 141.09%
6/30/09 $1,909,679 $2,987,712 $1,078,033 63.90% $436,424 247.02%
6/30/10 $2,179,076 $3,098,453 $919,377 70.30% $428,559 214.53%
6/30/11 $2,405,140 $3,246,727 $841,587 74.10% $424,061 198.46%

SCHEDULEOF EMPLOYERC ONTRIBUTIONS

(in thousands)

Year Annl_JaI Percentage
Ended Req_ulre_d Contributed
June 30 Contribution
2005 $76,931 100%
2006 $76,090 100%
2007 $100,550 100%
2008 $105,340 100%
2009 $106,123 100%
2010 $106,265 100%
2011 $150,475 100%
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NOTESTO THEREQUIRED
SUPPLEMENTARYNFORMATION

The Association provides the valuation of
plan assets and liabilities, which is normally
carried out as of June"36f each year, and
contribution requirements resulting from
such valuations become effective on July 1st
of the next fiscal year.

The information presented in the required
supplementary schedules was determined as
part of the actuarial valuations as of the
dates indicated. Additional information as

of the latest actuarial valuation of plan assets
and liabilities is on the following page.

Cost of Living Adjustments

The maximum increase in retirement
allowance is 5% for Tier 1 (Probation/Safety
Tier 1 is 3%), 3% for Tier 2 and 2% for Tier
4. The annual adjustments are based on the
change in the Consumer Price Index for the
Bay Area.

Schedule of Funding Progress

A schedule of funding progress presents a
consolidated snapshot of a retirement
systembés ability to
liabilities with the assets of the plan. Of
particular interest to most is the funded
status ratio. This ratio quickly conveys a
retirement systemoébs
liabilities which is important in determining
the financial health of a retirement system.
The greater a
better position it will be in to meet all of its
future liabilities.

NOTESTO THEREQUIREDSUPPLEMENTARYNFORMATION

As of June 30, 2011, the date of the last
actuarial valuation, the San Mateo County
Empl oyeesd Retirement
74.1% funded status. Overall, the financial
condition ofSamCERAontinues to be

sound in accordance with the actuarial
principles of entry age normal cost funding.

SamCERAurrently has a UAAL, resulting
from actuarial accrued liabilities (AAL)
exceeding the actuarially determined value
of assets. With the actuarial valuation of
June 30, 200&amCER# converted to the
15year layered amortization methodology,
which is explained above.

Schedul e of

Contributions

Empl oyer so

The sources of revenues that fund a
retirement system are employer
contributions, member contributions, and
investment earnings on plan assets. Each
yearS a m C E &taadydetermines the
amount of employer contributions required
to fund a given schedule of benefits (current
and future liabilities). The calculation for
the benefit schedule is based on the
foll owing factor s:
benefit structure, (2) statistical data about

(1)

meegpers ofihe systain; ancy(8) gurrenjandy r e

predicted future retirees and beneficiaries of
SamCERAAssumptions must be made to
estimate how many members terminate

| esnpleymentp lgavezpy adisability retisement

or service retirement, and the average ages of
members at retirement and at mortality.

s y st e moHRnally, the pregeting data is combinedhvigh

an actuarially assumed investment rate of
return and assumed salary increases of
S a mC ERemMmbess. All of this
information taken together is presented in
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an annual actuarial valuation in which the calculated, required contributions versus the
actuary recommends an employer actual employer contributions made on an
contribution rate (percentage) to the annual basis. Over the past six years, the
participating employers. This contribution employer has contributed 100% percent of
rate percentage is applied to the valuation the amountrecommended by the actuary.

payroll for each of the participating
members. The resulting dollar amounts, as
depicted in the Schedule of Employer
Contributions above, are the actuarially
calculated required employer contributions
necessary to fund the promised benefits to
SamCER&As member s.

The empl oyersd contribution schedul e
contains six years of historical information
with respect t& a m C E Ktdadialy

LATESTACTUARIALVALUATION OF PLAN ASSET@ND LABILITIES

Valuation Date June 30, 2011
Actuarial Cost Method Entry Age
Amortization Method Level Percent of Payroll

Original unfunded amount (UAAL) as of

June 30, 2008, is amortized over 15 years as

of the valuation date. Future actuarial
Remaining Amortization Period gains and losses will be amortized over new

15-year periods (including the change in

UAAL as of June 30, 2011). This is referred to

as 15-year layered amortization.

Asset Valuation Method 5-year smoothed market with 20% corridor

ACTUARIAL ASSUMPTION

Investment Rate of Return 7.75%
Price Inflation (CPI) 3.50%
Payroll Increases 4.00%
Average Projected Salary Increases 5.20%
Attributed to Inflation 4.00%
Attributed to Adjustments for Merit and Longevity 1.20%
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SCHEDULEOF ADMINISTRATIVEEXPENSES

For the Years Ended June 30, 2011 and 2010

2011 2010
Salaries and Member Benefits $2,353,184 $2,147,698
Services and Supplies 1,194,342 1,120,862
Capital Assets 0 104,407
Total Administrative Expense $3,547,526 $3,372,967
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SCHEDULEOF INVESTMENTEXPENSES

For the years ended June 30, 2011 and 2010

2011 2010

INVESTMENT MANAGER
Aberdeen Asset Management $343,853 390,993
Artio Global Management 1,027,524 942,496
AXA Rosenberg Investment Management 0 157,794
Barclays Global Investors 0 0
Barrow, Hanley, Mewhinney, & Strauss 707,566 574,230
BlackRock Capital Management 834,773 726,741
The Boston Company 401,617 315,278
Brandes Investment Partners 0 11,236
Chartwell Investment Partners 402,670 300,510
D.E. Shaw Investment Management 526,081 421,132
Invesco Realty Advisors 568,140 631,782
Jennison Associates 865,082 685,083
Mondrian Investment Partners 446,594 510,044
Pyramis Global Advisors 230,119 244 677
Angelo Gordon PPIP 350,000 0
Brown Brothers Harriman 65,146 0
Brigade 323,122 0
Franklin Templeton 210,795 0
State Street Global Advisors 0 0
T. Rowe Price Associates 365,744 306,556
Western Asset Management 365,642 391,708
Sheridan Production Partners 225,000 0
ABRY Advanced Sec Il 101,111 0
AQR Global 191,921 0
AQR Delta Fund 58,333 0

GLOBAL CUSTODIAN

State Street Bank 236,793 140,569
Investment & Actuarial Consultants 435,334 277,553
Sub-total Professional Expense 9,282,960 7,028,382
Asset Management Expense 694,307 524,595
Other Investment Related Expense 3,758,980 570,789
Interest Paid on Prepaid Contribution 2,864,426 781,711
Total Investment Expense $16,600,673 $8,905,477
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SCHEDULEOF ASSETV ANAGEMENT EXPENSES

For the years ended June 30, 2011 and 2010

2011 2010
Salaries and Member Benefits $486,626 $397,465
Services and Supplies 207,681 111,067
Capital Assets 0 16,063
Total Asset Management Expense $694,307 $524,595
SCHEDULEOF PAYMENTSTO CONSULTANTS
For the years ended June 30, 2011 and 2010
2011 2010
Investment Consultant Expense
Strategic Investment Solutions $366,667 $200,820
Actuarial Consultant Expense
Milliman, Inc., and Segal 68,667 76,733
Total Consultant Expense $435,334 $277,553
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NOTESTO THEOTHER company performing custodial services.

SUPPLEMENTARYNFORMATION (c) When an investment is made in deeds of trust
and mortgages, the fees stipulated in any
agreement entered into with a bank or

Administrative Services Budget mortgage service company to service such

deeds of trust and mortgages.

Government Code §31580.2 states in part,

A . . the respect i v(d)Abydeasrsipulaited in Bnoagreethent eptéred| |
adopt a budget covering the entire expense of into with investment counsel for consulting or
administration of the retirement system which management services in connection with the

expense shall be charged against the earnings of administration of the board's investment

the retirement fund. The expense incurred in any program, including the system's participation
year may not exceed eighielzadths of 1 in any form of investment pools managed by a
percent of the total assets of the retirement third party or parties.

system.o (e) The compensation to an attorney for services

Government Code §31580.3 increases the rendered pursuarg3b607 or legal

budget to 23 basis points when expenses representation rendfsred pursuant to
include computer technologgiated 831529.1.0

expenses. SamCERAG6s budget for 2011 and
2010 were approved by the Board of

| £ . | . .
Retirement based on §31580.3. S a mC ERofeéstonal services budget is

driven by contractual agreements with its
actuary, custodian, investment consultant,

SamCERAas always been within the and investment managers.

government code restriction on
administrative expenditures.

Professional Services Budget

Government Code ABel596.1 states that 0
expenses of investing its money shall be borne

solely by the system. The following types of

expenses shall not be considered a cost of

administration of the retirement system, but shall

be considered a reduction in earnings from those

investments or a charge against the assets of the

retirement system as determined by the board:

(a) The costs, as approved by the board, of
actuarial valuations and services rendered
pursuant t831453.

(b) The compensation of any bank or trust
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APPLICABLEVALUATION ASSETS

ACTUARIALRESOURCESAND LIABILTIES

Resources

Liabilities Inactive, 4%

Actives, 53%

Retirees, 43%
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