! # $ #% $ #

&& %
% $# & (

) @r+ -



Historic Merced Theatre:
Originally opened in 1931 at the corner of Main
Street and Martin Luther King Way




MERCED COUNTY EMPLOYEES' RETIREMENT
ASSOCIATION

TABLE OF CONTENTS

INTRODUCTORY SECTION

Letter of Transmittal !
GFOA Certificate of Achievement
g . . 12
for Excellence in Financial Reporting 13
MCERA Board of Retirement 14
Administrative Organization Chart 15
List of Professional Consultants
FINANCIAL SECTION
Independent Auditor’s Report 19
Management’s Discussion and Analysis 22
Basic Financial Statements
Statements of Fiduciary Net Position 30
Statements of Changes in Fiduciary Nettidos 31
Notes to Basic Financial Statements 32
Required Supplementary Information
Schedule of Changes in Net Pension Liaxsliand Related Ratios 59
Schedule of Employer Contributions 60
Schedule of Investment Returns 60
Notes to Required Supplementary Infornmatio 61
Other Supplemental Schedules
Schedules of Administrative Expenses 62
Schedules of Investment Expenses 63
Schedules of Payments to Consultants 64

INVESTMENT SECTION

Investment Consultant’s Report 67
Outline of Investment Policies and Summary of

Proxy Voting Guidelines and Procedures 73
Asset Allocation Information 74
Investment Summary 75
Schedule of Investment Results 76
Top 10 Largest Holdings by Fair Value 77

Schedule of Investment Manager Fees and List o
Investment Service Providers 78



MERCED COUNTY EMPLOYEES' RETIREMENT
ASSOCIATION

TABLE OF CONTENTS (CONTINUED)

ACTUARIAL SECTION

Actuarial Certification Letter 81
Summary of Assumptions and Funding Methods 84
Probabilities of Separation From Active Service 87
Schedule of Active Member Valuation Data 88
Retirements and Beneficiaries Added To

and Removed From Retiree Payroll 89
Solvency Test 89
Actuarial Analysis of Financial Experience 89
Schedule of funding progress 90

. ________________________________________________________________________________________________________________________________________|]
STATISTICAL SECTION

Additions by Source 93
Deductions by Type 94
Schedule of Changes in Net Position 95
Schedule of Benefit Expenses by Type 96
Schedule of Retired Members by Type of Benefit 97
Ten Year Structure of Retiree Membership Histo 97
Summary of Retired Membership 98
Retired Members by Type of Retirement 99
Retired Members Average Benefit Payments 100
Actuarial Balance Sheet 101

Participating Employers and Active Members 102









LETTER OF TRANSMITTAL

December 24, 2014

Dear Board Members:

As the Administrator of the Merced County EmployeBgtirement Association (MCERA), it is a
pleasure to present this Comprehensive Annual EiaaReport (CAFR) for the fiscal years ended June
30, 2014 and 2013. This report is intended to ipkveaders with complete and reliable information
about MCERA's financial status, compliance with ther and MCERA policies. This is MCERA's 84
year of operation.

MCERA'’s Mission Statement and Core Values

MCERA'’s mission is to provide benefits to its mem#ye¢o manage assets prudently in accordance with
plan provisions and the Board of Retirement to @wompetent and efficient services to our members

The Comprehensive Annual Financial Report (CAFR)

MCERA management is responsible for both the acyuoé the data and the completeness and fairness
of the financial information contained in this CAFRThe required financial statements have been
prepared in accordance with Generally Accepted Awting Principles (GAAP). The Comprehensive
Annual Financial Report is presented in five sewio

The Introductory Section describes MCERA’'s management and organizationalctstre;
identifies the members of the MCERA Board of Retient (the Board); provides a listing of the
professional consultants utilized by MCERA; andgants this Letter of Transmittal.

TheFinancial Sectionpresents the report of the independent auditor,jada@ini & O’Connell
LLP, along with MCERA management’s discussion amalysis, basic financial statements,
notes to the financial statements, required suppheany schedules and other supplemental
schedules.

The Investment Section contains a report on MCERA’s investment performarfoem

MCERA’s investment consultant, Strategic InvestmeS8olutions, Inc., along with
information regarding MCERA’s investment policiesasset allocation, investment
holdings and investment management fees.

TheActuarial Section contains the independent actuary’s certificatatter from MCERA'’s
actuary, Cheiron, along with a summary of agalaassumptions and funding methods, and
actuarial statistics.
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LETTER OF TRANSMITTAL
(Continued)

TheStatistical Sectionpresents information pertaining to MCERA'’s opemasi@n a multi-year
basis. The financial and operatinfprimation provides contextual data for MCERA&t
position, benefits, refunds and differges of retirement benefits.

MCERA and its Services

The Merced County Employees’ Retirement Associatisna public employee retirement system
established by the County of Merced on July 1, 199CERA is administered by the Board of
Retirement to provide retirement, disability, deadhd survivor benefits for eligible employees loé t
County of Merced, Superior Court of California tbe County of Merced, Merced Cemetery District, the
Transit Joint Powers Authority and the Merced CguRegional Waste Management Authority for
Merced County pursuant to the California Constitatithe County Employees’ Retirement Law of 1937,
Government Code Sections 31450 et. seq. (the 198y, And the by-laws, policies and procedures
adopted by the MCERA Board. The County of Mercedid of Supervisors also adopts resolutions, as
permitted by the 1937 Act, which affect benefitdd € ERA members.

The MCERA Board of Retirement is responsible fax feneral management of the retirement system,
including making benefit determinations and manggire investment of the System’s assets. The @ay-t
-day management of MCERA is vested in an Administrappointed by the Board.

The Board is comprised of nine members and tworrdtes; two elected by the active general
membership, one regular and one alternate elegtdldebactive safety membership, one regular and one
alternate elected by the retired membership, fppoeted by the Merced County Board of Supervisors,
and the Merced County Treasurer, who serves ag-affieio member. With the exception of the County
Treasurer, Board members serve three-year terrtis nwiterm limits.

Financial Information

A review of MCERA'’s fiscal affairs for the years ded June 30, 2014 and 2013 is presented in
Management’'s Discussion and Analysis (MD&A), whihlocated in the Financial Section of this
CAFR. Together, the MD&A and this Letter of Transiali provide an expanded overview of MCERA'’s
financial activities for the years.

The audit of MCERA's financial statements has bperformed by an independent auditor, Macias Gini
& O’Connell LLP, who has attested that the finahgtatements are presented in conformity with
generally accepted accounting principles, are dfematerial misstatement and sufficient internaitcols
exist to provide reasonable assurance regardingdfe keeping of assets and fair presentation ef th
financial statements and supporting schedules.,Nloedocument has been prepared in compliande wit
the new accounting standards, Governmental Accognftandards Board (GASB) Statement 67
Financial Reporting for Pension Plamsd all applicable prior and relevant standards

Management is responsible to establish and mairgppropriate internal controls to ensure that the
System’s assets are protected from loss, theftisusa. MCERA recognizes that even sound internal
controls have inherent limitations. We believe ititernal controls are designed to provide reasanhbt,

not absolute, assurance that these objectives eirelime concept of reasonable assurance recoghiaes
the cost of a control should not exceed the bentdibe derived and the assessment of costs arditben
requires estimates and judgments by management.

As of June 30, 2014, MCERA's net position restdcier pensions in trust totaled approximately $857.
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(Continued)

million reflecting an increase of approximately $#illion (approximately 16.7%) in the net positio
restricted for pensions at the end of the previmesl year. This was primarily attributable toianrease
in employer contributions and the appreciationaiin ¥alue of investments held by MCERA as explained
more fully in the Investment Section of this CAFR.

In 2012, the Governmental Accounting Standards 8¢aASB) issued two standards (Statement No. 67
and No. 68) fundamentally changing the accountimdyfanancial reporting requirements for pension
benefits. GASB’s intention with the new standasitoiincrease transparency in financial reporfirige

new standards require pension systems to alloatertfunded liability to all participating emploger
Thus, the employers will reflect an “accountingydniability on their financial statements. It septes
financial reporting requirements from funding reguients.

Actuarial Funding Status

MCERA'’s funding objective is to meet long-term benebligations by maintaining a well-funded plan
and obtaining optimum investment returns consisigthit the a prudent level of risk. The higher thedl
of plan funding, the larger the ratio of assetsianalated to actuarial accrued liability and thehieigthe
level of investment return potential.

Pursuant to provisions in the 1937 Act, MCERA erggagn independent actuarial firm to perform annual
actuarial valuations of the system. As part ofwalkiation, economic assumptions are reviewed iand,
addition, every three years a triennial experiestady of MCERA membership is conducted and non-
economic assumptions are reviewed and modifieckasssary. The most recent triennial experience
study was conducted in 2013. As a result of thdystseveral economic and non economic assumptions
were changed. The most recent actuarial valuasoof June 30, 2013, found the system’s actuarial
funding status (the ratio of actuarial assets toaal liabilities) to be 51.4%. This decreasé¢ha

funding ratio (down from 54.2% as of June 30, 20423 primarily due to MCERA'’s increase in
unfunded actuarial accrued liabilities. A key tadn the increase in the liabilities was the chang
actuarial assumptions for mortality improvements.

Investments

The Board of Retirement has exclusive control birslestments of the retirement system and is
responsible for establishing investment objectigéstegies and policies. Pursuant to the Caiidorn
Constitution and the 1937 Act, the Board is auttestito invest in any form or type of investmentrded
prudent in the informed judgment of the Board.mlaking decisions regarding the MCERA investment
portfolio, the Board acts in a fiduciary capacity/danust discharge its duties in accordance withciaty
principles. In carrying out its investment respbitisies, the Board receives guidance from a pssfenal
investment consultant, Strategic Investment Sahgtidnc.

The Board of Retirement has adopted an Investmardy?which provides the framework for the
management of MCERA'’s investments. The InvestrReity establishes the investment program goals,
asset allocation policies, performance objectiiregstment management policies and risk controls.

The Investment Policy also delineates the prindigahl duties of the Board, MCERA's custodian bank
and MCERA's investment managers.

The asset allocation plan adopted by the Board istagral part of MCERA'’s investment program.sit
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designed to provide an optimum mix of asset clagsisreturn expectations to satisfy expected
liabilities while minimizing risk exposure. A sunamy of the asset allocation plan is in the Investime
Section.

The assets of MCERA are exclusively managed bgreat professional investment management firms.
A listing of the investment professionals and inweent fees can be located on page 78

For the fiscal year ending June 30, 2014, MCERA&estment return was a positive 17.9% and the
annualized rate of return over the last three aredyfears was a positive 9.5% and 13.0%, respdgtive

Service Efforts and Accomplishments

Approved and adopted Employer and Member contabutiate for Tier 3 and Public
Employees Pension Reform Act (PEPRA) Tier 4 Members

Approved additional costs to CPAS for implementaiod Tier 3 and Tier 4 members.
Approved the development of an independent welsiteICERA.

Approved the development of an imaging system.

Adopted and implemented a COLA of 2.5% effectivaiAp, 2014 for Tier | members.

For the tenth consecutive year, MCERA was awatlledGFOA Certificate of Achievement
for Excellence in Financial Reporting for MCERA’913—2012 Comprehensive Annual
Financial Report.

Approved a $10 million commitment to Raven Capisaprivate equity manager.

Approved a $10 million commitment to Ocean Averagrivate equity manager.

Approved and funded $21 million commitment to Cappock, an international equity
manager.

Approved and funded $20 million commitment to Paakg a small cap domestic equity
manager.

Approved and funded $15 million commitment to DRAsmall cap domestic equity fund.
Approved and funded a $14 million commitment to &if, a multi-strategy hedge fund.
Approved and funded a $14 million commitment taamiMaster, a fund of hedge funds.
Cheiron acquired EFI Actuaries, transition andspenel changes complete.

Board fulfilled continuing education requirements.

Board approved new asset allocation.

We thank Maria Arevalo, Plan administrator from 2602014 for her dedication.
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Certificate of Achievement

The Government Finance Officers Association of thated States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in FinehdReporting to MCERA for its CAFR for the fiscal
year ended June 30, 2013. The Certificate of Admeent is a prestigious national award that
recognizes conformance with the highest standaodspfeparation of state and local government
financial reports.

In order to be awarded a Certificate of Achievemangovernment unit must publish an easily readable
and efficiently organized comprehensive annualriona report, whose contents conform to program
standards. The CAFR must satisfy both generaltgpted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a perioflone year only. This is MCERA's tenth Certifieat
of Achievement for Excellence in Financial Repagtin We believe our current report continues to
conform to the Certificate of Achievement prograequirements.

Acknowledgements

The compilation of this report reflects the dedichefforts of MCERA staff and in particular, MCERA’
Fiscal Supervisor, David (Bren) Horrocks and Retieat Officer, Angelo Lamas. | would like to express
my greatest appreciation for their hard work. | Wowalso like to thank MCERA'’s professional
consultants; our actuary, our investment consuléamat our auditor for their generous and invaluable
assistance, especially in this first year of impdetmg GASB 67. Finally, | would like to acknowlgsl
the Board of Retirement for its leadership and camment to the highest fiduciary standards.

Respectfully submitted,
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Steven Bland MS, CFA, CAIA
Plan Administrator
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

Board of Retirement at June 30, 2014
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Term Expires 06-30-15 Supervisors
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Alfonso Peterson
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

Administrative Organization Chart at June 30, 2014

BOARD OF RETIREMENT

Plan Administrator
Steven Bland

Fiscal Supervisor Retirement Officer
Vacant* Angelo Lamas

Accountant Benefit Specialist I/II
David “Bren” Horrocks* Brenda Mojica
Sheri Villagrana

Office Assistant
Rhianna Phillips

[ Extra Help-Student Intern

Frank Romero*

*Bren Horrocks was promoted to Fiscal SupervisoasiHarman was hired as the accountant, and Mighell
Lee replaced Frank Romero as the Student Intemtlgladter the end of the fiscal year.
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

List of Professional Consultants at June 30, 2014
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Mason, Robbins, Browning & Godwin
Public Pension Consultants
Manatt, Phelps, & Phillips
Hanson Bridgett

MEDICAL ADVISOR
Dr. Charles Fracchia
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UBS Global Asset Management
European Capital Management, Inc
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Mellon Capital Management
WHV
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Copper Rock
Grantham, Mayo, Van Otterloo & Co. LLC
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ConvergEx Group
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Certified Public Accountants.

INDEPENDENT AUDITOR’S REPORT

Sacramento

=

3000 S Street, Suite 300

A

Sacramente, CA 95816
214928 4400
Walnut Creek

Oakland

LA/Century City

Newport Beach

www.mgocpa.com

To the Board of Retirement of the
Merced County Employees’ Retirement Association
Merced, California

Report on the Financial Statements

We have audited the accompanying basic financial statements of the Merced County Employees’
Retirement Association (the Association). a component unit of the County of Merced. as of and for the
years ended June 30. 2014 and 2013. and the related notes to the financial statements. which collectively
comprise the Association’s basic financial statements as listed in the table of contents.

Management’s Respensibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America: this includes the
design. implementation. and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement. whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards. issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatements of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly. we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management.
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly. in all material respects, the financial
position of the Merced County Employees’ Retirement Association as of June 30. 2014 and 2013. and the
changes in its financial position for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis of Matters

As discussed in Note 2 to the basic financial statements, the Association adopted the provisions of
Governmental Accounting Standards Board Statement No. 67. Financial Reporting for Pension Plans- an
Amendment of GASB Statement No. 25, for the year ended June 30, 2014.

As described in Note 5 to the basic financial statements, based on an actuarial valuation as of June 30. 2013,
rolled forward to June 30. 2014. the total pension liability of participating employers exceeded the plan’s
fiduciary net position by $450.4 million. The actuarial valuation is very sensitive to the underlying actuarial
assumptions. including a discount rate of 7.75 percent. which represents the long-term expected rate of
return.

Our opinion is not modified with respect to these matters.
Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis. the schedule of changes in net pension liability and related ratios. schedule of
employer contributions, and schedule of investment returns, as listed in the table of contents be presented
to supplement the basic financial statements. Such information. although not a part of the basic financial
statements, 1s 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
mmformation 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 mmformation 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.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Association’s basic financial statements. The introductory section. other supplemental
schedules in the financial section. the investment. actuarial and statistical sections are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The other supplemental schedules in the financial section are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and reconciling such

Comprehensive Annual Financial Report 20



information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the Umited States of America. In our opinion. the other
supplemental schedules are fairly stated. in all material respects. in relation to the basic financial statements
taken as a whole.

The introductory, investment, actuarial and statistical sections have not been subjected to auditing
procedures applied in the audit of the basic financial statements and. accordingly. we do not express an
opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards. we have also 1ssued our report dated December 24,
2014 on our consideration of the Association’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 Government Auditing Standards in considering the Association’s internal control over
financial reporting and compliance.

Mcias Gi 4; OCmel (P

Sacramento. California
December 24, 2014
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
MANAGEMENT’S DISCUSSION AND ANALYSIS

We are pleased to provide this overview and amalgbithe financial activities of the Merced
County Employees’ Retirement Association (MCERA) thee fiscal years ended June 30, 2014
and 2013. We encourage readers to consider thamation presented here in conjunction with
the additional information furnished in the LettdérTransmittal.

Financial Highlights

At the close of the fiscal year June 30, 2014, M@ERfiduciary net position
restricted for pensions totaled $657.3 million. éflithe plan net position is available
to meet MCERA's ongoing obligations to plan pagamts and their beneficiaries.

During the fiscal year 2014, MCERA'’s fiduciary npsition restricted for pensions
increased by $94.3 million (an increase of 16.7Ph)s increase essentially reflects
an increase in the fair value of investments, hékeoefits and expenses.

MCERA'’s funding objective is to meet long-term bBnebligations through
contributions and investment income. As of Junge Z13, the date of MCERA's
last actuarial valuation, MCERA's funded ratio w&4.4%. In general, this
indicates that for every one dollar of benefite AMCERA has approximately $0.51
of assets available for payment.

Additions to the Fiduciary Net Position increasgd$39.1 million or 34.1% from
$114.8 million in the prior fiscal year to $153.9llman in the current fiscal year.
This Increase is primarily due to the increase &t mvestment income and
employer contributions.

Deductions from the Fiduciary Net Position increbfem $56.9 million in the last
fiscal year to $59.6 million in the current fisgadar (an increase of approximately
4.7%). This increase was primarily due to highendfés paid, increases in
actuarial expenses.

Overview of the Financial Statements

The following discussion and analysis are intenttetielp the reader understand the purpose
and meaning of the key components within the firereection of MCERA’s Comprehensive
Annual Financial Report (CAFR). The financial staents are comprised of the following:

The Statement of Fiduciary Net Positiois a point in time picture of account balancesfabe®
fiscal years end. It indicates the assets availebléuture payments to retirees and any current
liabilities. The difference between assets andillies represent the net position restricted for
pensions. The statement also presents prior yehb&ances for comparative purposes.

The Statement of Changes in Fiduciary Net Positioon the other hand, provides a view of the

current year additions to and deductions from #tgament plan that caused the change in the
net position during the fiscal years.

Comprehensive Annual Financial Report 22



MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

MANAGEMENT’'S DISCUSSION AND ANALYSIS
(Continued)

Both financial statements are in compliance witle #iccounting principles and reporting
guidelines set forth in Governmental Accountingn8trds Board (GASB) Statement Nos. 28,
34, 40, 44, 51, 53, 63, and .6¥hese pronouncements require certain disclosames,also
require that state and local governments reporiguttie full accrual method of accounting.
MCERA complies with all material requirements oésle pronouncements.

The two financial statements report information @bh®CERA'’s financial activities. As
previously noted, the statements include all asmedsliabilities using the full accrual basis of
accounting, which is similar to the accounting ubgdmost private sector companies. All of
the current year’s revenues are recognized wheredand expenses recognized when incurred
regardless of when cash is received or paid. ®Mestment gains or losses are shown at the
trade date, not the settlement date. In addiboth realized and unrealized gains and losses are
shown on investments. All capital assets are aggiezl over their useful lives.

The information reported in these two financialtestaents regarding MCERA's fiduciary net

position restricted for pensions is generally cdesed to be a good measure of MCERA'’s
financial position. Over time, increases or desesain the system’s fiduciary net position is
one indicator of whether the system’s financial lte& improving or deteriorating. Other

factors however, such as investment market comditeod the employers’ net pension liability
should also be considered in measuring the retinésystem’s overall health.

TheNotes to Basic Financial Statemenése an integral part of the financial report anovjite
additional information that is essential to a fulderstanding of the data provided in the
financial statements.

In addition to the financial statements and accargipgy notes, this report presents certain
required supplementary information concerning MCERPhe Required Supplementary
Information includes the Schedule of Changes in Net Pensiohilitjaand Related Ratios,
Schedule of Employer Contributions, and the Scheedtilnvestment Returns. The Schedule of
Changes in Net Pension Liability and Related Rati@sents the changes in the employers’ net
pension liability. The Schedule of Employer Conitibns provides historical information
about actuarial determined contributions of the leygr and the actual contributions made.
The Schedule of Investment Returns representsnthesiment returns weighted by the cash
inflows and outflows from the investment funds. €tter, these schedules and the supporting
Notes to Required Supplementary Informatioprovide information to help promote
understanding of the plan’s fiduciary net positionrelation to the total pension liability,
employers’ actual contributions and investment metuover time. Finally, theOther
Supplementary Schedule®present information concerning MCERA'’s operationsa multi-
year basis.
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

MANAGEMENT’S DISCUSSION AND ANALYSIS
(Continued)

Financial Analysis

As previously noted, the fiduciary net position msgrve over time as a useful indication of
MCERA'’s financial position. At the close of theda year, MCERA's net position exceeded its
liabilities by $657.3 million. All of the net posin is available to meet MCERA’s ongoing
obligations to plan participants and their benafieis. As of June 30, 2014 the net position totaled
$657.3 million which is $94.3 million or (16.7%) meothan the prior year. This result essentially
reflects the increase of current investments atalue of $86.8 million or (16.1%) and $6.9
million or (21.7%) increase in current and otheseds. The Fiduciary net position as of June 30,
2013 totaled $563.0 million which is $57.8 million (11.5%) more than the prior year. This result
essentially reflects the increase of investmentaiavalue of $56.8 million or (11.7%).

The 2013-2014 fiscal year saw a continuation ofrdlly in equities from the lows of 2009 with
gains across the board. The postponement of tapbyithe Federal Reserve led to broad increases
in the major indices during the first quarter of HFIRA’s fiscal year and assets increased by 5.3%.
For the quarter ending December 31, 2013 improvésiareconomic fundamentals in the U.S and
confidence that the Federal Reserve can taper whaetaining low rates through forward
guidance led to an increase of 5.5% for the quaiiteird quarter of the fiscal year ending of
March 31, 2014 was slowed due to uncertainty ineF@dReserve policy and inclement weather in
the U.S. with a 2% increase in assets for MCERAthViiivestors continuing to reach for yield,
lower grade corporate debt outperformed. Europeamir@l Bank’'s new easing measures boosted
bank lending and led to a rise in Europe ex-UK tegslin the fourth quarter ending June 30, 2014
fiscal year. Emerging markets return rose during darter as fears over sooner-than-expected
Federal Reserve tightening diminished and geopalitisk remained subdued. Global real estate
stocks also did well with Europe’s market reactpasitively to bond yields as well as economic
stimulus announcement. These factors led to aneaser of 3.7% for the quarter and an
accumulated increase of 17.9% in investmentdi®fiscal year.

MCERA'’s Fiduciary Net Position as of June 30, 2014nd 2013

Increase/
(Decrease) %
2014 2013 Amount Change
Current and other assets $38,634,773  $31,750,515 4358 21.7%
Investments at fair value 627,178,089 540,369,435 Be54 16.1%
Capital assets/prepaid insurance 2,128,552 1,622,459 06,093 31.2%
Total assets 667,941,414 573,742,409 94,199,005 16.4%
Current liabilities 10,616,496 10,722,336 (105,840) 0%.
Total liabilities 10,616,496 10,722,336 (105,840) -1.0%
Net position $657,324,918  $563,020,073 $94,304,845 %6.7
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MCERA'’s Fiduciary Net Position as of June 30, 201and 2012

Increase/
(Decrease) %
2013 2012 Amount Change
Current and other assets $31,750,515 $31,206,133 3524, 1.7%
Investments at fair value 540,369,435 483,618,224 B6211 11.7%
Capital assets 1,622,459 1,245,372 377,087 30.3%
Total assets 573,742,409 516,069,729 57,672,680 11.2%
Current liabilities 10,722,336 10,937,130 (214,794) 0942.
Total liabilities 10,722,336 10,937,130 (214,794) -2.0%
Net position $563,020,073  $505,132,599 $57,887,474 %1.5

Reserves

MCERA'’s reserves are established from contributiansl the accumulation of investment
income after satisfying investment and administeatxpenses. Under GASB Statement 67,
investments are stated at fair value instead obst, and fair value includes the recognition of
unrealized gains and losses in the current peridtese unrealized gains and losses are tracked
in a reserve account called the Market Value Fhitbn Reserve. The Market Value
Fluctuation Reserve increased by $54.5 millionhe turrent fiscal year as a result of the
increase in the financial markets

MCERA'’s Reserves as of June 30, 2014, 2013 and 2012

2014 2013 20172
Active members $91,414,430 $87,608,519 $79,568,852
Employer advance 24,696,667 16,859,602 (189,538)
Retired members 386,355,789 377,071,253 375,032,417
Interest fluctuation 65,268,878 46,380,612 40,028,825
Market value fluctuation 89,589,154 35,100,087 10,692,

Total reses at fair valu  $657,324,918 $563,020,073 $505,132,599
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MCERA's Activities

An upturn in the investment markets resulted inuaeJ30, 2014 fiscal year increase of $94.3
million in MCERA's net position (an increase of appimately 16.7% from the previous year).
The key elements of this increase is the resuti@following changes in net position.

Changes in Fiduciary Net Position
A. Additions to Fiduciary Net Position

The reserves needed to finance retirement bermfsormally accumulated through the
collection of employer and employee contributiomsl @hrough earnings on investment
income (net of investment expenses). Additionth&Fiduciary Net Position for the current
fiscal year totaled $153.9 million. Overall, addits for the fiscal year increased by $39.1
million from the fiscal year ended June 30, 2013mprily due to increases in the
appreciation in fair value of investments. In @@12-2013 fiscal year, additions totaled
$114.8 million, which was a increase of $71.2 millifrom the total revenue in the 2011-
2012 fiscal year primarily due to investment faglue. The Employer’'s contribution rate
increased 4% due to the change in actuarial assomspand experience of the System. The
4% contribution rate change resulted in increasedributions of $4.2 million or 9.7%. The
Investment section of this report provides a maited review of the investment markets
and investment performance for the current fisealry

Additions to Fiduciary Net Position
(FoetYears Ended June 30, 2014 and 2013)

Increase
(Decrease) %
2014 2013 Amount Change
Employer contributions $48,032,338 $43,783,663 $4 278, 9.7%
Member contributions 9,642,819 9,927,749 (284,930) %2.9
Net investment income 96,219,056 61,083,399 35,135,657 57.5%
Total additions $153,894,213 $114,794,811  $39,099,402  4.198
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Additions to Fiduciary Net Position
(For the Years Ended June 30, 2013 and 2012)

Increase
(Decrease) %
2013 2012 Amount Change
Employer contributions $43,783,663  $40,262,881 $3.820, 8.7%
Member contributions 9,927,749 10,416,301 (488,552) 7%A.
Net investment income/(loss) 61,083,399 (7,039,276) ,1BB675 967.8%

Total additions  $114,794,811  $43,639,906  $71,154,905 3.1%

B.  Deductions from Fiduciary Net Position

MCERA was created to provide lifetime retiremennaities, survivor benefits and permanent

disability benefits to qualified members and tH®neficiaries. The cost of such programs include
recurring benefit payments, as designated by tlam;plefunds of contributions to terminated

employees; and the cost of administering the e system.

Deductions for the current fiscal year totaled $5%illion an increase of 4.7% from the previous

year. The increase in expenses in the currentlfisgar can be attributed primarily to the retiree

payroll, which grew $3.1 million or 5.7%. Deduct®for the 2012-2013 fiscal year totaled $56.9

million an increase of 8.7% from the previous yedhe increase in expenses for the 2012-2013
fiscal year was attributed primarily to the retipgeyroll which grew approximately 8.9%.

Deductions from Fiduciary Net Position
(For the Years Ended June 30, 2014 and 2013)

Increase
(Decrease) %
2014 2013 Amount  Change
Benefits paid $57,338,930 $54,257,547 $3,081,383 5.7%
Refunds of contributions 703,091 1,082,050 (378,959) 5.0%
Administrative expense 1,434,671 1,496,338 (61,667) 1%A.
Actuarial expense 112,676 71,402 41,274 57.8%
Total deductions $59,589,368 $56,907,337 $2,682,031 %4.7
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Deductions from Fiduciary Net Position
(For the Years Ended June 30, 2013 and 2012)

Increase
(Decrease) %
2013 2012 Amount Change
Benefits paid $54,257,547 $49,839,653 $4,417,894 8.9%
Refunds of contributions 1,082,050 1,051,526 30,524 %2.9
Administrative expense 1,496,338 1,180,083 316,255 026.8
Actuarial expense 71,402 63,312 8,090 12.8%
401(h) distribution to County - 733,590 (733,590) 01
Total deductions $56,907,337 $52,868,164 $4,039,173 %7.6
Changes in Net Position
(For the Years Ended June 30, 2014 and 2013)
Increase
(Decrease) %
2014 2013 Amount Changp
Additions
Employer contributions $48,032,338 $43,783,663 $4@2783, 9.7%
Members contributions 9,642,819 9,927,749 (284,930) 9%2.
Net investment income 96,219,056 61,083,399 35,135,65B7.5%
Total additions 153,894,213 114,794,811 39,099,402 34.1%
Deductions
Benefits paid 57,338,930 54,257,547 3,081,383 5.7%
Refunds of contributions 703,091 1,082,050 (378,959)5.0%
Administrative expense 1,434,671 1,496,338 (61,667) 1%A.
Actuarial expense 112,676 71,402 41,274 57.8%
Total deductions 59,589,368 56,907,337 2,682,031 4.7%
Change in net position 94,304,845 57,887,474 36,417,3762.9%

Net position restricted for pensions
at beginning of the year

Net position restricted for pensions
at end of year

$563,020,073

$505,132,599

BB7,474

11.5%

$657,324,918

$563,020,073

$94,304,84516.7%
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Changes in Net Position

(For the Years Ended June 30, 2013 and 2012)

Increase
(Decrease) %
2013 2012 Amount Change

Additions
Employer contributions $43,783,663 $40,262,881 $3,62D, 8.7%
Members contributions 9,927,749 10,416,301 (488,552) 1%4
Net investment (loss)/income 61,083,399 (7,039,276) ,L1BB675 967.8%

Total additions 114,794,811 43,639,906 71,154,905 163.1%
Deductions
Benefits paid 54,257,547 49,839,653 4,417,894 8.9%
Refunds of contributions 1,082,050 1,051,526 30,524 %2.9
Administrative expense 1,496,338 1,180,083 316,255 926.8
Actuarial expense 71,402 63,312 8,090 12.8%
401(h) distribution to County - 733,590 (733,590) 01

Total deductions 56,907,337 52,868,164 4,039,173 7.6%

Change in net position 57,887,474 (9,228,258) 67,135,7 727.3%
Net position restricted for pensions

at beginning of the year $505,132,599 $514,360,857 @B,258) -1.8%
Net position restricted for pensions

at end of year $563,020,073 $505,132,599 $57,887,474 11.5%

MCERA'’s Fiduciary Responsibilities

MCERA'’s Board and management staff are fiduciaoiethe pension trust fund. Under the Californian€ittu-
tion, the system’s assets must be used exclusioethe benefit of plan participants and their Henaries.

Requests for Information

This financial report is designed to provide thdilRenent Board, the MCERA membership, taxpayengest
ment managers, and creditors with an overview ofHRA'’s financial condition and to demonstrate acdoun
ability for the funds MCERA receives and managg€siestions concerning any of the information progide
this report, or requests for additional informatgiould be addressed tMerced County Employees’ Retire-

ment Association, 3199 M Street, Merced, CA, 95348.

Respectfully submitted,

Steven Bland MS, CFA, CAIA

Plan Administrator
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STATEMENTS OF FIDUCIARY NET POSITION
As of June 30, 2014 and 2(

ASSETS
Cash and short-term investments:
Cash invested with Merced County Treas
Cash invested with BNY Mellon
Other cash and cash equivalents with BNY Mellon
Securities lending collateral

Total cash and short-term investments

Receivables:
Bond interest
Dividends
Contributions
Securities sold
Other

Total receivables

Investments at fair value:
U.S government and agency obligations
Domestic fixed income
Common stocks (domestic)
Common stocks (index funds)
Common stocks (international)
Real estate
Alternative investments

Total investments

Prepaid Expense

Capital assets: Net of accumulated depreciation
of $73,125 and $71,835 respectively

Total assets

LIABILITIES
Accounts payable
Securities lending obligation
Securities purchased
Unclaimed contributior

Total liabilities

| 2014 | 2013
$2,449,151 $2,344,805
7,834,346 10,123,758
55,316 5,475,149
7,360,482 8,859,257
33,398,495 026989
820,494 1,386,081
264,316 283,220
2,585,758 2,227,202
1,561,777 1,047,035
3,933 4,008
5,236,278 4,947,546
57,177,311 047723
111,566,693 82,944,970
30,444,340 40,861,971
152,338,457 142,050,349
173,623,978 143,111,618
43,459,903 39,258,498
58,567,407 24,940,316
627,178,089 540,369,435
- 7,863
2,128,552 1,614,596
667,941,414 573,742,409
459,611 558,755
7,360,482 8,859,257
2,785,044 1,279,439
11,359 24,885
10,616,496 10,722,336

Net position restricted for pensions

$657,324,918

$563,020,073

The accompanying notes are an integral part oktfieancial statements.
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STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
For the Years Ended June 30, 2014 and

ADDITIONS
Contributions:
Employe
Plan members
Total contributions

Investment Income from Investment Activities:
Net appreciation in fair value of investments

Investment income
Other revenue
Less investment expenses
Net investment income
Securities Lending Activities:
Securities lending income
Securities lending rebates
Net securities lending income
Total net investment income
Total additions
DEDUCTIONS
Benefits paid
Refunds of contributions
Administrative expense
Actuarial expense
Total deductions

Net increase

Net position restricted for pensions
at beginning of year

Net position restricted for pensions
at end of year

The accompanying notes are an integral part oktfiaancial statements.

2014| | 2013]
$48,032,338 $43,783,663
9,642,819 9,927,749
57,675,157 53,711,412
86,336 52,053,576
11,665,042 11,324,520
26,542 44,398
(2,434,091) (2,471,537)
96,143,906 60,950,957
12,852 20,866
62,298 111,576
75,150 132,442
96,219,056 61,083,399
153,894,213 114,794,811
57,338,930 54,257,547
703,091 1,082,050
1,434,671 1,496,338
112,676 71,402
59,589,368 56,907,337
94,304,845 57,887,474
563,020,073 505,132,599

$657,324,918

$563,020,073
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NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2014 and 2013

1. PLAN DESCRIPTION

A.

General Information

The Merced County Employees’ Retirement AssociatiMCERA or the System) was
established July 1, 1950, under and subject tdethislative authority of the State of California
as enacted and amended in the County EmployeeseRefit Act of 1937 (the “1937 Act”).
The retirement system was voter approved by a gréhan 2/3 majority of the electorate of
Merced County (The County). The System was integravith Social Security on January 1,
1956. Members of the System at that time had atone option to convert to the new System
or remain in the previous System. MCERA adminsstarcost sharing, multiple-employer
defined benefit pension plan (the Plan). MCERAispioyers are the County of Merced and
the Merced Superior Courts. MCERA’s annual finah@tatements are included in the
County’s financial reports as a pension trust fund.

The management of the retirement system is vestedBoard of Retirement that consists of
nine members and two alternates:

County Treasurer

Two elected general members

Four members appointed by the County Boardupe8risors
One elected retired member

One alternate retired member

One elected safety member

One alternate safety member

NouokrwhE

Day to day management of MCERA is vested in a Rldministrator who is appointed by and
serves at the direction of the Board of Retirement.

MCERA, with its own governing board, is an indepemidgovernmental entity separate and

distinct from the County and derives its authofityn California Government Code Sections
31450 et seq., and the California Constitution.

Membership Structure

(1) General

Plan members are classified as either General ¢etySanembers. Membership
becomes effective on the first day of service. Mem include all permanent
employees appointed to permanent positions or penigart-time positions within the
Merced County, Superior Court, Transit Joint Powéughority, Regional Waste
Management Authority and the Merced Cemetery RistNlewly hired persons age 60
and over and elected officials may waive memberghtpe retirement system.
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(Continued)
(2) Multi-Tier Benefits

All employees hired prior to June 13, 1994 are memnlof Tier 1. Executive “A” Level
management appointed prior to 12/31/2012 per Amemdrito County Board of Supervisors
Resolution 94-89, effective July 1, 2000 are TierThe Tier | retirement benefit is based on
the highest one year compensation. The minimumaagetire is 50 or any age with 30 years
of service credit (20 years for Safety). Genenal 8afety Tier | members are eligible for post
-retirement cost of living adjustments.

The County Board of Supervisors adopted a neweraent tier (Tier Il) for both General and
Probation Safety members hired after June 13, B@@4all other Safety members hired after
July 1, 1998. Benefits for members under Tiend laased on 3 years final average salary and
are not eligible for post-retirement cost of liviagjustments. The minimum age to retire is 55
for General members or any age with 30 years oficecredit and 50 for Safety members or
any age with 20 years of service credit.

The County Board of Supervisors adopted two manes iin 2012 for both General and Safety
members. Members hired between October 2012 andrdleer 2012 are Tier Ill. Tier IV was
adopted after the State of California approved AB,3he Public Employee Pension Reform
Act of 2013 (PEPRA). New members defined by the temjslation and hired after January 1,
2013 are Tier IV. Both Tier Il and Tier IV benefiare based on 3 years final average salary
and are not eligible for post-retirement cost winly adjustments. For Tier Ill, the minimum
age to retire is 55 for General members or anyvatje 30 years of service credit and 50 for
Safety members or any age with 20 years of sewnedit. For Tier 1V, the minimum age to
retire is 52 for General members with 5 years ofise credit and 50 for Safety members with
5 years of service credit.

The structure of the membership on June 30, 2014 8as follows:

General Safety
ACTIVE MEMBERS Tier | Tier Il Tier Il Tier IV Tierl Tie ril Tier lll TierlV Total
Veste( 154 99¢ 1 1 36 20z - - 1,39¢
Non-vested 5 200 40 206 1 20 3 36 511
INACTIVE MEMBERS
Defered vested 84 107 - - 3 16 - - 210
Deferred non-vested 9 98 7 14 - 12 2 4 146
Reciprocity 63 149 1 - 21 39 - 1 274
Unclaimed membe 3 16 ‘ : : ‘ : : 19
Total active and inactive members 318 1,569 49 221 61 289 5 41 2,553
RETIRED MEMBERS
Service retirements 1,291 201 1 - 183 10 - - 1,686
Beneficiaries 188 9 - - 37 - - - 234
Service connnected disability 42 9 - - 72 12 - - 135
Non-service connected disability 38 10 - - 2 - - - 50
Survivors 16 6 - - 5 1 - - 28
Total retired members 1,575 235 1 - 299 23 - - 2,133
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(Continued)
The structure of the membership on June 30, 2013 was &dlows:
General Safety
ACTIVE MEMBERS Tier | Tier Il Tier lll Tier IV Tier | Tie ril Tier lll TierlV Total
Veste( 192 1,01¢ . . 42 19¢€ - - 1,44¢
Non-vested 6 285 42 66 2 43 2 9 455
INACTIVE MEMBERS
Defered vested 89 106 - - 4 15 - - 214
Deferred non-vested 5 95 2 3 - 14 2 - 121
Reciprocity 71 128 - - 21 36 - - 256
Unclaimed membe 5 16 : : : : : : 21
Total active and inactive members 368 1,646 44 69 69 304 4 9 2,513
RETIRED MEMBERS
Service retirements 1,262 160 - - 183 8 - - 1,613
Beneficiaries 179 9 - - 34 - - - 222
Service connnected disability 44 8 - - 72 11 - - 135
Non-service connected disability 39 7 - - 2 - - - 48
Survivors 17 5 - - 5 1 - - 82
Total retired members 1,541 189 - - 296 20 - - 450
C. Benefit Provisions

(1)  Service Retirement Benefit

Members with ten years of service and who havenaitiithe minimum age of 50 (age
55 for General Tier I, Ill) are eligible to receia lifetime monthly retirement benefit.
A member with 30 years of service (20 years fore8af regardless of age is eligible
for lifetime monthly retirement benefits for Tierll and 1ll. Members who are at least
70 years of age are eligible to retire, regardtdsgears of service. Tier IV members
are eligible for retirement with 5 years of servaxed a minimum age of 50 (Safety)
and 52 (General). The service retirement benefia ipercentage of monthly final
average salary per year of service, depending @n aagretirement and tier. For
members integrated with Social Security, the bénisfireduced by 1/3 of the
percentage multiplied by the first $350 of montfilyal average salary, per year of
service credited after January 1, 1956 (not apipléeceo Tier IV Members). The actual
benefit paid will also be affected by the benefityment option selected by the
member.

The County Board of Supervisors adopted Governr@ente Section 31676.17 of the
County Employees Retirement Law of 1937 for all @tyuGeneral members, Tier |

and Tier I, except County Cemetery District mensband any member who was
deferred or in inactive reciprocity status priorth@ dates of adoption, on March 15,
2005; Government Code Section 31664.1 for all $afetmbers, Tier | and Tier I, on

July 1, 2005; Government Code Section 31676.15tgrerior Court of California and

County of Merced members on November 4, 2005; Gowuent Code Section 31676.1
for General members, Tier Ill, on October 1, 20&48d Government Code Section
31664 for all Safety members, Tier Ill, on Octohef012.
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The County also adopted PEPRA Tier IV for all Gahand Safety members on January 1,
2013.

Percentage of Final Average Salary for Each Year dbervice (Rounded)
Current Employees

Tier | Tier Il
Retirement Age General Safety General Safety
50 2.00% 3.00% - 3.00%
55 2.50% 3.00% 2.50% 3.00%
60+ 3.00% 3.00% 3.00% 3.00%

Percentage of Final Average Salary for Each Year dbervice (Rounded) for the Merced
County Cemetery District, Deferred, and Inactive Reiprocal Members Prior to En-
hanced Benefit Adoption Dates.

Tier | Tier 1l
Retirement Age General Safety General Safety
50 1.24% 2.00% - 2.00%
55 1.67% 2.62% 1.49% 2.62%
60 2.18% 2.62% 1.92% 2.62%
65+ 2.61% 2.62% 2.43% 2.62%

Percentage of Final Average Salary for Each Year ddervice (Rounded)
Current Employees

Tier 1l Tier IV

Retirement Age General Safety General Safety
50 - 2.00% - 2.00%
55 1.49% 2.62% 1.30% 2.50%
57 1.64% 2.62% 1.50% 2.70%
65 2.43% 2.62% 2.30% 2.70%
67+ 2.43% 2.62% 2.50% 2.70%

(2) Retirement Options
Unmodified

Under the current “Fixed Formula” retirement, a rbemmay elect the “unmodified”
allowance, which provides the maximum allowancetite member for life, with a
continuance of 60% of the allowance to the spoaseegistered domestic partner if the
spouse or registered domestic partner is designaseteneficiary. No allowance,
however, shall be paid to a surviving spouse or ekl partner unless he or she is
married to the member or has been registered asmestic partner at least one year
prior to the date of retirement. In the event loé eath of the retiree, spouse or
domestic partner, any balance of the retiree’srdmrtions, less retirement allowances
received, is payable to an alternate beneficiary.
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Option No. 1

The member may elect to receive a slightly redugemhthly retirement allowance,

payable throughout their life, with the provisiomat upon death, their accumulated
contributions less the actual annuity paymentsivedeby the retiree, will be paid to a
designated beneficiary. Under this option, benafies may be changed after
retirement.

Option No. 2

The member receives a considerably reduced momngtirement allowance, with the
provision that 100% of the retiree’s benefit wiintinue to be paid after the member’s
death to a beneficiary named at the time of retm@mAll payments stop at the death of
both annuitants.

Option No. 3

A reduced monthly retirement allowance is paid he member with 50% of the
member’s benefit continuing to the beneficiary mftee member’'s death. As in Option
No. 2, all payments stop at the death of both dants.

Option No. 4

The member receives a reduced monthly retiremémivahce for life. The reduction
depends on the member’s age and the age of the ensmibeneficiary(ies). This is the
only option that allows for multiple beneficiarie® beneficiary does not have to be a
spouse or domestic partner, but must have an ibsumterest in the member’s life.
This option also allows the member to assign thecgrg of continuance to each
beneficiary. This option and any estimates fors tbption are calculated by the
MCERA'’s actuary and the cost is paid by the member.

Cost of Living Adjustment

Annual cost-of-living adjustments (COLAS) to retirent allowances may be granted by
the Retirement Board in accordance with governavg [The current maximum increase
in a retirement allowance is 3% per year. Any iaseeis based on the change in the
Bureau of Labor Statistics’ Consumer Price IndeRIjGor All Urban Consumers for
the calendar year prior to the April 1 effectivaedaf the COLA. The amount of any
actual CPI above the 3% maximum is accumulatedcusknlated COLAs may be used
in future years, at the Retirement Board’s disoretwhen the cost-of-living change is
less than the maximum 3%. Tier Il, 1ll, and IV mesnbare not eligible for any cost-of-
living increases in their monthly retirement allowas.
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Disability Benefit

Members with five years of service, regardless gé,aare eligible for non-service

connected disability benefits. Member benedits 1.5% (1.8% for Safety members) of
final average salary for each year of servicethig benefit does not equal 1/3 of final

average salary, the benefit is increased by theeabercentage of final average salary
for the years that would have been credited hadnember worked to age 65 (age 55
for Safety members). The total benefit cannot e’dcH3 of the final average salary.

If the disability is service connected, the membwy retire regardless of length of
service, and the benefit is 50% of final averadargaunless the member is also eligible
for a service retirement, in which case the menmeeeives the greater of the two
amounts.

Death Benefit Before Retirement

In addition to the return of the member’s contribos plus interest, MCERA provides a
basic death benefit payable to the member’s bangfior estate equal to one month’s
salary for each completed year of service underSysem, based on the final year's
average salary, but not to exceed six months salBgpending on length of service, a
monthly allowance could be selected by the surg\8pouse to be paid for the rest of
his or her life as an alternate benefit.

If a member dies while eligible for service retirmmh or non-service connected
disability, the spouse may receive 60% of the adloge that the member would have
received for retirement on the day of his or heatden lieu of the basic death benefit.
If the member was below the qualifying retiremege aat the time of death, the
surviving spouse may elect to leave the membecsraalated contributions on deposit
until such time as the member would have attaitedqualifying age had he or she
lived, at which time the spouse may exercise thgoopabove. Unmarried minor
children of the deceased member may continue &ivechis allowance until marriage
or attaining age 18 (21 if full-time student ina&ecredited school), upon the death of the
surviving spouse or in place of the spouse if heh& does not survive the death of the
member.

If a member dies as a result of service-conneat@dyi or disease arising out of the
course of his or her employment, his or her sungvspouse may elect, in lieu of the
basic death benefit, to receive a monthly allowaoicene-half of the member’s final
compensation.
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Unmarried minor children of the member may recdive same monthly allowance
prior to their marriage or attaining age 18 (2&ifull-time student in an accredited
school) if there is no surviving spouse or upondbath of the spouse.

Death Benefit After Retirement

Once a member dies after retirement, a lump sunuatrad $3,000 (Government Code
Section 31789.3 adopted May 2, 2006) is paid tob#reeficiary or estate; however, if
the member is a reciprocal system member, thisflbeisepayable only to active
members of Merced County at the time of retirement.

If the retirement was for service-connected disighil00% of the amount the member
was receiving at the time of death is continueth&surviving spouse for life.

If the retirement was for other than service-cote@cadisability, there are several
options available to the member.

Terminated Members

A member leaving covered employment after compietive years of credited service
becomes eligible for a deferred retirement alloveamerovided the member lives to the
minimum service retirement age and does not withdhas or her accumulated
contributions. A member must elect deferred statitisin 180 days after termination.
Members leaving employment with less than five gealr service are not eligible to
receive a retirement benefit. Non-vested membess (lhan five years of service) may
leave their contributions on deposit and continnebé credited interest or they can
choose to withdraw their contributions. Countydpamployee contributions under
various Memoranda of Understanding (salary negotiaj are not refundable. A non-
vested member that enters a reciprocal retiremetés after terminating employment
with MCERA may wish to arrange for reciprocal betsef Under a reciprocal
arrangement the member funds are kept on depdbitMMCERA.

Vesting

Active members of the System receive a 100% veistiedest in the Plan after five
years of service, but cannot receive a serviceeragnt benefit until they have been a
member of the System for ten years and obtainedifagéor Tier | General members,
Tier I, Tier 1l and Tier Il Safety members, agédtyfifive for Tier Il and Tier lll
General members, and age fifty-two for Tier IV Gehenembers. Members may
receive a service retirement benefit after beimgeanber of the system for 30 years for
General members and 20 years for Safety membeasdiegs of age. Tier IV members
can receive a service retirement benefit with frears of service credit at age fifty-two
for General members and age fifty for safety member
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(9) Contribution Rates

The County Employees Retirement Law of 1937 esthbf the basic obligations for

employer and member contributions to the retirenssgstem. The actual employer and

member contribution rates in effect each year asetd on recommendations made by an
independent actuary and adopted by the Board ofeRegnt.

Benefits payable by the System are financed thramgimber contributions, employer
contributions from Merced County, Merced Cemeterigtiixt, Transit Joint Powers
Authority, Merced County Superior Court, Merced @tuRegional Waste Management
Authority and earnings from investments.

A. Member

MCERA members are required to contribute a pergent their annual covered

salary. The rates are set to provide a retireragrdunt that is equal to a fractional
part of the highest year (s) salary, based on meshipeand tier. Government Code
Section 31621.8 sets forth the basis for the detetmon of the normal rates of

contribution for General Tier | and Tier Il memhbhers&Government Code Section
31639.5 sets forth the basis for the normal rateootribution for Safety Tier 1 and

Tier Il. The law further provides that the contriion rates of members will be based
on the age nearest birthday at the time of entramoethe System. Section 31453
states that no adjustment will be included in @tes of contribution for time prior to

the effective date of any revisions. Member basittigbution rates on based on entry
age into the System, except for Tier IV which a@&dof the normal cost, and range
between 5.67% and 12.71% for the fiscal years edde@ 30, 2014 and June 30,
2013.

For members integrated with Social Security, thetrdoutions are reduced by 1/3 of
such contribution payable with respect to the 8350 of monthly salary.

B. Plan Sponsors

The County of Merced, Merced Superior Court, andigpating special districts are

required by statute to contribute the amounts rsacgsto finance the estimated
benefits accruing to MCERA members not otherwisexdad by employee

contributions or investment earnings. Pursuant ravipions of the 1937 Act, the

Retirement Board recommends annual contributioesrédr adoption by the County
Board of Supervisors each year based upon the ratesnmended by the System’s
actuary.
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The employers’ actuarially determined contributihDC) is an actuarially determined
amount that is required on a sustained, ongoing llassystematically fund the normal cost
and to amortize the unfunded actuarial accrueditialfUAAL) attributed to past service cost
over a period not to exceed thirty years. MCERACtuarially determined contribution rates
for the years ended June 30, 2014 and June 30,2&343.56% and 40.02% respectively of
annual payroll.

In order to determine the ADC, the actuary must fadopt assumptions with respect to cer-
tain factors such as:

Non-economic assumptions
The probabilities of members separating from actemice on account of:
1. non vested and vested withdrawal
2. retirement for service
3. mortality
4. service and non service connected disability
The mortality rates to be experienced amonge@persons
Economic assumptions
Rate of future investment earnings
1. inflation rate
2. real rate of return
The relative increases in a member’s salary frioendate of the valuation to the date
of separation from active service
1. merit increases
2. longevity increases
3. COLA

Employer contribution rates vary from year to yaad depend on the level of benefits estab-
lished; the rate of return on investments, andcb& of administering benefits. MCERA's

Schedule of Employer Contributions for the pendienefit plan is presented on page 60 in
the Required Supplementary Information following thasic notes to the financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

While the System is governed by the Board of Retéet and is considered an independent en-
tity, it is a component unit of the County in aatance with Governmental Accounting Stan-
dards Board (GASB) Statement No. B&termining Whether Certain Organizations Are Com-
ponent Units - an Amendment of GASB Statement4No. 1

Comprehensive Annual Financial Report 40



MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014 and 2013
(Continued)

Basis of Accounting

MCERA'’s financial statements are prepared onamual basis of accounting which recognizes
income when earned and expenses when the obligatiolcurred. Employer and employee
contributions are recognized when due, pursuarstatutory or legal requirements per GASB
67. Investment income is recognized as revenuen\wghened. Retirement benefits and refunds
are recognized when currently due and payable dordance with the terms of the plan. Other
expenses are recognized when the correspondingjtieebare incurred. The net appreciation
(depreciation) in fair value of investments corsistrealized and unrealized gains and losses on
those investments.

Investment Expenses

Investment expenses include fees paid for investroensulting services, fund due diligence
services, securities custodian services, amateeand bank fees incurred during the reporting
period. Fees paid are charged against the Sisterestment earnings pursuant to Section
31596.1 of the 1937 Act.

General Administrative Expense

MCERA'’s administrative costs for fiscal year 2(A01 3 are calculated pursuant to Government
Code Section 31580.2 (a) which provides that theiadtrative expenses incurred in any year
may not exceed the greater of either (1) twenty-boedredths of 1 percent (.21%) of the

actuarial accrued liability of the system or (2)otwillion dollars ($2,000,000), as adjusted

annually by the amount of the annual cost of livadjustment computed in accordance with
Article 16.5. Government Code Section 31580 (b)viples that expenditures for computer

software, hardware, and computer technology cangulervices in support of the computer

products shall not be considered a cost of admatish of the system. The administrative limit

per this government code section allows MCERA aimar expense amount of $2,121,800.
MCERA’s administrative costs for the fiscal yeardemy June 30, 2014 and 2013 were
$1,434,671and $1,496,338, respectively. The costs of adnanigj the plan are financed by

investment income.

Required Supplementary Information

A schedule of MCERA'’s change in net pension ligpind employer contributions that
provides information about the employer’'s annualtdbution to the plan as well as the annual
investment returns are presented on pages 59 and 60
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Administrative Budget and Professional Service Budde

MCERA'’s budget consists of two components, an aditrative budget authorized by Gov-
ernment Code Section 31580.2 and a professiondtesrbudget authorized by Government
Code Section 31596.1. MCERA's budgets are on alfigear basis starting July 1st and end-
ing June 30th.

Capital Assets

Capital assets are carried at cost, net of accuetutdepreciation. Capital assets with an ini-
tial cost of more than $2,500 and an estimatedulidié$ in excess of one year are depreci-
ated. Depreciation is calculated using the sttdiglk method over the estimated useful lives
of the depreciable assets. Equipment and furniane depreciated over eight years.
MCERA'’s pension administration system (intangitdsets) will be amortized over ten years.

Methods Used to Value Investments

Investments are reported at fair value in the ag@amying Statement of Fiduciary Net Posi-
tion. Cash deposited in the Merced County Treasupaol is stated at fair value. The value
of the System’s pool shares is determined on arrt@ad cost basis, which is not materially
different from fair value.

The fair value of fixed income and equity investitseare based upon the closing sale prices
reported on recognized securities exchanges olashéusiness day of the period. For listed
securities having no reported sales and for uliseeurities, fair value is based upon the last
reported sales price.

The real estate investment holdings are determinyethe partners using industry standard

appraisal techniques and assumptions, which arategé@nnually, to determine the fair value

of these holdings. The appraisals incorporateestive judgments and consider assumptions
including capitalization rates, discount rateshci@ws, and other factors that are not observ-
able in the market.

The fair value of alternative investments (privatguity, hedge funds, infrastructure, bank
loans, and natural resources) is based on thegoarimost recent financial statements for the
quarter ending March 31 and adjusted for cash #otiwities through June 30. The majority
of MCERA's alternative investments or 99.8% areed®ined by the partnerships using un-
observable inputs which reflect the partnershipsh aestimates about the assumptions that
market participants would use in pricing the inuestit. The assumptions are based on the
best information available in the circumstancesictvimight include the partnership’s own
data. The remaining 0.2% of MCERA'’s alternativedstments are determined by the part-
nerships based on quoted market prices in activketsa

Management, in consultation with the investmentisaty has determined the reasonableness
of the procedures used to calculate fair valuedal estate and alternative investments.
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Securities Transactions and Related Investmerhcome

Security transactions are accounted for on a tdede basis. Interest income is recognized
when earned and dividend income is recognized ereffadividend date. Stock dividends or
stock splits are recorded as memo items and daffext the total value of the securities. The
System presents, in the Statements of Changeslutigry Net Position, the net appreciation
in fair value of investments, which consists oflimal and unrealized gains and losses on
those investments.

Management's Estimates

The preparation of basic financial statements imfa@onity with accounting principles
generally accepted in the United States of Amerezpuires management to make estimates
and assumptions that affect certain reported ansoant disclosures. Accordingly, actual
results could differ from those estimates.

Implementation of New Accounting Pronouncement

Effective July 15, 2013, MCERA adopted the provisioof Governmental Accounting
Standards Board Statement No. Eiancial Reporting of Pension Plans, an Amendnaént
GASB Statement No. 2bhis Statement replaces the requirements of StatieMe. 25 and
No. 50 related to pension plans that are admimdtethrough trusts of equivalent
arrangements. The changes affect reporting byngdttiree new Required Supplementary
Information (RSI) schedules. Additionally, the netandard also requires the presentation of
new information about annual money-weighted rateseturn in the notes to the financial
statements.

The new statement relates to accounting and fiahneporting issues and how pension costs
and obligations are measured and reported in ali@iéernal financial reports. While there
has been a close relationship between how govenisnfiemd pensions and how they account
and report information until now, the new guidaesgablishes a decided shift from a funding
based approach to an accounting-based approach shiifi was designed to improve pension
information and increase transparency, consistegiog,comparability of pension information
across governments.

3. CASH AND INVESTMENTS

A.

Investment Stewardship

The Board of Retirement has exclusive control caférinvestments of the System and is
responsible for establishing investment objectiv@gategies and policies. Pursuant to the
California Constitution and California Governmenbde Sections 31594 and 31595, the
Retirement Board is authorized to invest in anyestment the Board deems prudent.
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(1) Investment Policy
The Board of Retirement has adopted an Investmeticy? which provides the
framework for the management of MCERA'’s investment$he Investment Policy
establishes MCERA'’s investment objectives and @sfithe principal duties of the
Retirement Board, the custodian bank, and the tme®t managers. The asset
allocation plan is an integral part of the Investimolicy and is designed to provide an
optimum and diversified mix of asset classes wattum expectations to satisfy expected
liabilities while minimizing risk exposure. MCERAurrently employs external
investment managers to manage its assets subjebetprovisions of the Investment
Policy. The following was MCERA Board’s adoptedeisallocation policy as of June
30, 2014 and June 30, 2013:
June 30, 2014 June 30, 2013

Asset Class Target Allocation Target Allocation

US Equity 28.4% 29.0%

International Equity 17.5% 24.0%

Emerging Markets Equity 6.1% 0.0%

Private Equity 7.0% 5.0%

Real Estate 8.0% 8.0%

Domestic Fixed Income 14.5% 34.0%

High Yield Fixed Income 5.0% 0.0%

Hedge Funds 4.5% 0.0%

Infrastructure 3.0% 0.0%

Natural Resources 3.0% 0.0%

Bank Loans 3.0% 0.0%

Cash 0.0% 0.0%

100.0% 100.0%
(2) Rate of Return

For the ended June 30, 2014 and June 30, 201Znheal money-weighted rate of
return on MCERA'’s investments was 17.0% and 11.8%pectively. The money-

weighted rate of return expresses investment pedoce, net of investment expense,
adjusted for the changing amounts actually invested
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Cash and Short-Term Investments

Cash and cash equivalents consist of short-termsinvents held by the County Treas-
urer and MCERA's custodian bank, BNY Mellon. Casldl @ash equivalents are highly

liquid investments with a short maturity. Cash aadh equivalents are recorded at cost,
which approximates fair value.

1)

(@)

County Treasury

Cash from deposits and the cash needed for dadlsatipnal purposes is held in
a pooled account with other County funds. The Cpiineasury Oversight
Committee is responsible for regulatory oversigtthe pool.

Interest on funds in the County investment poaamputed quarterly based on
the average daily balance. A deposit in the poa@ecbunt approximates fair
value. The fair value of the System’s cash inwkstéh the County Treasurer
totaled $2,449,151 and $2,344,805 at June 30, 20d4£013, respectively. Cash
and investments included within the County Treassiqgool is described in the
County’s Comprehensive Annual Financial Report.

Short-Term Investment Funds and Funds Pooled wittNB Mellon

The short-term investment funds that are in theaotlysof BNY Mellon are li-
quidity funds. The cash is invested in short-tetstigations and deposits, includ-
ing U.S. treasury and agency obligations, corpobateds, commercial paper,
repurchase agreements, certificates of deposikdvanacceptances, time depos-
its and floating rate notes.

All participants in the BNY Mellon pool proportiately share earnings and
losses. Balances in the pooled accounts approxifamtealue. At June 30, 2014
and 2013, short-term investments totaled $23,5@888®1 $15,598,907, respec-
tively, which is the total of cash invested with BWellon and Other cash and
cash equivalents with BNY Mellon.

Comprehensive Annual Financial Report 45



MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2014 and 2013
(Continued)

MCERA's cash, short-term investments and investmstated at fair value as of June 30,
2014 and 2013 are presented as follows:

Fair Value
Cash and Short-term Investment 201¢ 201z
Cash invested with Merced County Trea $2,449,15 $2,344,80
Cash invested with BNY Mellc 7,834,34 10,123,75
Other cash and cash equivalents with BNY Mellon 345516 5,475,149
Securities lending collate! 7,360,48; 8,859,25
Total cash and short-term investments 33,398,495 023869
Investments
U.S. government and agency obligat 57,177,31 67,201,71
Domestic fixed incon 111,566,69 82,944,97
Common stocks (domesti 30,444,34 40,861,97
Common stocks (index func 152,338,45 142,050,34
Common stocks (internation 173,623,997 143,111,61
Real estate 43,459,903 39,258,498
Alternative investments 58,567,407 24,940,316
Total investments 627,178,089 540,369,435
Total $660,576,584 $567,172,404

Securities Lending Program

State statutes and the Board of Retirement polipiesnit MCERA to participate in a
securities lending program. MCERA'’s custodian, BWA€llon and the lending agent
Mellon Global Securities Lending administers itcwgéies lending program. Securities
lending is an investment management activity thatrars the fundamentals of a loan
transaction. Securities are lent to brokers analede (borrower) and in turn, MCERA
receives collateral.

Collateral received may include cash, letterscidit or securities. The lending agent
invests cash collateral received in short-term stwent funds, money market funds and
other similar investments the custodian may seletsecurities or letters of credit are

received as collateral, MCERA cannot pledge or #&l securities collateral unless the
borrower defaults. The contract with the secuetyding agent requires them to indemnify
MCERA if the borrower fails to return the securstiéor if the collateral is not sufficient to

replace the securities lent) or if the borrowelsfan pay MCERA for income distributions

by the securities’ issuers while the securitiescaréoan.
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The maturities of investments made with cotkatdo not match the maturities of loaned securi-
ties. BNY Mellon continually monitors the traddrsoking the loans and the reinvestment team
using the collateral.

Mellon Global Securities Lending short-term estment pools ratings represent the ratings of
the underlying pooled investments as of June 304 2d 2013:

Weighted
Date Average Average Mis- (Par Value Reported in Millions)
Maturity Duration Match Aaa Al A2 NR* A-1/P-1
June 30, 2014 1 day 68 days 0 days $0.2 - $13.8 8.865 $191.2
June 30,2013 1days 103 days O days $3.5 $20.4 - 595.%  $382.2

*NR represents those securities that are not rated.

Under this borrowing arrangement, the lending agergsponsible for maintaining an adequate
level of collateral in an amount equal to approxiehal02% of the market value of domestic

loaned securities and 105% with respect to forsigurities except in the case of loans of for-
eign securities which are denominated and payablé $. dollars, in which event the required

percentage shall be 102%. If the market valudeflbaned securities falls below the required
percentage, the lending agent shall require thatbttrrower deliver an amount of additional

collateral by the close of the next business day.of June 30, 2014 and 2013, MCERA has no
credit risk exposure to borrowers because the atsdUCERA owes the borrower exceed the
amounts the borrower owes to MCERA.

MCERA may, in its sole and absolute discretiomecti the lending agent to terminate any loan
at any time and for any reason.

As of June 30, 2014 the fair value of securitiedaan and the total cash and non-cash collat-
eral received for those securities on loan wer@%89364 and $10,088,680. MCERA's securi-

ties lending cash collateral is invested in podlatls managed by BNY Mellon Asset Servic-

ing, which are not rated by credit rating agend@€ERA’s income net of expenses from secu-
rities lending wa$75,150 for the year ended June 30, 2014.

Security Fair Value of Cash Non-Cash

Type Securities on Loan Collateral Collateral
Corporate $253,10¢ $258,632 -
Equity 6,925,93¢ 7,101,85C -
U.S. T-Notes 2,673,317 - $2,728,19¢
TIPS - - -
Total $9,852,364 $7,360,482 $2,728,19¢
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As of June 30, 2013 the fair value of securitiedaan and the collateral received for those se-
curities on loan were $18,289,905 and $18,740,38&€ERA’s income net of expenses from
securities lending was $132,442 for the year erddee 30, 2013.

Security Fair Value of Cash Non-Cash

Type Securities on Loan Collateral Collateral
Corporate $56,242 $57,567 -
Equity 9,006,962 8,801,69C $443,33¢
U.S. T-Notes 7,689,98: - $7,867,76(
TIPS 1,536,71¢ - $1,570,03¢
Total $18,289,905 $8,859,257 $9,881,12¢

Commission Recapture Policy

In order to minimize the net cost of trading, M&& encourages its investment managers, on a
“best efforts” basis to execute 25% to 35% of tatatles annually through brokers who have a
commission recapture program. MCERA'’s policies mgjinvestment managers to seek the
best price and execution on all trades. This méaatscommission recapture trades should only
be executed when such trades meet this standaesh ifivestment manager can exectite
trade through MCERA’s commission recapture brokertigns while not incurring any incre-
mental commission or market impact costs, then MEE®uUId like the manager to do so.
This program should not interfere with or reducerarestment manager’s incentive to reduce
trading costs.

Alternative Investments

Two components comprise MCERA's alternative inmestts portfolio: venture capital and
special equity partnerships (buy-outs, mezzanimelsuand secondary funds). Unlike public
markets, where the investor has the ability to Hcast” of positions at any time, these private
market investments are illiquid. Therefore, anestment in this category is a long-term com-
mitment. As of June 30, 2014 and 2013 the faiueaf the alternative investment portfolios
were $58,567,40And $24,940,316, respectively. The fair valuehafseé alternative invest-
ments are reported based on the most current fmaeport available which is primarily sub-
ject to a one (1) quarter lag adjusted for cashglo
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The balance of the unfunded capital to MCERA's @iévequity funds as of June 30, 2014
was $32,339,668nd as of June 30, 2013 was $13,076,404. Capitakiad in private eg-
uity partnerships is subject to a relatively higtgcee of risk as compared to other potential
investments, with the assumption that the invesithibe rewarded with higher returns for
that assumption of risk, (i.e. the “risk/returndeaoff”). Controlling risk in the private eq-
uity portfolio is equally as important as seekingher returns. MCERA controls risk by
diversifying the portfolio based on geographic awbnomic region, liquidity, vintage
year, firm, and time.

Geographic and Economic Regiomeferring to the selection of private equity in-
vestments, the portfolio does not favor partic@deonomic or geographic regions.
Most likely, the focus is globally oriented.

Liquidity risk is managed by minimizing the possibility of forcedles that may
arise from exceeding the maximum exposure limitaering asset allocation ex-
posure limits. Exposure through a fund of fundaimizes this risk.

Vintage year riskrefers to the variability of private equity comménts over time.
A secondary investment that is a vehicle in thegpaituation subclass allows the
port-folio to gain prior year vintage exposure tifigr minimizing vintage risk.

Firm risk is the amount of exposure to a private equity gargartner. The maxi-
mum commitment to private equity is 5-8% of theakdund. There are no limits on
commitments to individual partners or funds.

Time Riskrefers to the long duration of the investment, Whigakes it difficult to
predict business, economic and managerial develofarbat may have a signifi-
cant impact on the value of the investments.

Custodial Credit Risk

The custodial credit risk for deposits is the fils&t, in the event of the failure of a deposi-
tory financial institution, a government will noe kable to recover deposits or will not be
able to recover collateral securities that ardnefgossession of an outside party. The cus-
todial credit risk for investments is the risk thiat the event of the failure of the counter-
party to a transaction, a government will not bk ab recover the value of investment or
collateral securities that are in the possessianadutside party. MCERA does not have a
formal policy for custodial credit risk. At Jun®,2014 and 2013, MCERA had no invest-
ments that were exposed to custodial credit risk.
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G. Credit Risk Concentration

Concentration of credit risk is the risk of lostiatted to the magnitude of a government’s in-
vestment in a single issuer. As of June 30, 20112913, the System had no single issuer that
exceeded 5% of total investments or plan net mositinvestments issued or explicitly guaran-
teed by the U.S government and investments in rhfimals, external investment pools, and
other pooled investments are excluded. MCERA’'&#&tment policy does not allow for an in-
vestment in any one issuer that is in excess obb%e value of a portfolio and no single in-
dustry (based on North American Industry ClassiiicaSystem (NAICS) codes) can represent
more than 15% of the market value of the investnpentfolio. These single security and sin-
gle industry restrictions do not apply to U.S. goweent issued or guaranteed investments, in-
vestments in mutual funds, external investmentgaid other pooled investments.

H. Credit Risk

Credit risk is the risk that an issuer or otherrderparty to a debt instrument will not fulfill its
obligation as described by nationally recognizeatistical rating organizations—rating agen-
cies— as of the date of the financial statemer{s.investment grade security is defined as a
security which has been rated investment grade (BBBigher) by at least one (but preferably
two) of the three nationally recognized rating ages; Fitch Ratings, Moody’s Investor Ser-
vice, and Standard & Poor’'s. MCERA's core fixedante portfolio requires that no more than
5% of an investment manager’s fixed income porfdle invested in below investment grade
rated securities (BB or B rated bonds). No secuated below single B may be purchased at
any time. Securities that have at least a singlbuB subsequently fall below single B ratings,
shall be sold in an orderly manner. This is theeaaf MCERA'’s workout portfolio that is man-
aged by MCERA's core fixed income manager. As ofeJ80, 2014 MCERA'’s workout portfo-
lio has a fair value of $1.4 millioThese securities are being liquidated or helddonger time
frames by comparing their individual fundamentaluea against executable market prices.
MCERA'’s High Yield portfolio may allocate up to 20% CCC rated securities. Currently
MCERA is invested in a comingled high yield funcatholds a B rating by Moody’s. The
County’s pool and the short-term investment funelsl lith fiscal agent are unrated.

The table below presents the Moody’s credit qualitings of fixed income securities at June
30, 2014 and 2013:

Quality Aaa Aa A Baa Ba B Caa Ca NR* NA**

Percent (%) of Fixed
Income as of June 30, 3.11% 3.41% 20.97% 15.00% .06%  20.69% .17% .29% 16.56% 19.74%
2014

Percent (%) of Fixed
Income as of June 30, 1.85% 2.87% 15.69% 12.64% 4.03% 9.06% 5.66% .29% 19.42% 28.48%
2013

*NR represents those securities that are not ratéhaludes FNMA and FHLMC mortgage backed seasithat
are not rated by credit rating agencies, but aregpeed to have an implicit guarantee by the U.Svénment.
** NA represents those securities that are notiapple to the rating disclosure requirements.
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l. Interest Rate Risk

Interest rate risk is the risk that changes inregerates will adversely affect the fair valueaof
investment. MCERA's Investment Policy Statemergsinot have a formal policy that limits in-
vestment maturities as a means of managing itssexpdo fair value losses arising from increas-
ing interest rates. However, MCERA’s bond portisliare managed duration neutral to their
benchmarks, the Barclays U.S. Aggregate Bond Inded,the Merrill Lynch High Yield Master
1.

As of June 30, 2014 and 2013 the County's pool aafair value of $588,460,697 and
$638,171,045 respectively and a weighted averagerityaof 449 days and 506 days, respec-
tively.

As of June 30, 2014 and 2013 the weighted averagarity of the short-term investment pooled
funds with BNY Mellon were53 days and 39 days, respectively.

The following table presents the fair value, wegghpercentage of each sector, and the effective
duration of MCERA's fixed income investments aslohe 30, 2014:

Core Bond Portfolio High Yield Portfolio
Weight of  Effective Weight of Effectivg
Fixed Duration Fixed Duration
Fair Value Income (Years) Fair Value Income (Years)
Investment Type 2014 2014 2014 2014 2014 2014
U.S. government agency obligations $33,990,248 25.38% 4.35 - - -
Commercial mortgage backed securities 3,131,344 2.34% 3.03 - - -
Asset backed securities 4,352,880 3.25% 3.20 - - -
U.S. treasury and TIPS 23,187,063 17.31% 8.60 - - -
Corporate and other credit 68,356,104 51.04% 5.87 - - -
Collateralized mortgage obligations 910,383 0.68% 8.29 - - -
Comingled fund - - - $34,815,982 100.00% 3.26
Total Fair Value $133,928,022 100.00% $34,815,982 1.0
Portfolio Effective Duration 5.28 3.26
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The following table presents the fair value, wegghpercentage of each sector, and the effec-
tive duration of MCERA's fixed income investmensaf June 30, 2013:

Core Bond Portfolio High Yield Portfolio
Weight of Effective Weight of Effective
Fixed Duration Fixed Duration
Fair Value Income  (Years) Fair Value Income (Years)
Investment Type 2013 2013 2013 2013 2013 201P
U.S. government agency obligations $30,358,962  25.12848 - -
Commercial mortgage backed securities 2,874,522 2.38R2 - -
Asset backed securities 2,693,252 2.23% 1.03 - -
U.S. tresury and TIPS 36,842,751  30.49% 7.00 - -
Corporate and other credit 47,068,299 38.95% 4.76 92972 100.00% 4.00
Collateralized mortgage obligations 1,011,525 0.84%76 3. - -
Total Fair Value $120,849,311 100.00% $29,297,372 1196.0
Portfolio Effective Duration 5.35 4.00

J. Foreign Currency

Foreign currency risk is the risk that changesxohange rates will adversely affect the fair
value of an investment or a deposit. MCERA's inment policy on foreign currency is as fol-
lows:

MCERA'’s international equity managers are peedito invest in developed countries and will
be measured against a reasonable version of thd HSEE Index (Europe, Australia, and Far
East). Assets in international equity portfoliosl Wwe primarily composed of foreign ordinary
shares and American Depository Receipts (includbdr’s that are 144A securities). Manage-
ment firms will continually monitor the country, rancy, sector, and security selection risks
associated with their international portfolios. Atie risks will be included in the manager’s
guarterly reports and performance attribution basethese factors. Currency hedging, consis-
tent with the stated derivative policy, is an at¢abfe investment activity. The use of currency
futures, and forward currency contracts are peechito assist investment managers in mitigat-
ing portfolio risk. As of June 30, 2014 and 2013CERA did not hold any derivative instru-
ments.
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The following table represents securities and @imak receivable held in a foreign currency

as of June 30, 2014 and 2013:

Fair Value (U.S. Dollars)

Currency 2014 2013

Czech koruna $727,031 $582,674
Euro currency 10,179,816 8,066,496
Hong Kong dollar 2,624,127 3,784,630
Japanese yen 5,482,619 5,917,204
New Turkish lira 1,872,452 608,627
Norwegian krone 3,677,857 2,730,799
South Korean won 2,993,290 1,784,020
Swiss franc 1,884,837 1,578,436
Swedish krona 1,373,239 1,585,742
United Kingdom pound sterling 5,620,144 3,713,457

Total foreign currgnc $36,435,412 $30,352,085

Derivatives

MCERA'’s investment policy permits the use of detiva instruments to minimize the expo-
sure of certain of its investments to adverse fiatbns in financial and currency markets
and enhance yields. The system does not use teewvdor speculative use or to create lev-
erage. Derivatives permitted by MCERA's investmpaticy are financial futures (if ex-
change traded), currency forward contracts anceogyr options (exchange and OTC traded)
and also derivative instruments which include esérrate swaps, options (if exchange
traded), caps and floors as they apply to the alstated allowable derivative investments.
The investments in futures contracts bear créshtin that parties to the contracts may fail
to perform according to the terms of the contragtso, the investments may be subject to
market risk due to a change in the price of theedgthg securities. Floating-rate invest-
ments are investments with interest payments tbat br adjust periodically based upon a
predetermined benchmark. While the market valua @ibating-rate security is relatively
insensitive to changes in interest rates, the ircoateived is highly dependent upon the
level of the reference rate over the life of theestment. Total return may be less than an-
ticipated if future interest rate expectations ao¢ met. As with any fixed income invest-
ment, there is a risk that the issuer will be uadabl meet its payment obligations. MCERA
does not have any derivative instruments as defiyeGABS Statement No. 53 as of June
30, 2014 and 2013.
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RESERVES

As required by the County Employees Retirement b&d937 and the Board of Retirement’s policy,
the following reserves for Net Position Restricted Pensions have been established to account for
the members, employers, and retirees’ contributioMCERA maintains the following reserves at
June 30, 2014 and 2013.

A.

Active Members’ Reserves

These reserves represent the cumulative contrilititade by active employees. Additions
include member contributions and related earnimeductions include refunds of member
contributions and, upon retirement, the member rdmutions plus interest credited to their
account are transferred from this reserve to thedReMembers’ Reserves.

Employer Advance Reserves

These reserves represent the cumulative contrimitimade by the County for future
retirement payments to current active members. ithad include contributions from the
employer and related earnings; deductions inclualesters to the Retired Members’ Reserve,
and lump sum death benefits.

Retired Members’' Reserves

These reserves are established upon the retireofieant employee. Employee contributions
plus interest earnings credited to the employesowat are transferred from the Active
Member Reserves to the Retired Members’ Resenhesaddition, the present value of the
actuarially determined pension benefits is alsangferred from the Employer Advance
Reserves to the Retired Members’ Reserves. Hnesetreserves, the System pays the retiree
pension benefits in an amount computed in accaalaiith the 1937 Act.

Interest Fluctuation Reserve

The Interest Fluctuation Reserve is used for isteceediting purposes and for holding any
funds allocated by the Retirement Board as a resknvfuture interest earnings deficiencies.
To the extent that net earnings are availablerestdas credited to specified reserves. Interest
Is credited semi-annually according to MCERA's et crediting policy.

Market Value Fluctuation Reserve

The Board of Retirement established this “desigmétaccount on June 30, 1997 to track the
increase (or decrease) in the market value of tG&RIA assets.

Comprehensive Annual Financial Report 54



MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2014 and 2013
(Continued)

The annual change in market value of MCERA's asseds follows:

Accumulated
through 2012 2013 2014 Total
2011
$42,077,309 $(31,385,349) $24,408,044 $54,489,150 89,589,154

F. Ad-Hoc COLA Reserve

This reserve was established in 1999 as the safréends for an ad-hoc COLA

granted to certain retirees and beneficiaries @unsto Section 31874.3(b) of the 1937
Act. Eligibility for the COLA was limited to retges with accumulated uncredited
COLAs totaling 25 percentage points or more as pfilAL, 1999. As of June 14,

2012, pursuant to the Actuarial Funding Policy addpby the Board of Retirement,
the Ad-Hoc Cola Reserve was eliminated and amauarttse reserve transferred to the
Retired Members’ Reserve.

G. Contingency Reserve

The Contingency Reserve is comprised of surplusiexearnings that are held as a
reserve against deficiencies in investment earniimgsother years, losses on
investments and other contingencies. As of June2802, the Contingency Reserve
was not funded and all balances were transferréednterest Fluctuation Reserve.
The Contingency Reserve will be funded and excluilech the actuarial value of
assets only when the Plan’s funded ratio is aborwa 75%.

A summary of the various reserve accounts, whichprtse net position restricted for
pensions at June 30, 2014 and 2013 is as follows:

2014 2013
Active Members' $91,414,430 $87,608,519
Employer Advance 24,696,667 16,859,602
Retired Members' 386,355,789 377,071,253
Interest Fluctuation 65,268,878 46,380,612
Market Value Fluctuation 89,589,154 35,100,087
$657,324,918 $563,020,073
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5. Net Pension Liability of Participating Enployers

MCERA engages on an annual basis, an independerareat consulting firm, Cheiron,
to conduct its annual actuarial valuation.

A. Actuarial Assumptions

The actuarial assumptions used in the June 30, 2all@&tion were based on the
results of an actuarial experience study for theodeJuly 1, 2010 through June
30, 2013. Measurements as of the reporting datbased on the fair value of as-
sets as of June 30, 2014 and the Total Pensionlityads of the valuation date,
June 30, 2013, using update procedures to rolldomvwo MCERA's fiscal year
end of June 30, 2014. There were no significanh&svletween the valuation date
and the measurement date, so the roll forward pkoges only included the addi-
tion of service cost and interest cost offset yadoenefit payments.

The components of the employers’ Net Pension ast®llows:

FYE June 30, 2014 FYE June 30, 2013

Total Pension Liability $ 1,107,731,050 $ 1,065,298,068
Plan Fiduciary Net Position (657,324,918) (563,020,073)
Net Pension Liability $ 450,406,132 $ 502,277,995
Fiduciary Net Position as a Percentage of the

Total Pension Liability 59.3% 52.9%

The Total Pension Liability was determined basedhenJune 30, 2013 actuarial
valuation rolled forward to June 30, 2014, using fibllowing actuarial assump-
tions, applied to all periods included in the meament:

ACTUARIAL VALUATION ASSUMPTIONS

Valuation Date June 30, 2013

Investment Rate of Return 7.75%

Projected Salary Increases 3.00%, plus servicedhates
Attributed to Inflation 3.00%

Cost-of-Living Adjustments  For Tier 1, 100% of CPI to 3.0% annually
with banking, assumed to be 2.60% annually
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Post-retirement mortality rates were based on #tB20R0 Combined tables projected
to the year 2027 with adjustments for mortality royements based on the Society of
Actuaries Scale BB.

For pre-retirement mortality, withdrawal rates,atiity rates and service retirement
rates, the rates vary by age, service, genderlasdification.

B. Long Term Expected Rate of Return

The long-term defined benefit pension plan retutpeetations were determined us-
ing a building-block approach. An inflation foretas the baseline and various real
return premiums (e.g. bonds, equities, etc.) adeaddo create nominal return expec-
tations for each asset class. These expectatienscmbined to produce the long-
term expected rate or return by weighting the etqueoominal rates of return by the
target asset allocation percentages and includingxpected return from rebalancing
uncorrelated asset classes. Best estimates of geomeal rates of return for each
major asset class included in the target assataltm as of June 30, 2014 and June
30, 2013 are summarized in the following table:

Long-Term Expected Real Rate of Return

Asset Class FYE June 30, 2014 FYE June 30, 2013
US Equity

US Large Cap 5.3% 5.3%

US Small Cap 5.6% 5.6%
International Equity 5.6% 5.6%
Emerging Markets Equity 6.4% 6.1%
Private Equity 7.7% 7.8%
Real Estate 0.7% 0.0%
Domestic Fixed Income 3.9% 3.8%
High Yield Fixed Income 2.6% 2.1%
Hedge Funds 2.1% 1.7%
Infrastructure 2.8% 3.1%
Natural Resources 3.7% 4.1%
Bank Loans 5.0% 4.9%
Cash 1.5% 1.5%
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C. Discount Rate

The discount rate used to measure the Total Pemsatlity was 7.75%. The projec-

tion of cash flows used to determine the discoatg# assumed that contributions from
plan members will be made at the current contrdsutiate and that contributions from
the employers will be made at contractually requirates, actuarially determined.
Based on those assumptions, the pension plan’sifidunet position was projected to
be available to make all projected future benefiyments of current plan members.
Therefore, the long-term expected rate of returmpension plan investments was ap-
plied to all periods of projected benefit paymentsletermine the total pension liability.

D. Sensitivity of the Net Pension Liability to Clanges in the Discount Rate

The following presents the net pension liability MCERA calculated using the dis-
count rate of 7.75%, as well as what the plan’speeision liability would be if it were

calculated using a discount rate that is one pé&agenpoint lower (6.75%) or one per-
centage point higher (8.75%) than the current rate:

1% Decrease Current Rate 1% Increase
(6.75%) (7.75%) (8.75%)
2014 Net Pension Liability $ 586,467,793 $ 450,406,132 33%,112,701
2013 Net Pension Liability $ 635,135,608 $502,277,99% 39%,827,529

6. Litigation

MCERA is a defendant in various lawsuits and ckemising in the ordinary course of
its operations. MCERA'’s management and legal celuestimate that the ultimate out-
come of such litigation will not have a materiafeet on MCERA's financial state-
ments.
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Schedule of Changes in Net Pension Liability and Reted Ratios
For the Years Ending June 30, 2014 and 2013*

Total Pension Liability
Service cost (MOY)

Interest (includes interest on service cost)

Changes of benefit terms

Differences between expected and actual experience
Changes of assumptions

Benefit payments, including refunds of member abatrons
Net change in total pension liability

Total pension liability - beginning

Total pension liability - ending

Fiduciary net position

Contributions - employer

Contributions - member

Net investment income

Benefits payments, including refunds of member cbations
Administrative expense

Net change in fiduciary net position

Fiduciary net position - beginning

Fiduciary net position - ending

Net pension liability - ending

Fiduciary net position as a percentage of the totglension
liability

Covered employee payroll

Net pension liability as a percentage of coveregleyee payroll

$ 19,384,434
81350

(58,042,021)

42,432,982
1,065,298,068

$1,107,731,050

$ 48,032,338
9,642,819
96,219,056
(58,042,021)
(1,547,347)

$ 94,304,845

563,020,073

$ 657,324,918

$ 450,406,132

59.3%
$ 110,259,316
408.5%

*Schedule is intended to show information for 1@rgeAdditional years will be displayed as they

become available
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Schedule of Employer Contributions
The schedule of employer contributions shows whdtieemployer has made contribu-

tions that are consistent with an actuarial metbfddinding the benefits to be provided
consistent with the parameters established by GABB

Schedule of Employer Contributions
Last 10 Fiscal Years
Dollar Amounts in Thousands

2014 2013 2012 2011 2010
Actuarial Determined Contribution $ 48,032 $ 47 $ 40,263 $ 36,662 $ 29,137
Contributions in Relation to the Actuarially
Determined Contributions 48,032 43,784 40,263 36,662 29,137
Contributions Deficiency/(Excess) $ - $ - % - $ - %
Covered-Employee Payroll $110,259 $109,410 $111,567 $117,296 $119,166
Contributions as a Percentage of Covered-
Employee Payroll 43.56%  40.02%  36.09%  31.26% 24.456%
2009 2008 2007 2006 20D5
Actuarial Determined Contribution $ 27,883 $ 23,751 $ 23,232 $ 14,750 $ 8931
Contributions in Relation to the Actuarially
Determined Contributions 27,883 23,751 23,232 14,750 8,931
Contributions Deficiency/(Excess) $ - % - % - $ - % -
Covered-Employee Payroll $119,043 $111,764 $103,830 $98,170 $93[271
Contributions as a Percentage of Covered-
Employee Payroll 23.42%  21.25% 22.38%  15.02% 9.58%

Schedule of Investment Returns
Fiscal Years ending June 30

2014 2013

Annual money-weighted rate of return, net of inuesnt expense
17.0% 11.8%

*Schedule is intended to show information for 18rgeAdditional years will be displayed as theydrae available
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Fiscal Year Ending June 30, 2014 and 2013

CHANGES OF BENEFIT TERMS
There were no changes in benefit terms for fisearynded June 30, 2014.
CHANGES OF ASSUMPTIONS AND METHODS

There were no changes in assumptions approvedebBdhrd of Retirement for fiscal year ended June
30, 2014.

METHODS AND ASSUMPTIONS USED IN CALCULATIONS OF ACTUARIALLY DETE-
RMINED CONTRIBUTIONS

Actuarial Valuation Methods and Assumptions

Valuation Date June 30, 2012

Actuarial Cost Method Entry Age Normal

Asset Valuation Method 5-year smoothed @&rk0%/130% corridor around market
Amortization Method Closed period ds\&l percentage of payroll, with 17 years remajnin
Discount Rate 7.75%

Price Inflation 3.75%

Salary Increases 3.75%, plus merit component basgears of service

Cost-of-living adjustments  2.70%

Mortality Sex disti RP-2000 Combined Mortality setback two yearsiales

Changes to the assumptions

An actuarial valuation performed by MCERA's thertuary, Buck Consultants, in 2007 highlighted
key assumptions to remain unchanged; the assunsedutit rate was 8.0%, inflation rate was 4.5%,
salary increase rate was 5.5%. The next valuaifoime fund performed by EFI Actuaries in 2011
based upon the experience of the fund from 20@01® suggested that a number of these assumptions
be changed. The discount rate was lowered to 7.@B%the earnings and inflation rates were changed
to 3.75%.
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OTHER SUPPLEMENTAL SCHEDULES

Schedule of Administrative Expenses
For the Years Ended June 30, 2014 and 2013

Personnel Services:

Salaries, wages and benefits
Office Expenses:

Communications

Requested maintenance/ utilities/ cost allocation

Office supplies
Postage
Total Office Expense
Professional Services:
Audit fees
Attorney fees
Disability stenographic fees/ investigations
Publications/ legal notices
Disability medical reviews/ services
Merced Dept. of Information Technolc
Total Professional Services
Miscellaneous:
Memberships
Fiduciary meeting
Fiduciary and staff travel/ training
Insurance
Depreciation expense
Total Miscellaneous Expenses
Total Administrative Expenses

2014 2013
$896,994 $888,270
2,584 2,895
7,146 72,171
6,115 3,158
8,540 6,683

94,385 84,907
47,694 49,053
54,024 23,386
350 600
15,636 534
18,344 11,577
186,182 329,680
322,230 414,830
6,385 6,230
10,800 8,400
38,987 35,012
63,600 57,364
1,290 1,325
121,062 108,331
$1,434,671 $1,496,338
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Schedule of Investment Expenses
For the Years Ended June 30, 2014 and 2013

INVESTMENT MANAGERS' FEES 2014 2013
Domestic Equities
Delta Asset Mgt $74 -
Earnest Partners, LLC - $34,409
Mellon Capital Management 210,174 105,461
PanAgora Asset Mgt 121,329 -
Wentworth, Hauser & Violich 194,441 304,249
Total Domestic Equities 526,018 444,119
International Equities
UBS Global Small Cap 38,804 218,570
Earnest Partners, LLC 441,061 411,937
Copper Rock International 112,086 -
Wells Capital Management 146,849 194,950
Total International Equities 738,800 825,457
Alternative Investments
Invesco Private Capital 70,085 77,873
Real Estate
UBS Global-Trumbull Property Mgmt 358,473 325,666
Fixed Income
AXA Investment Managers 120,309 121,379
Barrow, Hanley, Mewhinney & Strauss 290,795 301,374
Total Fixed Income 411,104 422,753
Total Investment Managers' Fees 2,104,480 2,095,868
OTHER INVESTMENT EXPENSES
Global Custodian
BNY Mellon Asset Servicing 162,163 205,720
Investment Consultant
Milliman, Inc. - 123,827
SIS, Inc 165,000 41,250
Miscellaneous Investment Expense 2,448 4,872
Total Other Investment Expenses 329,611 375,669
Total Management Fees and Other Investment Expenses 2,434,091 2,471,537
Securities Lending Activity
Management fee 34,239 59,420
Rebate fe (96,537) (170,996)
Total Securtiy Lending Activity Fees (62,298) (111,576)
Total Fees and Other Investment Expenses $2,371,793 $2,359,961
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Schedules of Payments to Consultants

For the Years Ended June 30, 2014 and 2013

INVESTMENT PROFESSIONAL SERVICE FEES 2014 2013
Custodial services - BNY Mellon Asset Servicing $163 $205,720
Investment consultant - SIS, Inc, Milliman, Inc adthers 167,448 169,949
Actuarial services - Cheiron Actuaries 112,676 71,402

Total investment professional service fees $442,287 447971

ADMINISTRATIVE PROFESSIONAL SERVICE FEES
Audit services - Macias Gini & O'Connell, LLP $47469 $49,053
Legal services 54,024 23,386
Disability stenographic fees/investigations 350 600
Other specialized services 15,636 534
Disability medical reviews/services 18,344 11,577
Merced County Department of Information Systems 183, 329,680

Total administrative professional service fees $322 $414,830
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Market Overview

Fiscal year 2014 (June 30, 2014) saw a continuatione rally in equities off of their lows

from March 9, 2009 with strong gains in US equitreexcess of 20% and positive returns in
Non-US stock markets. The US Fixed Income marketiee the fiscal year with positive re-
turns as yields fell over the last six months (daptio June) of the fiscal year. As a diversified
investor, the Merced County Employees’ Retiremesdagiation (MCERA) experienced a
+17.9% gross return for the fiscal year. The +%/r@sult was above MCERA's policy bench-
mark of +16.7% for the fiscal year by +120 basigts) and above the plan’s actuarial rate of
7.75%.

Fiscal year 2014 was once again positive for tH& dquity markets while foreign equity mar-
kets also experienced strong positive resultsanddd the U.S. returns. For the fiscal year, the
Russell 3000 U.S. Stock Index gained +25.2% andA8€1 ACWI (All Country World) ex-

U.S. Index of foreign stocks gained +22.3%.

Within the US equity market, stocks of large comparmutperformed small companies
(+25.4% versus +23.6%) for the fiscal year. Glostbcks outperformed value on a relative
basis in large caps (+26.9% versus +23.8%) andmwatmall caps growth stocks also outper-
formed value stocks on a relative basis (+24.7%ue#22.5%).

International equities trailed the domestic equiiyrket for fiscal year 2014. Developed Non-
US stocks as measured by the MSCI EAFE Index gat2ddl% and Emerging Markets stocks
as measured by the MSCI Emerging Markets Indexegai#14.7%.

The US fixed income market produced a positiverre(tt4.4% Barclays Capital U.S. Aggre-
gate Index) for the fiscal year ending June 30420d.S. High Yield bonds as measured by the
Merrill Lynch U.S. High Yield Master Il Index gaidet11.8%.

Real estate returns were positive in the globallREid domestic open-end area. The FTSE

EPRA-NAREIT Developed Index as a proxy for glob&IR's was up +14.4% and the
NCREIF ODCE Index gained +12.7% for fiscal year£201
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Investment Policy, Asset Deployment Policy and Pesfmance Measure-
ment Standards

The MCERA Board holds fiduciary responsibility filwe Retirement Association. Given that
investment performance is primarily determined bged allocation decisions, the Board has
adopted a diversified asset allocation target.s Témget is substantially based on an analysis
of the Retirement Association’s liabilities and ledl®ew requirements. Other factors consid-
ered in the construction of the policy target areeiort to maximize the return on invested
assets, and an attempt to minimize risk exposures.

MCERA periodically reviews and updates its politgtament. The primary financial objec-
tive is to earn a long-term return sufficient t@alvdeterioration in funded status. The sys-
tem’s actuary estimates this return requiremebet@.75%. Secondary goals are to outper-
form the asset allocation-weighted benchmark (29UB&Equities, 24.0% Non-US Equities,
29.0% US Core Fixed Income, 5% US High Yield Fixecome, 6.0% Private Real Estate,
2.0% Global REITs, and 5.0% Private Equity) andatak in the top forty percent of a uni-
verse of public pension funds.

At quarterly intervals, the System reviews perfonoeat the total fund, asset class and indi-
vidual manager levels. At each level, returnsesauated versus appropriate indexes and
peers. Comparisons with peers seek top forty paleeasults.

Investment Objectives

Investment returns achieved through June 30, 2@%d heen calculated using a time-
weighted rate of return methodology based upon etarkiues. In fiscal year 2014, MCERA
met its management goals of ensuring sufficient$usvailable to pay vested benefits and
maintain supplemental benefits, complying with aggdlle fiduciary standards, and adding
marginal value.
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PERIODS ENDED 6/30/14 ONE YEAR THREE YEARS FIVE YEARS
Domestic Equity +26.3% +15.4% +19.1%
86% Russell 1000 / 14% +25.2% +16.5% +19.3%
Russell 2000 Index
Rank 21* 71 66
Non-US Equity +23.2% +7.1% +13.3%
MSCI ACWI ex-US Index +22.3% +7.1% +11.3%
Rank 34 51 27
Fixed Income +6.0% +5.4% +6.7%
85.3% Barclays Cap US +5.4% +3.9% +5.0%
Aggregate / 14.7% ML HY
Master Il
Rank 52 46 53
Real Estate +11.1% +10.2% +10.6%
25% FTSE NAREIT Dev. / +13.3% +12.2% +9.8%
75% NCREIF ODCE
Rank 80 81 28
Private Equity +18.2% +8.2% +10.3%
Russell 3000 + 300 bps 25.6% +23.6% +25.4%
(1-quarter lagged)

Rank 23 61 73
Total Fund +17.9% +9.5% +13.0%
Policy Benchmark*** +16.7% +10.6% +13.3%
Public Fund Median +16.0% +9.6% +12.6%
Rank** 14 56 39

* Ranking 1 is best, 100 is worst.

** Rankings source — Investor Force Universe

***Policy Benchmark is 25.0% Russell 1000/ 4.0% Beis 2000/ 29.0% BC US Agg./5.0%
ML High Yield Master 11/24% MSCI ACWI ex-US/2.0% FSE EPRA-NARIET  Developed/6% NCREIF
ODCE/5% Russell 3000 + 3% 1-quarter lagged
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Commentary

The domestic equity composite return for fiscalry&@l4 was up +26.3% versus +25.2% for
its custom index, or 110 bps of relative outperfance. The outperformance was a result of
the Mellon Tangent strategy contributing a returr80.2% compared to +24.6% for the
S&P 500 index. Small Cap manager WHV was replaltethg the fiscal year by PanAgora
(funded Sept. 2013) and DFA (funded June 2014).réhmining domestic equity exposures
(US Large Cap Growth and Value) are held in passirsegies which performed in line with
the benchmarks.

The international equity composite returned +23@¥npared to +22.3% for its custom index
over the trailing 12 month period as of June 32 ®r 90 bps of relative outperformance.
International equity small cap manager, UBS watacsa by Copper Rock (September
2013). International developed equity manager Giiitperformed the MSCI EAFE Index
with a fiscal year return of +30.9% vs. +24.1%ttoe benchmark, or 680 bps of excess re-
turns. Earnest Partners returned +20.4%, whicletrdihe MSCI ACWI ex-US Index return

of +22.3% by -190 bps. Emerging markets equity rgan&Vells Capital returned +11.3%,
which trailed the MSCI EM index return of +14.7%.

The Fixed Income composite returned +6.0% comptred.4% for its custom index, or 60
basis points of relative outperformance for theridhth period as of June 30, 2014. U.S.
Core Fixed Income manager Barrow Hanley returne8%¢4lightly above its Barclays Capi-
tal US Core Index benchmark of +4.4%. U.S. Higkl¥imanager AXA returned +12.0% for
the 2014 fiscal year which also slightly outperfedrts Merrill Lynch U.S. High Yield Mas-
ter 1l Index benchmark of +11.8%.

The Real Estate composite returned +11.1% comparetl3.3% for its custom index.
Global REIT (Real Estate Investment Trust) man&geppean Investors provided a 2014
fiscal year return of +13.5% compared to +14.4%tlocustom index. The UBS Trumbull
Property strategy likewise trailed its custom ing@th a one-year return of +10.4% com-
pared to +12.7% for the benchmark. The primargaador the below benchmark results is
due to lower leverage by UBS than most of the fusaiaprising the real estate universe.

Private equity performance realized a gain of +&8f@r fiscal year 2014 and trailed the
benchmark return of +25.6%. It is important toentstat Private Equity has a long-term focus
and a one-year comparison may not be overly meanjrespecially if a public market,

which is used to benchmark the asset class, hagaaptionally strong performance in a
given year. One should expect the asset classirahd benchmark to converge over time as
the portfolio matures and new commitments are nagdess a spectrum of vintage years.
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Summary

The Retirement Association’s total fund return ot fiscal year period was +17.9% gross,
with a ranking in the @percentile. This return was ahead of the poliek of +16.7% by
120 basis points, and was also well ahead of ttsagial interest rate assumption of 7.75%.
Over the trailing ten year period, the Retiremessdéciation’s total fund return of 6.6% mod-
estly trailed the benchmark return of 6.8%. Attialles, the performance calculations were in
line with industry standards and the Fund was meadiagaccordance with the Retirement As-
sociation’s policies.
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Total Fund Returns vs. Universe
Periods Ending June 30, 2014

. Inception
Fiscal
3 Mo YTD 2Yrs 3Yrs 5Yrs 7Yrs 10 YrsReturn Since
Total Fund 3.7%| 17.9%| 15.1% 9.59% 13.094 4.59 6.6% &% |Jan-95
Fund Benchmark 380 16.4% 14.8% 10/6% 13.3%%5.2 6.899 5.9% Jan-9
IF Public DB Gross Rank 44 14 24 56 39 76 713 51 Jan-
IF Public DB Gross Median 3.6 16.0% 13.B% 99(612.69%4 5.1% 7.2% 8.8% Jan-
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
OUTLINE OF INVESTMENT POLICIES AND SUMMARY OF
PROXY VOTING GUIDELINES AND PROCEDURES

For the Year Ended June 30, 2014

Outline of Investment Policies

The Board of Retirement has exclusive control éfiratestments of the retirement system and is
responsible for establishing investment objectigéstegies and policies.

Pursuant to the California Constitution and the7188t, the Board is authorized to invest in anyror
or type of investment deemed prudent in the infarpuelgment of the Board. In making decisions
regarding the MCERA investment portfolio, the Boawds in a fiduciary capacity and must discharge
its duties in accordance with fiduciary principlés this regard, investment decisions are to bdema
in the sole interest and for the exclusive purpo$eproviding benefits, minimizing employer
contributions, and defraying the reasonable expeasthe retirement system.

The Board of Retirement has adopted an Investmelity? which provides the framework for the
management of MCERA'’s investments. The Investniaiicy establishes the investment program
goals, asset allocation policies, performance objes, investment management policies and risk
controls. The Investment Policy also defines thaqgpal duties of the Board, MCERA'’s custodian
bank, consultant, and MCERA's investment manag@&ise Board makes revisions to the Investment
Policy as necessary.

Pursuant to the Investment Policy, the basic gbM@ERA'’s investment program is to obtain a fully
funded plan status, while assuming a risk postamsistent with the Board’s risk tolerance. In
pursuing this goal, the Board has adopted a long-tavestment horizon in which the chances and
duration of investment losses are carefully weighgainst the long-term potential for appreciatién o
assets. The primary investment objective is teeeslcthe actuarial assumption for return on assets.
The risk assumed in the pursuit of this investmeljective must be appropriate for the return
anticipated and consistent with the total divecsition of the fund.

The asset allocation plan adopted by the Boara imtegral part of MCERA'’s investment program.
It is designed to provide an optimum, diversifieik of asset classes with return expectations to
satisfy expected liabilities, while minimizing rigkposure.

Summary of Proxy Voting Guidelines and Procedures

Voting of MCERA'’s proxy voting ballots shall be iaccordance with MCERA’s proxy voting
guidelines as set forth in the Investment Polidye basic directive of the proxy voting guidelings
that when voting proxy ballots on behalf of MCERAyestment managers shall vote according to the
best interests of the MCERA membership. On a gdgrbasis, the investment managers are required
to provide a report to MCERA detailing their proxgtes.
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

ASSET ALLOCATION INFORMATION
For the Year Ending June 30, 2014
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Allocation Allocation Ranges Allocation
June 30, 2014 Target Minimum Maximum June 30 2013

US Equity 28.1% 28.4% 24.0% 33.0% 32.9%
International Equity 21.3% 17.5% 14.0% 20.0%  25.8%
Emerging Markets Equity 5.8% 6.1% 5.0% 7.5% -
Private Equity 4.5% 7.0% 5.0% 8.0% 4.5%
Real Estate 6.7% 8.0% 7.0% 9.0% 6.9%
Domestic Fixed Income 22.3% 14.5% 12.0% 18.0% 27.7%
High Yield Fixed Income 5.3% 5.0% 4.0% 6.0% -
Hedge Funds 4.3% 4.5% 4.0% 5.0% -
Infrastructure - 3.0% 2.0% 4.0% -
Natural Resources - 3.0% 2.0% 4.0% -
Bank loans - 3.0% 2.5% 3.5% -
Cash 1.70% 0.0% 0.0% 0.0% 2.2%

100.0% 100.0% 100%
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

INVESTMENT SUMMARY
For the Year Ending June 30, 2I

DOMESTIC EQUITY
Large Cap Growth
Large Cap Value
Mellon Tangent Added
Small Cap
Total Domestic Equity

INTERNATIONAL EQUITY
Large/Medium Core
Large/Medium High Alpha
Small Cap Growth
Emerging Market
Total International Equity

FIXED INCOME
Domestic Core
High Yield
Total Fixed Income

ALTERNATIVE INVESTMENTS
Private Equity
Hedge Funds
Total Alternative Investments

REAL ESTATE
Property Fund
Global REIT
Total Real Estate

CASH AND SHORT-TERM INVESTMENTS

Fair Percent
Value of Total
$46,026,224 7.0%
45,186,749 6.8%
61,125,484 9.3%
30,444,340 4.6%
182,782,797 27.7%
63,912,844 9.7%
46,786,847 7.1%
24,954 419 3.8%
37,969,868 57%
173,623,978 26.3%
133,928,022 20.3%
34,815,982 5.3%
168,744,004 25.5%
30,567,407 4.6%
28,000,000 4.2%
58,567,407 8.9%
34,282,291 5.2%

9,177,612 1.4%
43,459,903 6.6%
33,398,495 5.1%

Total Investments, Cash and Short-Term Investments $660,576,584 100.0%
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF INVESTMENT RESULTS
For the Year Ended June 30, 2014

CURRENT ANNUALIZED
DOMESTIC EQUITY YEAR 3YR 5YR 7YR 10YR Inception
Large Cap Core
Mellon Tangent 30.2% - - - - 32.4%
Index: S&P 500 Index 24.6% - - - - 26.2%
Large Cap Index
Mellon Capital Mgmt. Large Cap Growth 26.9% 16.3% 19.3% 8.0% 8.2% 10.2%
Index: Russell 1000® Growth 26.9% 16.3% 19.2% 8.0% 8.2% 10.1%
Mellon Capital Mgmt. Large Cap Value 23.8% 17.0% 19.3% 4.9% 8.1% 10.6%
Index: Russell 1000® Value 23.8% 16.9% 19.2% 4.8% 8.0% 10.5%
Small Cap
DFA* - - - - - -
PanAgora* - - - - - -
Index: Russell 2000 - - - - - -
TOTAL DOMESTIC EQUITY 26.3% 15.4% 19.1% 6.4% 8.3% 9.8%
INDEX: 86% RUSSELL® 1000/14%/RUSSELL® 2000 25.0% 16.0% 19.3% 6.5% 8.4% 10.1%
INTERNATIONAL EQUITY
Copper Rock* - - - - - -
GMO 30.9% 11.0% 14.1% 3.6% - 3.3%
Earnest Partners, LLC 20.4% 6.0% 13.8% - - 5.8%
Wells Capital Emerging Market Fund 11.3% - - - - 3.3%
TOTAL INTERNATIONAL EQUITY 23.2% 7.1% 13.3% 2.8% 8.1% 6.4%
INDEX: INTERNATIONAL CUSTOM INDEX 22.0% 7.2% 12.2% 1.6% 7.9% 6.4%
FIXED INCOME
AXA 12.0% 10.7% - - - 11.3%
Barrow Hanley 4.5% 4.1% - - - 4.8%
TOTAL FIXED INCOME 6.0% 5.4% 6.7% 4.5% 4.5% 6.1%
INDEX: U.S. FIXED INCOME CUSTOM INDEX 6.1% 5.2% 6.8% 6.3% 5.8% 6.9%
REAL ESTATE
UBS Trumbull Property Fund 10.4% 10.4% 9.3% 3.4% 7.8% 8.6%
European Capital Management, Inc 13.5% 9.0% 16.6% - - 5.4%
TOTAL REAL ESTATE COMPOSITE 11.1% 10.2% 10.6% 3.8% 8.1% 8.8%
INDEX: REAL ESTATE CUSTOM INDEX 13.3% 12.2% 9.8% 5.0% 8.7% 8.7%
ALTERNATIVE INVESTMENTS **
Invesco Private Capital IV 26.8% 6.5% 11.8% 9.0% - 8.7%
Invesco Private Capital VI 2.1% - - - - 2.1%
Adams Street Partners, LLC 18.5% 13.9% 14.8% 9.1% - 8.7%
Pantheon Ventures |, Inc. 18.7% 9% 10.2% 7.1% - 4.7%
Pantheon Ventures I, Inc. 25.1% - - - - 13.1%
Pantheon Secondary 9.0% 2.6% 3.9% 6.3% - 6.3%
Ocean Avenue* - - - - - -
Och-Ziff* - - - - - -
Titan Advisors* - - - - - -
TOTAL ALTERNATIVE INVESTMENTS 18.2% 8.2% 10.3% 8 .0% - 7.4%
INDEX: RUSSELL 3000 + 3.00% 25.6% 23.6% 25.4% 11.9% - 13.7%
TOTAL FUND *** 17.9% 9.5% 13.0% 4.5% 6.6% 8.6%
TOTAL FUND CUSTOM INDEX *** 16.7% 10.6% 13.3% 5.2% 6.8% 5.9%

*There is no fiscal year data available becausduhe hasn't had a full year of performance.
**Performance results lags by two quarters duertarfcial reporting constraints.
***Using time-weighted rate of return based on netrkate return. Comprehensive Annual Financial Report 76



PAR
7,604,560
7,140,915
5,665,487
2,713,695
1,741,480
1,817,833
1,721,925
1,540,104
1,588,886
1,448,872

SHARES
42,253.000
55,808.000
14,712.000
45,900.000
39,597.000
41,100.000
6,146.000
98,800.000
42,745.000
12,900.000

MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

TOP 10 LARGEST HOLDINGS BY FAIR VALUE
For the Year Ending June 30, 2I

BONDS
U S TREASURY NOTE
U S TREASURY NOTE
U S TREASURY NOTE
U S TREASURY BOND
FNMA POOL #0AB3382
FHLMC POOL #Q0-9949
BEAR STEARNS COS LLC/THE
FHLMC POOL #G0-5753
FNMA POOL #0AQ5095
FNMA POOL #0AI1059

STOCKS
SHIRE PLC ORD GBPO0.05
ARM HOLDINGS PLC
CORE LABORATORIES N V
ICON PLC
ICICI BANK LTD
DENSO CORPORATION NPV

ROCHE HLDG AG GENUSSCHEINE NPV

DNB ASA

AMADEUS IT HLD SA-A SHS0.0100
SCHOELLER BLECKMAN EURL1 (BR)

FAIR VALUE
2.000% 11/15/2021 DD 5111 $7,653,125
0.875% 01/31/2017 DD @112 7,116,528
2.000% 02/15/2022 DD 6212 5,650,743
3.125% 11/15/2041 DD 5111 2,766,666
4.000% 08/01/2041 @201/11 1,789,872
3.000% 08/01/2042@7101/12 1,738,571
7.250% 02/01/200802/01/08 1,695,864
5.000% 11/01/203912101/09 1,671,585
3.000% 11/01/2027 11201/12 1,552,343
4.500% 06/01/2041 @&»01/11 1,455,210
$33,090,507
FAIR VALUE

$3,301,656

2,524,754

2,457,787

2,162,349

1,975,890

1,961,586

1,833,127
1,806,522
1,762,752
1,664,470
$21,450,893

A complete list of portfolio holdings is availahlon request.
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF INVESTMENT MANAGEMENT FEES AND
LIST OF INVESTMENT SERVICE PROVIDERS

INTERNATIONAL EQUITY
Copper Rock
Grantham, Mayo, Van Otterloo & Co., LLC
Earnest Partners, LLC
Wells Capital Management

FIXED INCOME
AXA Investment Managers
Barrow, Hanley, Mewhinney & Strauss, Inc

REAL ESTATE
UBS Global Asset Management
European Capital Management, Inc

PRIVATE EQUITY
Invesco Private Equity
Adams Street Partners, LLC
Pantheon Ventures, Inc.
Ocean Avenue

DOMESTIC EQUITY
Earnest Partners, LLC
Mellon Capital Management
PanAgora
Dimensional Fund Advisors

COMMISSION RECAPTURE
ConvergEx Group
Capital Institutional Services, Inc

HEDGE FUND
Titan Advisors
Och-ziff
INVESTMENT MANAGERS' FEES 2014 2013
Equity Managers
Domestic $526,018 $444,119
International 738,800 825,457
Fixed Income Fees 411,104 422,753
Alternative Investment Managers 70,085 77,873
Real Estate Fees 358,473 325,666
Total Investment Managers' Fees $2,104,480 $2,095,868
OTHER INVESTMENT SERVICE FEES
Investment Consultant Fees $167,448 $169,949
Investment Custodial Fees 162,163 205,720
Other Investment Service Fees (62,298) (111,576)
Total Other Investment Service Fees 267,313 264,093
Total Investment Managers' and Other Service Fees $2,371,793 $2,359,961

Comprehensive Annual Financial Report 78









Comprehensive Annual Financial Report 81



Comprehensive Annual Financial Report 82



Comprehensive Annual Financial Report 83



MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
SUMMARY OF ASSUMPTIONS AND FUNDING METHODS

A. Economic Assumptions

The following economic assumptions and non-econoasgumptions were recommended by the
actuary and adopted by the Board of Retirement #seanost recent actuarial valuation (dated June

30, 2013):
Investment Rate of Return 7.75%, net of investment and administrative
expenses
Inflation 3.00% per annum
Cost of Living Adjustments For Tier 1, 100% of CPI to 3% annually with
banking, assumed to be 2.6% annually
Asset Valuation Method Five year smoothed market, 70%/130% corridor

around market value

Interest Credited to Active Members
Reserves Pursuant to the MCERA Interest Crediting

Policy, adopted March 13, 2003, interest will
fall within a range from 0-2% below the
valuation interest rate.

Projected Annual Salary Increases 3.00%, plus service-based rates

B. Non-Economic Assumptions

The date of the last study of the Plan’s actuakerpce was June 30, 2013. The actuary compared
the expected number of terminations from activeiserto the number actually experienced during
a 3-year period and based on this comparison antiehds observed, the probabilities of separation
were adjusted.

Post-Retirement Mortality Tables Used:

1. Service

General Member Males Combined Healthy Retired Perss (RP) 2000
Projected to 2027 using scale BB

General Member Females = Combined Healthy RetirediBeers (RP) 2000
Projected to 2027 using scale BB

Safety Member Combined Healthy Retired Pensg(feP) 2000
Projected to 2027 using scale BB

Note: Information compiled from Actuarial Reporepared by Cheiron dated June 30, 2013.
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

SUMMARY OF ASSUMPTIONS AND FUNDING METHODS

(Continued)
2. Disability
General Males Combined Healthy Retired PenssofieP) 2000
Projected to 2027 using scale BB (3 yeaf@stard).
General Females Combined Healthy Retired Pensi¢R&ts2000
Projected to 2027 using scale BB (3 year set-foityva
Safety Member Combined Healthy Retired Pensiorieiry 000
Projected to 2027 using scale BB (3 year set-faifjva
3. For Employee Contribution Rate Purposes
General Member Combined Healthy Retired Pensidii&3 2000

for Males (2 year setback).

Safety Member Combined Healthy Retired Pensiorieiry 000
for Males (2 year setback).

Active Member Mortality Based upon the Experience Analysis as of 6/30/13
(See Schedule of Probabilities of Separation from
Active Service).

Withdrawal Rates Based upon the Experience Analysis as of 6/30/13
(See Schedule of Probabilities of Separation from
Active Service).

Disability Rates Based upon the Experience Analysis as of 6/30/13
(See Schedule of Probabilities of Separatiomf
Active Service).

Service Retirement Rates Based upon the Experience Analysis as of 6/30/13

(See Schedule of Probabilities of Separatiomf
Active Service).

Note: Information compiled from Actuarial Reporepared by Cheiron dated June 30, 2013
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

SUMMARY OF ASSUMPTIONS AND FUNDING METHODS
(Continued)

Vested Termination Rates of vested termination apply to active mersbwho
terminate their employment after five yearseivice and
leave their contribution with the plan. \&sterminated
General Members are assumed to begin recebengfits
at 59; terminated Safety Members arerassito begin
receiving benefits at age 53. Assumed ratagciprocity
at termination depend on participant type agary of service,
and are based on the Experience Analysis asre 30, 2013.

Family Composition 50% of female General members, 80% of male Géner
members, and 90% of Safety members are a&sktorbe
married at retirement. Male spousesaaseimed to be

three years older than thewes.

Final Average Compensation The final average compensation (FAC) for members
Load projected to receive a service retiremdr@nefit has
been increased based on the assumptiomikatbers
will have elements of pay included in theix@which
are not included in the annual payvpled to the
Actuary (Ventura decision pays). The FACTer 1
members has been increased by 6.92%, en&#&C
for Tier 2 and Tier 3 members by 2.31%.

C. Funding Method

The Entry Age Normal actuarial funding method wa®di for active employees, whereby the
normal cost is computed as the level annual pesigenbf pay required to fund the retirement
benefits between each Member’s date of hire anahasd retirement. The actuarial liability is the
difference between the present value of future fitsrend the present value of future normal cost.
The unfunded actuarial liability is the differenbetween the actuarial liability and the actuarial
value of assets.

The unfunded actuarial liability is amortized bynaal payments. The payments are determined so
that they will be a level percentage of pay, assgnpiayroll increases of 3% per year. The UAL as
of June 30, 2013 is being amortized over a closeabg of 16 years.

D. Plan Description

A summary of plan provisions can be found in Notef the NOTES TO BASIC FINANCIAL
STATEMENTS.

Note: Information compiled from Actuarial Reporepared by Cheiron dated June 30, 2013.
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

PROBABILITIES OF SEPARATION FROM ACTIVE SERVICE

GENERAL MEMBERS

Service Retirement - Male (by Service) Senvi Withd | T ’ Vested
Age 10-19 Yrs 50-29 Yrs 30+ Yrs ervice ithdrawals ransfers este
0-4 90.0% 10.0% 0.0%
50 2.50% 5.00% 7.50% 5-14 40.0% 12.0% 48.0%
55 9.00% 18.00% 27.00% 15+ 10.0% 10.0% 80.0%
60 25.00% 25.00% 37.50%
65 40.00% 40.00% 40.00%
70 100.00% 100.00% 100.00% Service-Connected| Non Service-Connected
Disability Disability
Service Retirement - Female (by Service) Age Female Male Female Male
Age 10-19 Yrs 20-29 Yrs 30+ Yrs 20 0.0040% [ 0.0027% 0.0000% 0.00009
50 2.50% 10.00% 10.00% 30 0.0115% | 0.0133% 0.0067% 0.05339
55 9.00% 35.00% 35.00% 40 0.0190% [ 0.0320% 0.0300% 0.08679
60 25.00% 30.00% 35.00% 50 0.0600% [ 0.0640% 0.0600% 0.16009
65 40.00% 50.00% 50.00% 60 0.1575% | 0.1120% 0.1533% 0.28009
SAFETY MEMBERS
Service Ret|.rement Age Active Member Mortality ) .
(by Service) Service- |Non Servicd
Age 10-19 Yrs| 20+ Yrs 20 0.0300% Connect |-Connected
Disability | Disability
40-44 0.00% 3.10% 30 0.0600%
40 0.1700% Age (All) (All)
45-49 0.00% 7.60% :
50-59 12.75% | 32.90% 50 0.2700% 20 0.0000% | 0.0000%
60+ 100.00% 100.00% 60 0.0000% 30 0.4190% 0.0300%)
40 0.6375% 0.0600%,
] ] - 50 0.9940% 0.1200%)
Service Withdrawals Transfers Vested Terminations
60 0.0000% 0.0000%,
0-4 90.00% 10.0% 0.0%
5+ 15.0% 42.5% 42.5% 65 0.0000% 0.0000%)

RATES OF TERMINATION

Years of Service General Male

Years of Servicg General Male | General Female| Safety

0
5
10
15

25.0%
4.8%
4.8%
4.8%

General Female| Safety
12.0% 20.89
7.5% 4.6%
3.6% 4.6%
3.0% 2.5%

20
25
30

2.5% 3.0% 0.0%
2.5% 3.0% 0.0%
0.0% 0.0% 0.0%

Note: Information compiled from Actuarial Reporepared by Cheiron dated June 30, 2013.
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF ACTIVE MEMBER VALUATION DATA

Valuation Plan Annual Average Annual % Increase in
Date Type Number Salary Salary Average Annual Salary
General 1,917 $85,308,000 $44,501 -0.54%
7/1/2007 Safety 318 $15,281,000 $48,053 -2.47%
Total 2,235 $100,589,000 $45,006 -0.81%
General 1,921 $92,116,000 $47,952 7.75%
7/1/2008 Safety 339  $17,137,000 $50,552 5.20%
Total 2,260 $109,253,000 $48,342 7.41%
General 1,848 $99,266,589 $53,716 12.02%
7/1/2009 Safety 342  $19,363,697 $56,619 12.00%
Total 2,190 $118,630,286 $54,169 12.05%
General 1,708 $94,915,436 $55,571 3.45%
7/1/2010 Safety 330  $19,692,515 $59,674 5.40%
Total 2,038 $114,607,951 $56,236 3.81%
7/1/2011 General 1,659 $94,976,978 $57,250 3.02%
Safety 321 $19,768,859 $61,585 3.20%
Total 1,980 $114,745,837 $57,952 3.05%
7/1/2012 General 1,596 $90,706,280 $56,834 -0.73%
Safety 305 $19,145,091 $62,771 1.93%
Total 1,901 $109,851,371 $57,786 -0.29%
7/1/2013 General 1,604 $91,737,348 $57,193 0.63%
Safety 295 $18,699,145 $63,387 0.98%
Total 1,899 $110,436,493 $58,155 0.64%

Note: Information compiled from Actuarial Reporepared by Cherion dated June 30, 2013. Thedittas from the membership
data in the notesto the financialstatementsdtiening differences and actuary cleansing of tated
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
RETIRANTS AND BENEFICIARIES ADDED TO AND REMOVED FR OM RETIREE PAYROLL
For Years Ended June 30

(Dollar Amounts in Thousands)

Added Allowances Removed Allowances Retiree % Increase Average
Year Beginning During Added During Removed End of Payroll In Retiree  Annual

of Year Year ($ 000) Year ($ 000) Year ($ 000) Payroll  Allowance

6/30/08 1,620 105 $2,757 67 $902 1,658 $34,603 8.74% $20,870
6/30/09 1,658 105 $3,403 52 $813 1,711 $37,748 9.09% $22,062
6/30/10 1,711 171 $6,098 56 $981 1,826 $43,653 15.65% $23,907
6/30/11 1,826 103 $2,627 44 $781 1,885 $46,117 5.64% $24,465
6/30/12 1,885 175 $6,485 64 $960 1,996 $52,888 14.68% $26,497
6/30/13 1,996 103 $3,029 49 $856 2,050 $56,048 5.98% $27,340

SOLVENCY TEST

For Years Ended June 30

(Dollar Amounts in Thousands)

Portion of Accrued
Liabilities
Covered by Reported
Actuarial Accrued Liabilities (AAL) For Assets
1 2 3
Active Retirees Active Members Actuarial
Valuation Member and Employer Accrued Valuation

Date Contributions Beneficiaries Portion Liabilities Assets 1 2 3
6/30/08 $66,865 $370,764 $254,623 $692,252 $488,347 100% 100% 20%
6/30/09 $65,126 $448,231 $296,324 $809,681 $483,145 100% 93% 0%
6/30/10 $64,917 $532,695 $333,220 $930,832 $509,561 100% 83% 0%
6/30/11 $65,723 $558,483 $309,711 $933,917 $523,980 100% 82% 0%
6/30/12 $66,407 $632,319 $276,882 $975,608 $528,728 100% 73% 0%
6/30/13 $73,311 $694,137 $297,850 $1,065,298 $547,264 100% 68% 0%

ACTUARIAL ANALYSIS OF FINANCIAL EXPERIENCE
For Years Ended June 30
Actuarial (Gains)/Losses
Asset Liability Changes Changes in Total
Plan Year Sources Sources Total in Plan Provisions  Assumptions/Methods  (Gain)/Loss

Ending ($ 000) ($ 000) ($ 000) ($ 000) ($ 000) ($ 000)
6/30/08 $48,840 $(14,186) $34,654 N/A N/A $34,654
6/30/09 $66,987 $23,892 $90,879 N/A N/A $90,879
6/30/10 $16,151 $8,100 $24,251 N/A $63,410 $87,661
6/30/11 $30,955 $(13,824) $17,131 N/A $(12,918) $(4,213)
6/30/12 $40,054 $11,401 $51,455 N/A $(16,069) $35,386
6/30/13 $20,749 $4,199 $24,948 N/A $49,294 $74,242

Note: Information compiled from Actuarial Reporepared by Cheiron dated June 30, 2013
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

SCHEDULE OF FUNDING PROGRESS

For Years Ended June 30

(Dollar Amounts in Thousands)

Actuarial Unfunded
Actuarial Accrued Unfunded AL as a %
Valuation Valuation Liability AAL Funded Covered of Covered

Date Assets (AAL) (UAAL) Ratio Payroll Payroll

6/30/2007 $ 480,517 $ 652,482 $ 171,965 73.6% OHBBY 171.0%
6/30/2008 $488,347 $ 692,252 $ 203,905 70.5% 9B3 186.6%
6/30/2009 $ 483,145 $ 809,681 $ 326,536 59.7% 4%9BY  284.0%
6/30/2010 $509,561 $ 930,832 $421,271 54.7% 583BY  365.1%
6/30/2011 $523,980 $ 933,917 $ 409,936 56.1% 132  368.2%
6/30/2012 $528,728 $ 975,608 $ 446,880 54.2% 6%B1 419.3%
6/30/2013 $ 547,264 $1,065,298 $ 518,034 51.4% 58OBB 446.6%

A schedule of actuarially determined and actuatrdoutions can be found on page 60 of this
document. The schedule shows whether the empl@agemiade contributions that are consistent
with an actuarial method of funding the benefitbéoprovided consistent with the parameters

REQUIRED SUPPLIMENTARY INFORMATION

established by GASB statement 67.
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

ADDITIONS BY SOURCE

The Statistical Section presents information peitgi to MCERA's operations on a multi-year basis.
The financial and operating information providgestextual data for MCERA's net position, benefits
refunds and different types of retirement benefits.

Employer
% of Net Investment
Fiscal Year Employee Employer Covered Income and

Ending Contributions Contributions Payroll Other Income Total

6/30/05 $ 4,584,59¢ $ 8,930,84: 957% $ 34,840,50:* $ 48,355,942
6/30/06 $ 8,221,757 $ 14,749,93¢ 15.02% $ 32,191,87. $ 55,163,563
6/30/07 $ 8,755,291 $ 23,232,09¢ 21.33% $ 73,614,14! $ 105,601,541
6/30/08 $ 9,357,70: $ 23,751,43" 21.34% $ (33,797,400 $ (688,261)
6/30/09 $ 9,916,30¢ $ 27,882,65( 23.42%  $(105,689,276 $ (67,890,321)
6/30/10 $ 9,864,16! $ 29,136,70¢ 24.46% $ 48,772,241 $ 87,773,111
6/30/11 $ 9,754,84¢ $ 36,662,12: 31.26% $ 96,031,51! $ 142,448,490
6/30/12 $10,416,30! $ 40,262,88: 36.09% $ (7,039,276 $ 43,639,906
6/30/13 $ 9,927,74¢ $ 43,783,66: 40.03% $ 61,083,39 $114,794,811
6/30/14 $9,642,81¢ $ 48,032,33¢ 43.40% $ 96,219,05( $ 153,894,213

*Beginning with June 30, 2001 the amounts listedarNet Investment Income have been reclassifieddorm to the 2006 presentation.

Additions by Source
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

DEDUCTIONS BY TYPE

Fiscal 401 (h)
Year Administrative Actuarial Separation Death Distribution

Ending Benefits Expenses Expense Refunds Refunds  to County Total

6/30/05 * $ 24,069,74: $ 602,451 $ 61,951 $ 409,03« - $ 850,000 $25,993,178
6/30/06 * $ 26,263,56¢ $ 649,08( $ 48,43t $ 602,21( - $ 850,000 $28,413,297
6/30/07 $ 29,577,58¢ $ 1,014,95: $ 41,10 $ 703,867 - $ 850,000 $32,187,506
6/30/08 $ 33,394,36: $ 1,029,91¢ $ 5350C $ 553,70¢ $99,438 $ 850,000 $ 35,980,922
6/30/09 $ 36,478,88¢ $ 1,005,06( $ 61,79t $ 683,52¢ $77,275 $ 850,000 $ 39,156,544
6/30/10 $ 40,929,10¢ $1,170,60¢ $ 6654 $ 673,16( - $ 850,000 $ 43,689,423
6/30/11 $ 45,022,10¢ $1,189,03( $ 138,200 $ 766,69: - $ 650,000 $47,766,026
6/30/12 $ 49,839,65: $1,180,08: $ 63,312 $1,051,52¢ - $ 733,590 $52,868,164
6/30/13 $ 54,257,547 $ 1,496,33¢ $ 71,40z $1,082,05( - - $ 56,907,337
6/30/14 $ 57,338,93( $ 1,434,671 $ 112,67¢ $ 703,091 - - $ 59,589,368

*Beginning with June 30, 2001 the amounts listedarAdministrative, Actuarial Expense and Other éhges have been reclassified to
conform to the 2005 presentation. MCERA separtitedypes of refunds as of 2008 presentation.

Deductions by Type
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$5,000,000

2013 2012 2011 2010 2009 2008 2007 2006 2005

$0
2014

| @ Benefits @ Administrative B Actuarial O Separation Refunds@ Death Refunds m401(h) Distribution

Comprehensive Annual Financial Report 94



MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF CHANGES IN FIDUCIARY NET POSITION
(Dollar Amount in thousands)

Additions
Plan members contributions
Employer contributions
Net investment income/(loss)

Total additions

Deductions
Benefits paid
Administrative expenses
Actuarial expenses
Refunds
401(h) distribution

Total deductions

Change in fiduciary net position

Net position restricted for pensions
at beginning of the year

Net position restricted for pensions
at end of the year

Additions
Plan members contributions
Employer contributions
Net investment income
Total additions

Deductions
Benefits paid
Administrative expenses
Actuarial expenses
Refunds
401(h) distribution
Total deductions
Change in fiduciary net position

Net position restricted for pensions

at beginning of the year

Net position restricted for pensions

at end of the year

6/30/14  6/30/13  6/30/12  6/30/11  6/30/10
$9,643  $9,928  $10,416  $9,75459,864
48,032 43,784 40,263 36,662  2P,13
96,219 61,083  (7,039) ®B,0 48,772
153,804 114,795 43,640 142,448 87,773
57,339 54,258 49,839 45022 40,929
1,435 1,496 1,180 1,189 1,171
112 71 63 138 67
703 1,082 1,052 767 673
- - 734 650 850
59,589 56,907 52,868 47,766 43,690
$94,305 $57,888 ($9,228) $94,683  $44,083
$563,020 $505,132 $514,36$419,678 $375,595
$657,325 $563,020 $505,133 $5G4,3 $419,678
6/30/09  6/30/08  6/30/07  6/30/06  6/30/05
$9,916  $9,358  $8,755  $8,222 4,58%
27,883 23,751 23232 14,750 8,931
(105,689) (33,797) 73,614 32,191 4,88
(67,890) (688) 105,601 55,163 48,356
36,479 33,394 29,578 26,264 24,070
1,005 1,030 1,014 649 602
62 54 41 48 62
761 653 704 602 409
850 850 850 850 850
39,157 35981 32,187 28,413 25993
($107,047) ($36,669) $73,414 $26,750  $22,363

$482,642 $519,311 $445,89%419,147 $396,784

$375,595 $482,642 $519,311 $493%,8 $419,147
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF BENEFIT EXPENSES BY TYPE

(Dollar Amounts in thousands)

2014*  2013* 2012* 2011* 2010* 2009* 2008+ 2007 2006 2005
Service Retirement
Payroll:
General $41,442 $39,447 $35,807 $31,770 $28,665 $25,086 $22,868 $21,924 $18,081  $16,378
Safety 7,196 6,679 6,209 5,845 5,404 4,720 4,139 3,813 3,448 3,030

Total $48,638 $46,126 $42,106 $37,615 $34,069 $29,806 $27,007 $25,737 $21,529 $19,408

Disability Retiree

Payroll
General $2,600 $2,489  $2,230  $2,159  $2,154  $2,103 $1,975 $1,555  $1,527 $1,478
Safety 3,005 2,898 2,738 2,522 2,424 2,396 2,312 1,907 1,913 1,816

Total $5605 $5,387 $4,968 $4,681 $4,578 $4,499  $4,287 $3,462 $3,440 $3,294

Beneficiary/Survivors

Payroll
General $2,346 $2,030  $2,035  $2,049 $1,762  $1,574 $1,686  $1,957  $1,734 $1,613
Safety 610 562 579 521 412 380 414 667 594 551

Total $2,956  $2,592 $2,614 $2,570 $2,174 $1,954 $2,100 $2,624 $2,328 $2,164

Total Payroll Expense

Payroll
General $46,387 $43,966 $40,162 $35978 $32,580 $28,763 $26,529 $25436 $21,342  $19,470
Safety 10,811 10,139 9,526 8,887 8,240 7,496 6,865 6,387 5,955 5,397

Total $57,198 $54,105 $49,688 $44,865 $40,820 $36,259 $33,394 $31,823 $27,297 $24,867

Death Benefits

General $96 $96 $117 $81 $99 $179 N/A N/A N/A N/A
Safety 18 12 9 N/A 9 41 N/A N/A N/A N/A
Total $114 $108 $126 $81 $108 $220 N/A N/A N/A N/A

Separation Refund Expense

General $582 $985 $861 $729 $599 $562 N/A N/A N/A N/A
Safety 121 97 190 37 74 122 N/A N/A N/A N/A
Total $703  $1,082 $1,051 $766 $673 $684 N/A N/A N/A N/A

Active Death Expense

General $29 $44 $26 $82  N/A $77  NIA N/A N/A N/A
Safety N/A N/A N/A N/A  NA - NA N/A N/A N/A
Total $29 $44 $26 $82  N/A $77  NIA N/A N/A N/A

* Prior to 2008 this information was provided bethiCERA's actuary and included benefit paymentseetgd to be distributed, refunds and 401(h) distigin to
County and did not represent actual amounts diggth In 2008 MCERA is calculating this infornmatias actual benefits distributed. In 2009 MCERiéled sepa-
ration refunds, death refunds and death benefitmr to 2009 this information was not separatdgntified. The information was compiled from Couof Merced
Information Systems. In 2011 MCERA changed dedilngexpense to active death expense to bettetifigenpense for active member death.
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SCHEDULE OF RETIRED MEMBERS BY TYPE OF BENEFIT
(Summary of Monthly Allowances Being Paid—As of Jue 30, 2014)

GENERAL MEMBERS SAFETY MEMBERS TOTAL
Average Average Average
Monthly Monthly Monthly
Type of Benefit Number Allowances Number Allowances Number Allowances

Service Retirement 1,492 $2,315 193 $3,107 1685 $2,406
Disability 156 $1,390 104 $2,408 260 $1,797
Beneficiaries/Survivors 162 $1,200 25 $2,036 187 $1,312
Total Retired Members 1,810 $2,135 322 $2,798 2,132 $2,236

This schedule excludes separation refunds and defathds

R R R R

EEEEESEEE!

Service Retirements
Disability Retirements
Beneficiaries and Survivors

m/%E& ! m2!3 & ! L% LS /)
2014 2013 2012 2011 2010 2009 2008 2007 2006 2005
1,685 1,613 1,570 1,463 1,411 1,307 1,258 1,209 1,119 1,073
260 257 236 233 230 234 233 222 227 P32
187 176 192 187 185 172 172 188 175 171
Total 2,132 2,046 1,998 1,883 1,826 1,713 1,663 1,619 1,521 1,476
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MERCED COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

SUMMARY OF RETIRED MEMBERSHIP
For Years Ended June 30
(Basic and Total Annual Allowance Dollars in Thousads)

2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

GENERAL
Number 1,810 1,730 1,693 1,590 1,545 1,454 1,412 1,381 1,294 1,260
Basic Annual Allowance $37,646 $35,885 $32,933 $29,232 $26,331  $22,771 $22,592 $20,021 $16,553 $15,000

Average Basic Monthly Allowance $1,733  $1,729 $1,621 $1,532 $1,420 $1,305 $1,333 $1,206 $1,066 $992
Total Annual Allowance $46,387 $43,966 $40,161 $35978 $32,561 $28,712 $28,019 $25,435 $21,341 $19,470

Average Total Monthly Allowance $2,136 $2,118 $1,976 $1,886 $1,756 $1,646 $1,654 $1,533 $1,374 $1,288

SAFETY
Number 322 316 305 293 281 259 251 238 228 217
Basic Annual Allowance $8,279  $7,791 $7,379 $6,863 $6,401 $5,746 $5,262 $4,807 $4,508 $4,038

Average Basic Monthly Allowance $2,143  $2,054 $2,016 $1,952 $1,898 $1,849 $1,747 $1,690 $1,648 $1,551
Total Annual Allowance $10,811 $10,139 $9,527 $8,887 $8,240 $7,497 $6,878 $6,388 $5,956 $5,397

Average Total Monthly Allowance $2,798 $2,674 $2,603 $2,528 $2,444 $2,412 $2,284 $2,246 $2,177 $2,073

TOTAL
Number 2,132 2,046 1,998 1,883 1,826 1,713 1,663 1,619 1,522 1,477
Basic Annual Allowance $45,925 $43,676 $40,312 $36,095 $32,732  $28,517 $27,854 $24,828 $21,061 $19,038

Average Basic Monthly Allowance $1,795 $1,779 $1,681 $1,597 $1,494 $1,387 $1,396 $1,277 $1,153 $1,074
Total Annual Allowance** $57,198 $54,106 $49,688 $44,865 $40,801 $36,209 $34,897 $31,823 $27,297 $24,867
Average Total Monthly Allowance $2,236  $2,204 $2,072 $1,986 $1,862 $1,761 $1,749 $1,637 $1,495 $1,403

** Total Annual Allowance includes COLA, and pattraonthly payment/one-time catch up paymedetcludes death refunds, lump sum death benefitsepdration
refunds.

Comprehensive Annual Financial Report 98



MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

RETIRED MEMBERS BY TYPE OF RETIREMENT
As of June 30, 2014

Type of Retirement* Option Selected**
Amount of  Number of Opt Opt Opt Opt
Monthly Benefit Members 1 2 3 4 5 6 7 Unmodified 1 2 3 4
1 - 250 89 24 41 18 0 5 1 0 56 5 20 80
251 - 500 158 34 84 17 4 6 13 0 122 4 283 1
501 - 750 190 59 92 29 4 2 4 0 155 9 23 30
751 - 1,000 196 58 85 31 7 1 14 0 170 7 15 22
1,001 - 1,250 186 68 68 19 4 8 19 0 159 3 18 51
1,251 - 1,500 149 58 55 15 2 11 8 0 135 3 7 40
1,501 - 1,750 135 60 38 12 2 18 5 0 117 0 14 40
1,751 - 2,000 118 52 37 8 1 17 3 0 108 0 9 10
Over 2,000 911 459 314 38 4 91 5 0 805 27 56 149
Total 2,132 872 814 187 28 159 72 0 1,827 58 190 443

Notes:
*Type of Retirement:
1—Normal Retirement for age and service
2—Early retirement
3—Beneficiary payment, normal or early retirement
4—Beneficiary payment, death in service
5—Duty disability retirement
6—Non-duty disability retirement
7—Beneficiary payment, disability retirement

**Qption Selected
Unmodified Plan: beneficiary receives 60 % cordimce.
The following options reduce the retired membentnthly benefit:
Option 1—Beneficiary receives lump sum or menmberiused contributions
Option 2—Beneficiary receives 100% of memberuaed allowance
Option 3—Beneficiary receives 50% of member’'sueat allowance
Option 4—Multiple beneficiaries receive a desigaapercentage of a reduced allowance
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

RETIRED MEMBERS AVERAGE BENEFIT PAYMENTS
Last Ten Years

Retirement Effective Dates

Period 07/01/2013 to 06/30/2014
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2012 to 06/30/2013
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2011 to 06/30/2012
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2010 to 06/30/2011
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2009 to 06/30/2010
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2008 to 06/30/2009
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2007 to 06/30/2008
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2006 to 06/30/2007
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2005 to 06/30/2006
Average monthly benefit
Average final average salary
Number of retired members

Period 07/01/2004 to 06/30/2005
Average monthly benefit
Average final average salary
Number of retired members

0-5

7

$467
$8,663

$612
$9,507
5

$805
$8,545

$359
$7,068

$485
$7,668

$417
$6,765

$1,650
$14,598
1

$699
$4,382

$657
$6,041
3

Years of Credited Service

05-10

17

$1,240
$6,466
11

$899
$4,097
9

$926
$5,111
21

$1,247
$6,819
14

$1,020
$4,285
9

$959
$4,366
15

$873
$3,771
12

$1,000
$3,499
13

$539
$3,802
11

Note: Information compiled from the County of Metlcénformation Systems

10-15

22

$1,750
$5,215
24

$1,359
$3,953
26

$1,120
$4,042
23

$1,354
$4,167
25

$1,321
$4,545
21

$1,496
$4,714
16

$1,291
$4,449
25

$1,185
$4,104
16

$1,212
$4,476
18

15-20

16

$2,183
$4,59
15

$2,476
$5,14
27

$2,171
$4,65

$2,831
$5,71
24

$3,992
$7,52
11

$2,380
$5,20
13

$1,939
34,4
32

$2,176
4,72
13

$1,643
$4,16
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20-25

25-30

15 13

$3,895 $4,201
$7,293 $5,695
9 8

$3,958
$6,270

,68
$6,257
36 15

$3,693
$5,715

2804
$5,687
18 5

$4,149 $4,563
$6,780 $6,148
31 15

$4,521 $4,022
$7,935 $5,455
14 10

$2,828
$6,662

071
$5,470
13 9

$3,209 $3,890
$5,348 $5,163
16 19

$2,730 $3,290

$4,250 $4,542
8 13

$1,620 0034

$3,190 $5,913
3 6

30+

$426.00 $1,121.00 $1,634.00 7%200 $4,018.00 $5,013.00 $5,992.00
$8,946.00 $4,750.00 $4088 $5,441.00 $6,527.00 $6,566.00

$7,088.00
13

$6,431
$7,463

$6,166
$7,060
24

$8,010
$8,180

$5,294
$6,112
22

$6,335
$7,172
12

$5,214
$4,311

$6,176
$7,070
17

$5,095
$5,509
10

$5,101
$6,591
12



MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

ACTUARIAL BALANCE SHEET
For the Years Ending June 30

ASSETS
Total actuarial value of ass
Present value of future contributions by members
Present value of future employer contributionsiomal cos
Present value of other future employer contritsti@AAL)
Total Actuarial Assets

2013 2012

$547,263,74. $528,727,52
64,356,294 69,912,502

71,247,61 91,834,76
518,034,325 446,880,136

$1,200,901,980  $1,137,354,92

LIABILITIES
Present value of retirement allowances payabitited members and their survivors $694,136,908 $632,318,63
Present value of service retirement alowancesjgai@presently active member and 410,380,089 410,061,926
their survivors
Present value of allowances payable to currerfuture vested terminated members 69,609,057 57,638,982
and their survivol
Present value of disabiity retrement allowanagple to presently active members 15,700,881 22,348,401
and their survivors
Present value of death benefits payable on bel@sently active memix 5,603,36 7,760,48
Present value of members’ contributions to benetlupon withdrawal 5,471,680 7,226,492

Special Reserv
Total Actuarial Liabilities

FUNDED RATIO
Present value of future benefits (items 6 to 12)
Present value of future contributions by membetriseanployers (items 2 anc
Actuarial accrued liabilty (tem 14 minus item 15)
Actuarial value of assets
Unfunded actuarial accrued liability (UAAL) (iter fninus item 1°

Funded Ratio

Note: Actuarial Balance Sheet provided by Cheiratuéries.

$1,200,901,980  $1,137,354,92

$1,200,901,980 $1,137,354,92

135,603,91 161,747,2¢
1,065,298,068 975,607,659
547,263,743 528,727,523

$518,034,32 $446,880,13

51.4% 54.2%
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MERCED COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

PARTICIPATING EMPLOYERS AND ACTIVE MEMBERS
Current Year and Nine Years Ago
(Information Compiled from Plan’s Data Base)

2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

County of Merced

General Members 1,490 1,478 1,453 1,521 1,575 1,708 1,852 1,848 1,853 1,931
Safety Members 298 294 306 322 331 342 352 328 316 296
Total County of Merced 1,788 1,7 1,759 1,843 1,906 2,050 2,204 2,176 2,169 2,227
Percentage of Membership 93.56% 93.2: 92.53% 92.85% 93.44% 93.87% 94.19% 94.69% 95.22% 99.87%

Participating Agencies

Merced Cemetery District 1 1 2 2 2 3 3 3 3 3
Percentage of Membership .05% .0F 11% .10% .09% 13% .13% .13% 13% 13%
Transit Joint Powers Authority - - 1 3 3 - - - - -
Percentage of Membership - - .05% .15% 14% - - - - -
Superior Court of California 112 115 126 137 137 137 133 119 106 -
Percentage of Membership 5.86% 6.0t 6.63% 690% 633% 6.01% 568% 517% 4.65% -
Regional Waste Management Authority 10 13 13 - - - - - - -
Percentage of Membership .52% .6¢ .68% - - - - - - -
Total Members of Participating Agencies 123 : 142 142 142 140 136 122 109 3

Total Active Membership

General 1,613 1,604 1,595 1,663 1,717 1,848 1,988 1,970 1,962 1,934
Safety 298 294 306 322 331 342 352 328 316 296
Total 1,911 1,899 1,901 1,985 2,048 2,190 2,340 2,298 2,278 2,230
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