SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
RETIREMENT BOARD OF AUTHORITY MEETING

PRESENTED TO: DATE: 002/22/2012

Retirement Board of Authority

SUBJECT: ITEM #: 2011/2012-017
Approval of Agenda Enclosure: Yes
Action Ttem Yes
Prepared by Keenan Financial Services
Requested by: Retirement Board of Authority
BACKGROUND:

Under California Govemment Code Section §54950 (The Ralph M. Brown Act) the
“Legislative Body™ is required to post an agenda detailing each item of business to be
discussed. The Authority posts the agenda in compliance with California Government Code
Section §54954.2.

STATUS:

Unless items are added to the agenda according to G.C. §54954.2 (b) (1) (2) (3) the agenda is
to be approved as posted.

RECOMMENDATION:

Subject to changes or corrections, the agenda is to be approved.
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AGENDA

SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
RETIREMENT BOARD OF AUTHORITY MEETING
February 22, 2012
10:00 AM —12:00 PM.

SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
District Board Room
3401 CSM Drive
San Mateo, CA. 94402
(650) 358-6828

L. CALL TO ORDER

IL. ROLL CALL

MEMBERS

Chief Financial Office, Interim Ray Chow
Vice Chancellor of Human Resources Harry Joel
Controller, Interim Anita Leong
Classified Representative Stephanie Samuelsen
Academic Representative Vacant

PROGRAM COORDINATOR

Senior Vice President Bob Schoenherr
Account Manager Roslyn Washington
Account Manager Kenneth Threeths
CONSULTANTS
Morgan Stanley Smith Barney Cary Allison
Benefit Trust Company Scott Rankin
GUESTS
OTHER
None

III. APPROVAL OF AGENDA Action

2011/2012-017
The Retirement Board of Authority retains the right to change the order in which agenda items are discussed.
Subject to review by the Retirement Board, the agenda is to be approved as presented. Items may be deleted or
added for discussion only according to G.C. Section 54954.2.
PUBLIC COMMENTS:
BOARD CONSIDERATION:

Keenan & Associates Tel: 800-654-8102/Fax: 310-533-1329
License No. 0451271 2 0f 79



San Mateo County Community College District
Retirement Board of Authority Meeting
February 22, 2012

Page 2

IV. APPROVAL OF MINUTES Action
2011/2012-018
The Retirement Board of Authority will review the minutes from the previous meeting, July 26, 2011, for any

adjustments and adoption.
PUBLIC COMMENTS:
BOARD CONSIDERATION:

V. INVESTMENTS

PORTFOLIO REVIEW Action
2011/2012-019

Morgan Stanley Smith Barney (MSSB) will review the overall performance of the District’s Futuris Public Entity

Investment Trust Portfolio.

PUBLIC COMMENTS:

BOARD CONSIDERATION:

VI. ADMINISTRATION

DESIGNATION OF NEW RETIREMENT BOARD OF AUTHORITY MEMBER

AND ELECTION OF CHAIRPERSON AND VICE CHAIRPERSON Action
2011/2012-020

The Retirement Board of Authority has been duly appointed by the San Mateo County Community College

District Board of Trustees and will elect a Chairperson.

PUBLIC COMMENTS:

BOARD CONSIDERATION

DISBURSEMENTS Action
2011/2012-021

The Retirement Board of Authority (RBOA) members will ratify and acknowledge all reasonable expenses

associated with the management and operation the District’s Investment Trust.

PUBLIC COMMENTS:

BOARD CONSIDERATION

STATUS OF ACTUARIAL STUDY Information
2011/2012-022

The Retirement Board of Authority members shall review discount rate assumptions of the District’s recent

Actuarial Valuation Study dated April 12, 2011.

PUBLIC COMMENTS:

BOARD CONSIDERATION:

Keenan & Associates Tel: 800-654-8102/Fax: 310-533-1329
License No. 0451271 3 0f 70



San Mateo County Community College District
Retirement Board of Authority Meeting
February 22, 2012

Page 3

STATUS OF UPDATES TO THE COMPREHENSIVE COMPLIANCE PLAN,

INCLUDING THE SUBSTANTIVE PLAN Information
2011/2012-023

Updating the “Substantive Plan™ is a dynamic process that requires an annual review to incorporate

modifications to program provisions or changes to cost arrangements. The Retirement Board of Authority will

review the current status of updates to the “Substantive Plan™.

PUBLIC COMMENTS:

BOARD CONSIDERATION:

FUTURE TRANSFER OF ASSETS INTO THE TRUST Information
2011/2012-024
Based on the actuarial study, the Retirement Board of Authority (RBOA) will discuss the percentage of payroll

proposed to be transferred into District’s Investrment Trust.
PUBLIC COMMENTS:

BOARD CONSIDERATION:
VII. EDUCATION Information
2011/2012-025
For OPEB plan governance, the Retirement Board of Authority is mandated to use the “prudent person”
standard as codified by California’s Constitution and Governmental Codes. This standard requires that plan
fiduciaries be (1)“familiar with such matters” as managing investments in a plan that pays OPEB benefits and
that they take into account (2) “the circumstances then prevailing” relative to keeping abreast of changes in the
economy, the marketplace for investment products and services to OPEB plans. The Education Agendais for
the furtherance of these OPEB Investment Trust standards.
PUBLIC COMMENTS:
BOARD CONSIDERATION:
VIII. INFORMATION REPORTS
MARKET OVERVIEW Information
2011/2012-026
Mozgan Stanley Smith Barney (MSSB) will provide an overview of the actions of the capital markets since the
last Retirement Board of Authority meeting.
PUBLIC COMMENTS:
BOARD CONSIDERATION
RETIREMENT BOARD OF AUTHORITY COMMENTS Information
2011/2012-027
Each member may report about various matters involving the Retirement Board of Authority. There will be no
Retirement Board discussion except to ask questions or refer matters to staff, and no action will be taken unless
listed on a subsequent agenda.
Keenan & Associates Tel: 800-654-8102/Fax: 310-533-1329
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San Mateo County Community College District
Retirement Board of Authority Meeting
February 22, 2012

Page 4

PROGRAM COORDINATOR/CONSULTANT COMMENTS Information

2011/2012-028
The Program Coordinator and Consultants will report to the Retirement Board of Authority about various
matters involving the Authority. There will be no Authority discussion except to ask questions, and no action
will be taken unless listed on a subsequent agenda.

VISITORS COMMENTS Information

2011/2012-029
The public may address the Retirement Board of Authority on any matter pertaining to the Retirement Board
that is not on the agenda. The Chairperson reserves the right to limit the time of presentations by individual or
topic.

IX DATE, TIME AND AGENDAITEMS FORNEXT MEETING Information
2011/2012-030
In addition to standing Agenda items, members and visitors may suggest additional items for consideration at

the next Retirement Board of Authonty meeting.
PUBLIC COMMENTST!
BOARD CONSIDERATION:

X. ADJOURNMENT

Americans with Disabilities Act The San Mateo County Community College District Retirement Board of Authority conforms to the protections and
prohibitions contained in Section 202 of the Amencans with Disabilities Act of 1990 and the federal rules and regulations adopted in implementation thereof. A
request for disability-related modification or accommodation, 1n order to participate in 2 publhic meeting of the San Mateo County Commumty College Distret
Returement Board of Authonty meeting, shall be made to: Ray Chow, Intenm Chuef Financial Services, San Mateo County Commumty College Distrct, 3401
CMS Drive, San Mateo, CA 94402,

Keenan & Associates Tel: 800-654-8102/Fax: 310-533-1329
License No. 0451271 5 0f 70



SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
RETIREMENT BOARD OF AUTHORITY MEETING

PRESENTED TO: DATE: 02/22/2012

Retirement Board of Authonty

SUBJECT: ITEM #: 2011/2012-018
Approval of Minutes Enclosure: Yes
Action Ttem Yes
Prepared by Keenan Financial Services
Requested by: Retirement Board of Authority
BACKGROUND:

As a matter of record and in accordance with the Brown Act, minutes of each meeting are
kept and recorded.

STATUS:

The Retirement Board of Authority will review the minutes from the previous meeting on
July 26, 2011.

RECOMMENDATION:

Subject to changes or corrections, the minutes are to be approved.
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San Mateo County Community College Didrict
Minutes ZFuturisRetirement Board of Authority Minutes
July 26, 2011

Keenan Financial Services
2355 Crenshaw Boulevard, Ste 200, Torrance, CA. 90501
Td: 8006548102 Fax: 310-599-1329
www. keenan.com
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San Mateo County Community College Didrict
Minutes ZFuturisRefirement Board of Authority Minutes
July 26, 2011

Keenan Finanaa Services 2
2355 Crenshaw Boulevard, Ste. 200, Torrance, CA. 90501
Td: 8006548102 Fax: 310-599-1329
www. keenan.com
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San Mateo County Community College Didrict
Minutes ZFuturisRefirement Board of Authority Minutes
July 26, 2011
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SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
RETIREMENT BOARD OF AUTHORITY MEETING

PRESENTED TO: DATE: 02/22/2012

Retirement Board of Authority

SUBJECT: ITEM #: 2011/2012-019
Portfolio Review Enclosure: Yes
Action Ttem Yes
Prepared by: Morgan Stanley Smith Barney
Requested by: Retirement Board of Authority
BACKGROUND:

As Board members of the Retirement Board of Authority you have a fiduciary
responsibility as described in Government Code section 53215, et seq. As part of
fulfilling your fiduciary responsibility, it is important to periodically review the District’s
OPEB Trust Portfolio.

STATUS:

Morgan Stanley Smith Barney (MSSB) will provide a review of the District’s OPEB Trust
Portfolio Performance Report.

RECOMMENDATION:

The Retirement Board of Authority should review and accept the District’s Public Entity
Investment Trust Portfolio Report and file as appropriate.
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SAN MATEO COUNTY COMMUNITY COLLEGE DISTRICT
RETIREMENT BOARD OF AUTHORITY MEETING

PRESENTED TO: DATE: 02/22/2012

Retirement Board of Authority

SUBJECT: ITEM #: 2011/2012-022
Status of the Actuarial Valuation Study Enclosure: Yes
Action Ttem No
Prepared by Keenan Financial Services
Requested by: Retirement Board of Authority
BACKGROUND:

Paragraph 12, of GASB Statement 45, states that an Actuarial Study should be performed at
least biannually. The Retirement Board of Authority should discuss the need for obtaining
an updated study.

STATUS:

The Retirement Board of Authority will review discount rate assumptions of the Actuarial
Valuation Report that was prepared by Total Compensation Systems (TCS).

RECOMMENDATION:

The Retirement Board of Authority shall hear and receive the information reviewed.
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Total Compensation Systems, Inc.

San Mateo Community College District
Actuarial Study of
Retiree Health Liabilities
As of February 1,2011

Prepared by:
Total Compensation Systems, Inc.

Date: April 12, 2011
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Total Compensation Systems, Inc.

PART I: EXECUTIVE SUMMARY
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Total Compensation Systems, Inc.

San Mateo Community College District
Actuarial Study of Retiree Health Liabilities

PART I: EXECUTIVE SUMMARY
A. Introduction

San Mateo Community College District engaged Total Compensation Systems, Inc. (TCS) to analyze
liabilities associated with its current retiree health program as of February 1, 2011 (the valuation date). The numbers
in this report are based on the assumption that they will first be used to determine accounting entries for the fiscal
year ending June 30. 2011. If the report will first be used for a different fiscal year, the numbers will need to be
adjusted accordingly.

This report does not reflect any cash benefits paid unless the retiree is required to provide proof that the cash
benefits are used to reimburse the retiree’s cost of health benefits. Costs and liabilities attributable to cash benefits
paid to retirees are reportable under Governmental Accounting Standards Board (GASB) Standards 25/27.

This actuarial study is intended to serve the following purposes:

»  To provide information to enable San Mateo CCD to manage the costs and liabilities associated with
its retiree health benefits.

»  To provide information to enable San Mateo CCD to communicate the financial implications of
retiree health benefits to internal financial staff, the Board, employee groups and other affected
parties.

»  To provide information needed to comply with Governmental Accounting Standards Board
Accounting Standards 43 and 45 related to "other postemployment benefits" (OPEB's).

Because this report was prepared in compliance with GASB 43 and 45, as appropriate, San Mateo CCD should not
use this report for any other purpose without discussion with TCS. This means that any discussions with employee
groups, governing Boards, etc. should be restricted to the implications of GASB 43 and 45 compliance.

This actuarial report includes several estimates for San Mateo CCD's retiree health program. In addition to
the tables included in this report, we also performed cash flow adequacy tests as required under Actuarial Standard of
Practice 6 (ASOP 6). Our cash flow adequacy testing covers a twenty-year period. We would be happy to make this
cash flow adequacy test available to San Mateo CCD in spreadsheet format upon request.

We calculated the following estimates separately for active employees and retirees. As requested, we also
separated results by the following employee classifications: AFSCME, Faculty, CSEA and Management. We
estimated the following:

mn the total liability created. (The actuarial present value of total projected benefits or
APVTPB)

the ten year "pay-as-you-go" cost to provide these benefits.

M the "actuarial accrued liability (AAL)." (The AAL is the portion of the APVTPB
attributable to employees’ service prior to the valuation date.)

210f 79



Total Compensation Systems, Inc.

the amount necessary to amortize the UAAL over a period of 30 years.

the annual contribution required to fund retiree benefits over the working lifetime of eligible
employees (the "normal cost").

M The Annual Required Contribution (ARC) which is the basis of calculating the annual
OPEB cost and net OPEB obligation under GASB 43 and 45.

‘We summarized the data used to perform this study in Appendix A. No effort was made to verify this
information beyond brief tests for reasonableness and consistency.

All cost and liability figures contained in this study are estimates of future results. Future results can vary
dramatically and the accuracy of estimates contained in this report depends on the actuarial assumptions used.
Normal costs and liabilities could easily vary by 10 - 20% or more from estimates contained in this report.

B. General Findings

We estimate the "pay-as-you-go" cost of providing retiree health benefits in the year beginning February 1,
2011 to be $7,465,566 (see Section IV.A.). The “pay-as-you-go™ cost is the cost of benefits for current retirees.

For current employees, the value of benefits "accrued” in the year beginning February 1, 2011 (the normal
cost) is $1.204,418. This normal cost would increase each year based on covered payroll. Had San Mateo CCD
begun accruing retiree health benefits when each current employee and retiree was hired, a substantial liability would
have accumulated. We estimate the amount that would have accumulated to be $118,923,929. This amount is called
the "actuarial accrued liability” (AAL). Of this amount, the remaining unamortized balance of the initial AAL is
$116,254,524. This leaves a “residual™ AAL of $2, 669,405.

The District has established a GASB 45 trust to cover OPEB liabilities. At February 1, 2011 the actuarial
value of plan assets was $15,643,762. This leaves an unfunded residual AAL of negative $12,974,357. We
calculated the annual cost to amortize the unfunded actuarial accrued liability using a 7% discount rate. We used a
30 year amortization period. The current year cost to amortize the unfunded residual actuarial accrued liability is
negative $739,731.

Combining the normal cost, initial and residual UAAL amortization costs produces a total annual required
contribution (ARC) of $7.702,017. The ARC is used as the basis for determining expenses and liabilities under
GASB 43/45. The ARC is used in lieu of (rather than in addition to) the “pay-as-you-go” cost.

‘We based all of the above estimates on employees as of January, 2011. Over time, liabilities and cash flow
will vary based on the number and demographic characteristics of employees and retirees.

C. Description of Retiree Benefits

Following is a description of the current retiree benefit plan:
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Total Compensation Systems, Inc.

Faculty AFSCME CSEA Management
Benefit types provided ~ Medical, Part B Medical, Part B Medical. Part B Medical, Part B
Duration of Benefits Lifetime Lifetime Lifetime Lifetime
Required Service Age +Service=75 Age+Service=75 Age+Service=75  Age + Service= 75
Minimum Age 55 50 50 50
Dependent Coverage Yes Yes Yes Yes
College Contribution % 100% 100% 100% 100%
College Cap ~ $450 per month $450 per month $450 per month $450 per month
before age 65 before age 65 before age 65 before age 65

After 65, Lowest After 65, Lowest After 65, Lowest After 65, Lowest
cost employee only costemployee only  cost employee only  cost employee only
rate for medical rate for medical rate for medical rate for medical

D. Recommendations

It is outside the scope of this report to make specific recommendations of actions San Mateo CCD should
take to manage the substantial liability created by the current retiree health program. Total Compensation Systems,
Inc. can assist in identifying and evaluating options once this report has been studied. The following
recommendations are intended only to allow the District to get more information from this and future studies.
Because we have not conducted a comprehensive administrative audit of San Mateo CCD’s practices, it is possible
that San Mateo CCD is already complying with some or all of our recommendations.

We recommend that San Mateo CCD inventory all benefits and services provided to refirees —
whether contractually or not and whether retiree-paid or not. For each, San Mateo CCD should
determine whether the benefit is material and subject to GASB 43 and/or 45.

We recommend that San Mateo CCD conduct a study whenever events or contemplated
actions significantly affect present or future liabilities, but no less frequently than every two
or three years, as required under GASB 43/45.

We recommend that the District communicate the magnitude of these costs to employees
and include employees in discussions of options to control the costs.

Under GASB 45, it is important to isolate the cost of retiree health benefits. San Mateo CCD should
have all premiums, claims and expenses for retirees separated from active employee premiums,
claims, expenses, etc. To the extent any retiree benefits are made available to retirees over the age of
65 — even on a refiree-pay-all basis — all premiums, claims and expenses for post-65 retiree
coverage should be segregated from those for pre-65 coverage. Furthermore, San Mateo CCD
should arrange for the rates or prices of all retiree benefits to be set on what is expected to be a self-
sustaining basis.

San Mateo CCD should establish a way of designating employees as eligible or ineligible for future
OPEB benefits. [neligible employees can include those in ineligible job classes; those hired after a
designated date restricting eligibility; those who, due to their age at hire cannot qualify for District-
paid OPEB benefits; employees who exceed the termination age for OPEB benefits, etc.

Several assumptions were made in estimating costs and liabilities under San Mateo CCD's
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Total Compensation Systems, Inc.

retiree health program. Further studies may be desired to validate any assumptions where
there is any doubt that the assumption is appropriate. (See Appendices B and C for a list of
assumptions and concerns.) For example, San Mateo CCD should maintain a retiree
database that includes — in addition to date of birth, gender and employee classification —
retirement date and (if applicable) dependent date of birth, relationship and gender. It will
also be helpful for San Mateo CCD to maintain employment termination information —
namely, the number of OPEB-eligible employees in each employee class that terminate
employment each year for reasons other than death, disability or retirement.

Respectfully submitted.

Geoffrey L. Kischuk, FSA, MAAA, FCA

Consultant

Total Compensation Systems, Inc.

(805) 496-1700
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Total Compensation Systems, Inc.

PART II: BACKGROUND
A. Summary

Accounting principles provide that the cost of retiree benefits should be “accrued” over employees' working
lifetime. For this reason, the Governmental Accounting Standards Board (GASB) issued in 2004 Accounting
Standards 43 and 45 for retiree health benefits. These standards apply to all public employers that pay any part of the
cost of retiree health benefits for current or future retirees (including early retirees).

B. Actuarial Accrual

To actuarially accrue retiree health benefits requires determining the amount to expense each year so that the
liability accumulated at retirement is, on average, sufficient (with interest) to cover all retiree health expenditures
without the need for additional expenses. There are many different ways to determine the annual accrual amount. The
calculation method used is called an “actuarial cost method.™

Under most actuarial cost methods, there are two components of actuarial cost - a “normal cost” and
amortization of something called the “unfunded actuarial accrued liability.” Both accounting standards and actuarial
standards usually address these two components separately (though alternative terminology is sometimes used).

The normal cost can be thought of as the value of the benefit eamed each year if benefits are accrued during
the working lifetime of employees. This report will not discuss differences between actuarial cost methods or their
application. Instead, following is a description of a commonly used, generally accepted actuarial cost method that
will be permitted under GASB 43 and 45. This actuarial cost method is called the “entry age normal” method.

Under the entry age normal cost method, the actuary determines the annual amount needing to be expensed
from hire until retirement to fully accrue the cost of retiree health benefits. This amount is the normal cost. Under
GASB 43 and 45, normal cost can be expressed either as a level dollar amount or a level percentage of payroll.

The normal cost is determined using several key assumptions:
mn The current cost of retiree health benefits (often varying by age. Medicare status and/or dependent
coverage). The higher the current cost of retiree benefits, the higher the normal cost.

The “frend” rafe at which retiree health benefits are expected to increase over time. A higher trend
rate increases the normal cost. A “cap™ on District contributions can reduce trend to zero once the
cap is reached thereby dramatically reducing normal costs.

Mortality rates varying by age and sex. (Unisex mortality rates are not often used as individual
OPEB benefits do not depend on the mortality table used.) If employees die prior to retirement, past
contributions are available to fund benefits for employees who live to retirement. After retirement,
death results in benefit termination or reduction. Although higher mortality rates reduce normal
costs, the mortality assumption is not likely to vary from employer to employer.

Employment fermination rates have the same effect as mortality inasmuch as higher termination
rates reduce normal costs. Employment termination can vary considerably between public agencies.

The service requirement reflects years of service required to earn full or partial retiree benefits.
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While a longer service requirement reduces costs, cost reductions are not usually substantial unless
the service period exceeds 20 years of service.

Retirement rates determine what proportion of employees retire at each age (assuming employees
reach the requisite length of service). Retirement rates often vary by employee classification and
implicitly reflect the minimum retirement age required for eligibility. Retirement rates also depend
on the amount of pension benefits available. Higher retirement rates increase normal costs but,
except for differences in minimum retirement age, retirement rates tend to be consistent between
public agencies for each employee type.

Participation rates indicate what proportion of retirees are expected to elect retiree health benefits if
a significant retiree confribution is required. Higher participation rates increase costs.

The discount rafe estimates investment earnings for assets earmarked to cover retiree health benefit
liabilities. The discount rate depends on the nature of underlying assets. For example, employer
funds earning money market rates in the county treasury are likely to earn far less than an
irrevocable trust containing a diversified asset portfolio including stocks, bonds. etc. A higher
discount rate can dramatically lower normal costs. GASB 43 and 45 require the interest assumption
to reflect likely long ferm investment return.

The assumptions listed above are not exhaustive, but are the most common assumptions used in actuarial
cost calculations. The actuary selects the assumptions which - taken together - will yield reasonable results. It's not
necessary (or even possible) to predict individual assumptions with complete accuracy.

If all actuarial assumptions are exactly met and an employer expensed the normal cost every year for all past
and current employees and retirees, a sizeable liability would have accumulated (after adding interest and subtracting
retiree benefit costs). The liability that would have accumulated is called the actuarial accrued liability or AAL. The
excess of AAL over the actuarial value of plan assets is called the unfimded actuarial accrued liability (or UAAL).
Under GASB 43 and 43, in order for assets to count toward offsetting the AAL, the assets have to be held in an
irrevocable trust that is safe from creditors and can only be used to provide OPEB benefits to eligible participants.

The actuarial accrued liability (AAL) can arise in several ways. At inception of GASB 43 and 45, there is
usually a substantial UAAL. Some portion of this amount can be established as the "transition obligation" subject to
certain constraints. UAAL can also increase as the result of operation of aretiree health plan - e.g., as a result of plan
changes or changes in actuarial assumptions. Finally, AAL can arise from actuarial gains and losses. Actuarial gains
and losses result from differences between actuarial assumptions and actual plan experience.

Under GASB 43 and 45, employers have several options on how the UAAL can be amortized as follows:

The employer can select an amortization period of 1 to 30 years. (For certain situations that resultin a
reduction of the AAL, the amortization period must be at least 10 years.)

The employer may apply the same amortization period to the total combined UAAL or can apply
different periods to different components of the UAAL.

The employer may elect a “closed™ or “open” amortization period.

The employer may choose to amortize on a level dollar or level percentage of payroll method.
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PART III: LIABILITIES AND COSTS FOR RETIREE BENEFITS
A. Introduction.

‘We calculated the actuarial present value of projected benefits (APVPB) separately for each employee. We
determined eligibility for retiree benefits based on information supplied by San Mateo CCD. We then selected
assumptions for the factors discussed in the above Section that, based on plan experience and our training and
experience, represent our best prediction of future plan experience. For each employee, we applied the appropriate
factors based on the employee's age, sex and length of service.

‘We summarized actuarial assumptions used for this study in Appendix C.

B. Medicare

The extent of Medicare coverage can affect projections of retiree health costs. The method of coordinating
Medicare benefits with the retiree health plan's benefits can have a substantial impact on retiree health costs. We will
be happy to provide more information about Medicare integration methods if requested.

C. Liabilitv for Retiree Benefits.

For each employee, we projected future premium costs using an assumed trend rate (see Appendix C). To
the extent San Mateo CCD uses confribution caps, the influence of the trend factor is further reduced.

‘We multiplied each year's projected cost by the probability that premium will be paid; i.e. based on the
probability that the employee is living, has not terminated employment and has retired. The probability that premium
will be paid is zero if the employee is not eligible. The employee is not eligible if s'he has not met minimum service,
minimum age or, if applicable, maximum age requirements.

The product of each year's premium cost and the probability that premium will be paid equals the expected
cost for that year. We discounted the expected cost for each year to the valuation date February 1, 2011 at 5%
interest.

Finally, we multiplied the above discounted expected cost figures by the probability that the retiree would
elect coverage. A retiree may not elect to be covered if retiree health coverage is available less expensively from
another source (e.g. Medicare risk contract) or the retiree is covered under a spouse's plan.

For any current retirees, the approach used was similar. The major difference is that the probability of
payment for current retirees depends only on mortality and age restrictions (i.e. for retired employees the probability
of being retired and of not being terminated are always both 1.0000).

We added the APVPB for all employees to get the actuarial present value of total projected benefits
(APVTPB). The APVTPB is the estimated present value of all future retiree health benefits for all current
employees and retirces. The APVTPB is the amount on February 1, 2011 that, if all actuarial assumptions are exactly
right, would be sufficient to expense all promised benefits until the last current employee or retiree dies or reaches
the maximum eligibility age.
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Actuarial Present Value of Total Projected Benefits

February 1, 2011 Total AFSCME Faculty CSEA Management
Active: Pre-65 $8.593,236 $764,720 $4.541,662 $2.,079,389 $1,207.465
Post-65 $40,254,391 $3.478,820 $20,193,962 $10,230.171 $6,351,438

Subtotal $48.847.627 $4,243,540 $24,735,624 $12.309,560 $7,558.903
Retiree: Pre-65 $3.751,604 $0 $1.334,330 $2.383,986 $33,288
Post-65 $73.,702.107 $0 $47.,269.487 $25,388,031 $1,044,589

Subtotal $77.453,711 $0 $48,603.817 $27,772.017 $1,077.877
Grand Total $126,301,338 $4,243,540 $73,339.441 $40,081,577 $8,636,780
Subtotal Pre-65 $12,344.840 $764,720 $5,875,992 $4.463,375 $1,240,753
Subtotal Post-65 $113.956,498 $3.478,820 $67,463.,449 $35.618.202 $7.396.027

The APVTPB should be accrued over the working lifetime of employees. At any time much of it has not
been “earned” by employees. The APVTPB is used to develop expense and liability figures. To do so, the APVTFB
is divided into two parts: the portions attributable to service rendered prior to the valuation date (the past service
liability or actuarial accrued liability under GASB 43 and 45) and to service after the valuation date but prior to
retirement (the future service liability).

The past service and future service liabilities are each funded in a different way. We will start with the future
service liability which is funded by the normal cost.

D. Cost to Prefund Retiree Benefits

1. Normal Cost

The average hire age for eligible employees is 36. To accrue the liability by retirement, the District would
accrue the retiree liability over a period of about 24 years (assuming an average retirement age of 60). We applied an
"entry age normal" actuarial cost method to determine funding rates for active employees. The table below
summarizes the calculated normal cost.

Normal Cost Year Beginning

February 1, 2011 Total AFSCME Faculty CS Management

# of Employees 763 64 286 271 142
Per Capita Normal Cost

Pre-65 Benefit NA $180 $218 $190 $200

Post-65 Benefit /A $1.079 $1,508 $1.262 $1.467

First Year Normal Cost

Pre-65 Benefit $153,758 §11,520 $62,348 $51.490 $28.400
Post-65 Benefit $1.050,660 $69.056 $431,288 $342.002 $208.314
Total $1.204,418 $80,576 $493,636 $393,492 $236.714
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Accruing retiree health benefit costs using normal costs levels out the cost of retiree health benefits over time
and more fairly reflects the value of benefits "earned” each year by employees. This normal cost would increase
each year based on covered payroll.

2. Amortization of Unfunded Actuarial Accrued Liabili AAL

If actuarial assumptions are borne out by experience, the District will fully accrue retiree benefits by
expensing an amount each year that equals the normal cost. If no accruals had taken place in the past, there would be
a shortfall of many years' accruals, accumulated interest and forfeitures for terminated or deceased employees. This
shortfall is called the actuarial accrued liability (AAL). We calculated the AAT as the APVTPB minus the present
value of future normal costs.

The initial UAAL was amortized using a closed amortization period of 30 years. The District can amortize
the remaining or residual UAAL over many years. The table below shows the annual amount necessary to amortize
the UAAL over a period of 30 years at 5% interest. (Thirty years is the longest amortization period allowable under
GASB 43 and 45.) GASB 43 and 45 will allow amortizing the UAAL using either payments that stay the same as a
dollar amount, or payments that are a flat percentage of covered payroll over time. The figures below reflect the level
percentage of payroll method. This amortization payment would increase each year based on covered payroll.

Actuarial Accrued Liability

as of February 1,2011 Total AFSCME Faculty CSEA Management
Active: Pre-63 $7,647.890 $683,285  $4.193.054  $1,722.460 $1.049,091
Post-65 $33,822,328  $2,990,663  $17.782.490  $7,859.410 $5.189,765
Subtotal $41.470218  $3.673.948  $21.975.544  $9,581.870 $6.238.856
Retiree: Pre-63 $3,751,604 $0  $1.334330  $2.383.986 $33,288
Post-65 $73,702,107 S0 $47.269487  $25,388.031 $1.044,589
Subtotal $77.453,711 $0  S48.603,817 $27.772.017 $1.077.877
Subtot Pre-63 $11,399,494 $683.285  $5.527.384  $4.106.446 $1,082,379
Subtot Post-65 $107.524.434  $2.990.663  $65.051.977  $33.247,440 $6.234,354
Grand Total $118,923.929  $3.673.948  $70,579.361  $37.353.886 $7.316,734
Unamortized Initial UAAL $116,254,524

Actuarial Value of Plan Assets $15,643.762

Residual AAL $(12,974,357)

Residual UAAL Amortization at $(739,731)
5.0% over 30 Years

3. Annual Required Contributions (ARC)

If the District determines retiree health plan expenses in accordance with GASB 43 and 45, costs will
include both normal cost and one or more components of UAAL amortization costs. The sum of normal cost and
UAAL amortization costs is called the Annual Required Contribution (ARC) and is shown below.
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Annual Required Contribution (ARC) Year Beginning

February 1, 2011 Total
Normal Cost $1,204.418
Initial UAAL Amortization $7,237.330
Residual UAAL Amortization $(739,731)

ARC $7,702,017

The normal cost remains as long as there are active employees who may some day qualify for District-paid
retiree health benefits. This normal cost would increase each year based on covered payroll.

4. Other Components of Annual OPEB Cost (AOC)

Expense and liability amounts may include more components of cost than the normal cost plus amortization
of the UAAL . This will apply to employers that don’t fully fund the Annual Required Cost (ARC) through an
irrevocable trust.

M The annual OPEB cost (AOC) will include assumed interest on the net OPEB obligation
(NOO). The annual OPEB cost will also include an amortization adjustment for the net
OPEB obligation. (It should be noted that there is no NOO if the ARC is fully funded
through a qualifying “plan™.)

M The net OPEB obligation will equal the accumulated differences between the (AOC) and
qualifying “plan” contributions.
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PARTIV: "PAY AS YOU GO" FUNDING OF RETIREE BENEFITS

We used the actuarial assumptions shown in Appendix C to project ten year cash flow under the retiree
health program. Because these cash flow estimates reflect average assumptions applied to a relatively small number
of employees, estimates for individual years are certain to be inaccurate. However, these estimates show the size of
cash outflow.

The following table shows a projection of annual amounts needed to pay the District share of retiree health
premiums.

Year

Beginning

February 1 Total  AFSCME Faculty CSEA  Management
2011 $7.465,566 54,532 $4.733.079  $2.601,753 $126,202
2012 $7.588,296 $9,065 $4.856982  $2.569.977 $152.272
2013 $7.868.911 $19.895 $5.057.792  $2.586.668 $204,556
2014 $8,109,922 $32,004 $5.223,033  $2,605,196 $249,689
2015 $8327,117 $51,353 $5.360.553  $2.623.416 $291,795
2016 $8.513,663 $76,739 $5.467.019  $2,643453 $326,452
2017 $8.680,335 $107.206 $5.544383  $2.659.475 $369.471
2018 $8.809,478 $130,319 $5.580201  $2.689.791 $409,167
2019 $8.942,796 $158,687 $5.624.482  $2.708.258 $451,369
2020 $9.123,006 $193.434 $5.695575  $2.734.674 $499,323
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PARTV: RECOMMENDATIONS FOR FUTURE VALUATIONS

To effectively manage benefit costs, an employer must periodically examine the existing liability for retiree
benefits as well as future annual expected premium costs. GASB 43/45 require biennial or triennial valuations. In
addition, a valuation should be conducted whenever plan changes, changes in actuarial assumptions or other
employer actions are likely to cause amaterial change in accrual costs and/or liabilities.

Following are examples of actions that could trigger a new valuation.
M An employer should