
 

 
 
 

       

 

Agenda Item 3  
MEETING DATE: November 16, 2021 
 
SUBJECT:  Annual Independent Financial Statement Audit   

          Deliberation                   Receive 
SUBMITTED FOR:        Consent           X     and Action                  and File 
 
 
RECOMMENDATION 
 
Staff recommends the Audit Committee approve the draft audited Financial Statements and the 
accompanying required draft reports for the fiscal year ended June 30, 2021. 
 
PURPOSE 
 
This item fulfils the requirements of Sections 25250 and 25253 of the Government Code of the 
State of California to prepare an Annual Financial Report. This report is prepared and audited in 
consult with external auditors selected by the Sacramento County Employees’ Retirement 
System’s Board of Retirement. This item supports the Strategic Management Plan by 
maintaining transparent communications to stakeholders and promoting fiscal responsibility and 
stewardship. 
 
DISCUSSION 
 
Ashley Casey, Partner, of Brown Armstrong will present the June 30, 2021 audit results.  The 
presentation will include significant audit matters required by professional standards, and the 
audit results.   
 
Brown Armstrong rendered an unmodified (or “clean”) opinion on SCERS’ financial statements. 
There was one recommendation resulting from the June 30, 2021 audit. 
 
FINANCIAL HIGHLIGHTS 
 

 SCERS’ net position restricted for pension benefits as of June 30, 2021 totaled $12,564.1 
million, an increase of $2,584.7 million or 25.9% from the $9,979.4 million in net position 
as of June 30, 2020.  The increase in net position was due to investment earnings offset 
to some degree by the increase in benefit payments. 

 
 For the fiscal year ended June 30, 2021, SCERS’ total fund gross return of 27.9% was 

3.5% higher than the investment policy benchmark return of the of 24.4%.  During fiscal 
year 2020-21, investments with the strongest returns came from U.S. equity, U.S. fixed 
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income, and private equity investments.  Net investment income after investment fees 
and expenses was $2,752.0 million for the fiscal year ended June 30, 2021.  
 

 As of June 30, 2021, SCERS’ total pension liability was $13.3 billion, up from 12.7 billion 
as of June 30, 2020.  The employers’ Net Pension Liability (NPL) was $746.6 million as 
of June 30, 2020, which decreased from $2.7 billion as of June 30, 2020.  The decrease 
in employers’ net pension liability is primarily a result of favorable investment returns 
(about $2,077.0 million greater than expected). 
 

 For the fiscal years ended June 30, 2021 and 2020, the combined employer and member 
contributions were $415.9 and $402.6 million, respectively, for an increase of $13.3 
million or 3.3%. The increase in employer contributions for the fiscal year ended June 30, 
2021, of $19.1 million, or by about 6.9%, over the fiscal year ended June 30, 2020, was 
mainly due to an increase in the aggregate employers’ contribution rate of approximately 
10%, offset by an actual reduction in the employers’ aggregate payroll for year ended 
June 30, 2021.  The decrease in employee contributions of $5.8 million, or by about 4.6%, 
is partially due to a reduction in the employees’ aggregate contribution rate of 
approximately 1.1%, decreased further by an actual reduction in the employers’ 
aggregate payroll for year-ended June 30, 2021.     
 

 For the fiscal year ended June 30, 2021, total deductions of $620.0 million comprised of 
benefit payments, withdrawal of contributions, and administrative expenses. Total 
deductions increased by $62.3 million, or 11.3%, in the fiscal year end.  The primary 
cause of the increase was due to the increase in monthly benefit payments resulting from 
an increase in the number of retired members, benefit amounts, and the annual cost-of-
living adjustment paid to retirees and beneficiaries. 

 
 
ATTACHMENTS 
 

 SCERS Annual Financial Report for year ended 2020/21– Draft 
 Report to the Audit Committee and Board of Retirement – Draft 

o Required Communication to the Members of the Audit Committee and Board of 
Retirement in Accordance with Professional Standards (SAS 114)  

o Independent Auditor’s Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements 
Performed in Accordance with Government Auditing Standards  
 

 
/S/        /S/ 
_____________________________   ____________________________ 
Margo Allen       Eric Stern     
Chief Operations Officer          Chief Executive Officer 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

     FOR THE YEAR ENDED JUNE 30, 2021 
 

INTRODUCTION 

This section presents Management’s Discussion and Analysis (MD&A) of the financial activities of the 
Sacramento County Employees’ Retirement System (SCERS, the System, or the Plan) for the fiscal year 
ended June 30, 2021. The MD&A presents SCERS’ overall financial position and the results of its operations, 
in conjunction with SCERS’ financial statements and notes. 

Financial Highlights 

As of June 30, 2021, SCERS’ fiduciary net position restricted for pension benefits and program administration 
(net position) totaled $12,564.1 million. This represented an increase of $2,584.7 million, or 25.9%, from the 
$9,979.4 million in SCERS’ net position as of June 30, 2020. 

Additions to net position were $3,204.7 million and $706.9 million for the fiscal years ended June 30, 2021, 
and 2020, respectively. The total additions for the fiscal year ended June 30, 2021, increased by $2,497.8 
million, or 353.3%, over the fiscal year ended June 30, 2020. Higher investment performance was the 
primary reason for the increase in additions. 

Deductions from net position were $620.0 million and $549.2 million for the fiscal years ended June 30, 2021 
and 2020, respectively. The total deductions for the fiscal year ended June 30, 2021, increased by $70.8 
million, or 12.9%, over the fiscal year ended June 30, 2020. Increased monthly benefit payments due to an 
increase in the number of retirees and the annual cost-of-living adjustment were the primary reasons for 
the increase in total deductions. 

SCERS’ funding objective is to meet long-term benefit obligations through contributions and investment 
earnings. In order to help achieve level and predictable contribution costs from one year to the next, SCERS 
bases the determination of contribution rates on an actuarial asset valuation method that gradually adjusts to 
the market (fair) value of assets (asset smoothing). Under this actuarial asset valuation methodology, any 
investment market returns for the fiscal year that are above or below the assumed investment return rate 
(6.75% which was used to determine the contribution rates for the fiscal year ended June 30, 2021) are 
recognized over seven years (the asset smoothing period). This smoothed value is referred to as the Actuarial 
Value of Assets. By using the Actuarial Value of Assets to determine the contribution rates, SCERS is able to 
lower the year-to-year volatility in contribution rates that would come from using the fair value of assets. 

As of June 30, 2021, SCERS’ total pension liability was $13.310 billion, up from $12.694 billion as of June 30, 2020. 
The employers’ net pension liability was $745 million as of June 30, 2021, which decreased from $2.714 
billion as of June 30, 2020. The fiduciary net position as a percentage of total pension liability increased 
to 94.4% as of June 30, 2021, from 78.6% as of June 30, 2020. 
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Overview of the Financial Statements 

This MD&A serves as an introduction to the basic financial statements and other information 
accompanying the basic financial statements, which are comprised of the following components: 

• Statement of Fiduciary Net Position - Pension Trust Fund and Custodial Fund 
• Statement of Changes in Fiduciary Net Position - Pension Trust Fund and Custodial Fund 
• Notes to the Basic Financial Statements 

A Statement of Fiduciary Net Position and a Statement of Changes in Fiduciary Net Position are 
presented for the fiduciary funds as of and for the fiscal year ended June 30, 2021, along with comparative 
total information as of and for the fiscal year ended June 30, 2020. These financial statements reflect the 
resources available to pay benefits to retirees and beneficiaries as of year-end, and the changes in those 
resources during the year. 

The fiduciary fund statements report SCERS’ net position restricted for pension benefits and program 
administration. Over time, increases or decreases in net position serve as one indicator of whether SCERS’ 
financial health is improving or deteriorating. Other factors, such as market conditions or the System’s 
fiduciary net position as a percentage of the employers’ total pension liability, should also be considered in 
measuring the System’s overall health. 

The Notes to the Basic Financial Statements are an integral part of the financial reports and provide additional 
information that is essential for a full understanding of the data provided in the financial statements. 

In addition to the financial statements and accompanying notes, this report presents certain Required 
Supplementary Information which includes the employers’ changes in net pension liability and related 
ratios, actuarially determined contributions (ADC), actuarial assumptions used to calculate the ADC, 
historical money-weighted rate of return and other required supplementary information related to SCERS’ 
defined benefit pension plan as required by GASB Statement No. 67. 

Schedules of administrative expenses, investment fees and expenses, and payments to consultants are 
presented as Other Supplemental Information following the Required Supplementary Information. 

 
FINANCIAL ANALYSIS 

Fiduciary Net Position 

SCERS’ net position restricted for pension benefits and program administration as of June 30, 2021, 
totaled $12,564.1 million, an increase of $2,584.7 million or 25.9% from the $9,979.4 million in net 
position as of June 30, 2020. The increase in net position for the fiscal year ended June 30, 2021, was due 
to investment income offset to some degree by the benefits and expenses paid during the fiscal year 
exceeding the contributions received. 

For the fiscal year ended June 30, 2021, the total fund return, gross of fees, of 27.9% was 3.5% higher than 
the return of the investment policy benchmark of 24.4%. During fiscal year 2020-21, investments with the 
strongest returns came from the U.S. equity, U.S. fixed income, and private equity investments. 

In fiscal year ended June 30, 2021, the increase in cash and short-term investments was offset by the 
decrease in other cash and cash equivalents due to the dedicated 1% target allocation to cash per the 
approved asset allocation policy. The increase in receivables and investment purchases and other as of 
June 30, 2021, was the result of increase in trading activity at year-end by the external investment 
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managers. The increase in securities lending collateral and securities lending liability as of June 30, 2021, 
reflected a higher level of activity in the securities lending industry. 

The table below compares SCERS' fiduciary net position as of June 30, 2021, and 2020: 

FIDUCIARY NET POSITION 
FOR THE FISCAL YEARS ENDED JUNE 30  

(Amounts Expressed in Millions) 

 2021 
 

2020* 
 Increase/ 

(Decrease) 
 

% Change 

Assets        

Cash and short-term investments $436.2  $420.4  $15.8  3.8% 

Receivables 255.1  161.7  93.4  57.8 

Investments 12,346.8  9,573.0  2,773.8  29.0 

Securities lending collateral 400.3  215.2  185.1  86.0 

Other assets 0.4  0.4  -  - 

Capital assets, net 13.9  10.6  3.3  31.1 

Total assets 13,452.7  10,381.3  3,071.4  29.6 

Liabilities        

Other liabilities 37.2  14.5  22.7  156.6 

Investment purchases and other 459.1  176.3  282.8  160.4 

Securities lending obligation 392.3  211.1  181.2  85.8 

Total liabilities 888.6  401.9  486.7  121.1 

Net position restricted for pension benefits 
and program administration $12,564.1 

 
$9,979.4 

 
$2,584.7 

 
25.9% 

*Certain amounts have been reclassified to be consistent with the current year presentation.  

GASB Statement No. 67 replaced GASB Statement No. 25 and redefined pension liability and expense for 
financial reporting purposes but does not apply to contribution amounts for pension funding purposes. 
When measuring the total pension liability, GASB uses the same actuarial cost method and the same type 
of discount rate as SCERS uses for funding. Therefore, the employers’ total pension liability measured for 
financial reporting shown in this report is determined on the same basis as SCERS’ actuarial accrued liability 
measured for funding. 

SCERS retains an independent actuarial firm, Segal, to perform the annual actuarial valuations to determine 
the employers’ total pension liability (expected future benefits) and ADC. The annual actuarial valuation 
measures the current and projected assets and liabilities of the retirement system, as well as the System’s 
funded status. This information forms the basis for establishing the actuary’s recommendations for the 
employer and member contribution rates for the upcoming fiscal year to pay the expected future benefits. 

As of June 30, 2021, the employers’ total pension liability was $13.310 billion, and the net pension liability (the 
total pension liability less the Plan's fiduciary net position) was $745.557 million. The Plan’s fiduciary net 
position as a percentage of the total pension liability was 94.4%. In general terms, this ratio means that as of 
June 30, 2021, SCERS had approximately 94 cents available for each dollar of anticipated future liability.  

The Required Supplementary Information presents additional information regarding the net pension 
liability and the Actuarial Section of this report provides additional actuarial funding information. 
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Reserves 

SCERS' reserves are established in accordance with the requirements of the 1937 Act, utilizing contributions 
and the accumulation of investment income, after recognition of administrative and investment expenses. 
Under GASB Statement No. 67, investments are stated at fair value instead of cost and include the recognition 
of unrealized gains and losses. However, for actuarial funding purposes, SCERS utilizes a seven-year 
smoothing methodology under which a portion of the market gains and losses is recognized and allocated to 
the reserves through interest crediting. The difference between the fair value of assets (equivalent to the net 
position restricted for pension benefits and program administration) and the smoothed actuarial value of 
assets is tracked in the market stabilization reserve. 

Higher than expected investment performance increased SCERS’ market stabilization reserve from negative 
$250.4 million as of June 30, 2020, to $1,634.6 million as of June 30, 2021. 

The following table presents a reserve summary for the fiscal years ended June 30, 2021, and 2020: 

NET POSITION RESTRICTED FOR PENSION BENEFITS AT JUNE 30 
(Amounts Expressed in Millions) 

 2021  2020 

Member reserve $1010.4  $984.5 

Employer reserve 3,108.9  3,093.0 

Retiree and death benefit reserve 6,486.0  6,008.3 

Contingency reserve 324.2  144.0 

Total allocated reserves and designations  10,929.5  10,229.8 

Market stabilization reserve 1,634.6  (250.4) 

Net position restricted for pension benefits  
and program administration $12,564.1  $9,979.4 
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Changes in Fiduciary Net Position 

The following table presents the changes in fiduciary net position for the fiscal years ended June 30, 2021, 
and 2020. 

CHANGES IN FIDUCIARY NET POSITION 
FOR THE FISCAL YEARS ENDED JUNE 30  

(Amounts Expressed in Millions) 

 2021 
 

2020 
 Increase/ 

(Decrease) 
 % 

Change 

Additions        

Member contributions $120.6  $126.4  ($5.8)  (4.6)% 

Employer contributions 295.3  276.2  19.1  6.9 

Net investment income 2,969.0  371.6  2,597.4  699.0 

Net securities lending income 1.4  1.2  0.2  16.7 

Investment fees and expenses (217.1)  (71.4)  145.7  204.1 

Other income 3.1  2.9  0.2  6.9 

Health Premiums Collected from Members and 
Employers 32.4 

 
0.0 

 
32.4 

 
N/A 

Total additions 3,204.7  706.9  2,497.8  353.3 

Deductions        

Benefits paid 575.3  537.7  37.6  7.0 

Withdrawal of contributions 3.1  3.0  0.1  3.3 

Administrative expenses 9.2  8.5  0.7  8.2 

Health Premiums Remitted to Health Carriers 32.4  -  32.4  N/A 

Total deductions 620.0  549.2  70.8  12.9 

Increase in net position 2584.7  157.7  2,427.0  1,539.0 

Net position, beginning 9,979.4  9,821.7  157.7  1.6 

Net position, ending $12,564.1  $9,979.4  $2,584.7  25.9% 

 

Additions to Net Position 

Financing for the benefits that SCERS provides to its members comes primarily through the collection of 
employer and member contributions and from investment earnings. For the fiscal years ended June 30, 2021, 
and 2020, total additions were $3,204.7 and $706.9 million, respectively.  

For the fiscal years ended June 30, 2021 and 2020, the combined employer and member contributions 
were $415.9 and $402.6 million, respectively, for an increase of $13.3 million. The increase in employer 
contributions for the fiscal year ended June 30, 2021, of $19.1 million, or by about 6.9%, over the fiscal 
year ended June 30, 2020, was mainly due to an increase in the aggregate employers’ contribution rate 
of approximately 10%, offset by an actual reduction in the employers’ aggregate payroll for year ended 
June 30, 2021. The decrease in employee contributions of $5.8 million, or by about 4.6%, is partially due to a 
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reduction in the employees’ aggregate contribution rate of approximately 1.1%, decreased further by an 
actual reduction in the employers’ aggregate payroll for year-ended June 30, 2021.  

Net investment income after investment fees and expenses was $2,752.0 and $301.4 million for fiscal years 
ended June 30, 2021, and 2020, respectively. The net investment gains and losses were primarily driven by 
the investment performance of the portfolio. The Investment Section of this report provides a detailed 
discussion of the investment markets and investment performance.  

Deductions From Net Position 

SCERS’ net position was primarily used for the payment of benefits to members and their beneficiaries, for the 
payment of contribution refunds to terminated employees, and for the cost of administering the System. For 
the fiscal years ended June 30, 2021, and 2020, total deductions were $620.0 and $549.2 million, respectively. 

Deductions increased by $70.8 million, or 12.9%, in the fiscal year ended June 30, 2021. The primary 
cause of the increase in deductions was due to the increase in monthly benefit payments resulting from 
an increase in the number of retired members and the annual cost-of-living adjustment paid to retirees 
and beneficiaries. 

The Board of Retirement approves SCERS’ annual administrative budget. The 1937 Act limits SCERS’ annual 
administrative expenses, excluding the costs of administration for computer software and hardware and 
computer technology consulting services (IT costs), to twenty-one hundredths of one percent (0.21%) of 
the System’s actuarial accrued liability. Administrative expenses of $8.4 million for the fiscal year ended 
June 30, 2021, excluding IT costs, were 0.06% of the System’s actuarial accrued liability. SCERS’ 
administrative expenses have historically been below the limitation. 

Currently Known Facts, Conditions, or Decisions  

On July 30, 2020, the California Supreme Court issued a decision in the case of Alameda County Deputy 
Sheriffs’ Association et al. v. Alameda County Employees’ Retirement Association and Board of 
Retirement of ACERA (“Alameda”). That decision has important implications for SCERS and its members. 
Foremost, the Court upheld the constitutionality of certain amendments the Legislature made to the 
County Employees’ Retirement Law of 1937. Those amendments, now approved by the Court, require 
county pension systems to exclude certain pay elements from pension calculations for members who 
retired on or after January 1, 2013. SCERS is continuing to evaluate the impact of the decision on individual 
members and will be making corrections during the 2021-22 fiscal year; however, SCERS does not believe 
that the contribution and pension payment adjustments, in aggregate, will be material to the System. 

SCERS’ Fiduciary Responsibilities 

SCERS’ Board of Retirement and management staff are fiduciaries of the pension trust fund. Under the 
California Constitution and California state law, the net position must be used exclusively for the benefit of 
plan participants and their beneficiaries. 

Requests for Information 

This report is designed to provide the Board of Retirement, SCERS members, participating employers, 
taxpayers, and other stakeholders and interested parties with a general overview of SCERS’ finances and to 
show accountability for the money SCERS receives. 
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Questions about this report or requests for additional financial information may be addressed to: 

Sacramento County Employees’ Retirement System 
980 9th Street, Suite 1900 
Sacramento, CA 95814 

Copies of this report are available at the above address and on the System’s web site at www.scers.org. 

http://www.scers.org/
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
STATEMENT OF FIDUCIARY NET POSITION 

AS OF JUNE 30, 2021, (WITH COMPARATIVE TOTALS AS OF JUNE 30, 2020) 
(Dollar Amounts Expressed in Thousands) 

 

 2021 2020 

 
Pension Trust 

Fund  

Custodial 
Fund 

 
Total Fund 

 
Total Fund 

Assets        

Cash and short-term investments        

Cash invested with Sacramento County Treasurer $10,144  $2,799  $12,943  $12,607 

Other cash and cash equivalents 125,248  -  125,248  152,905 

Short-term investments with fiscal agents 298,000  -  298,000  254,951 

Total cash and short-term investments 433,392  2,799  436,191  420,463 

Receivables        

Member and employer contributions 48,602  -  48,602  52,131 

Accrued investment income 19,121  -  19,121  17,275 

Investment sales and other 187,380  -  187,380  92,254 

Total receivables 255,103  -  255,103  161,660 

Investments        

Equity 5,249,841  -  5,249,841  4,034,086 

Fixed income 2,363,034  -  2,363,034  1,961,218 

Real assets 934,055  -  934,055  587,737 

Real estate 861,839  -  861,839  842,343 

Absolute return 1,084,545  -  1,084,545  885,205 

Private credit 256,226  -  256,226  198,729 

Private equity 1,597,224  -  1,597,224  1,063,708 

Total investments 12,346,764  -  12,346,764  9,573,026 

Securities lending collateral 400,356  -  400,356  215,183 

Other assets 374  -  374  358 

Capital assets, net 13,913  -  13,913  10,648 

Total assets 13,449,902  2,799  13,452,701  10,381,338 

Liabilities        

Warrants payable 1,737  -  1,737  2,000 

Accounts payable and other accrued liabilities 32,548  2,799  35,347  12,602 

Investment purchases and other 459,146  -  459,146  176,258 

Securities lending obligation 392, 322  -  392,322  211,099 

Total liabilities 885,753  2,799  888,552  401,959 

Net position restricted for pension benefits  
and program administration  $12,564,149  $ -  $12, 564,149  $9,979,379 

 
 

       

The notes to the basic financial statements are an integral part of these statements. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION 

FOR THE FISCAL YEAR ENDED JUNE 30, 2021 
WITH COMPARATIVE TOTALS FOR THE FISCAL YEAR ENDED JUNE 30, 2020 

(Dollar Amounts Expressed in Thousands) 
 

 2021 2020 

 Pension Trust 
Fund 

 Custodial 
Fund 

 
Total Fund 

 
Total Fund 

Additions        

Contributions        

Member  $120,597  $-  $120,597  $126,354 

Employer  295,269  -  295,269  276,230 

Total Contributions 415,866  -  415,866  402,584 

Investment income        

Net appreciation in fair value of investments 2,744,928  -  2,744,928  178,055 

Other investment income 224,159  -  224,159  193,573 

Less investment fees and expenses (217,055)  0  (217,055)  (71,448) 

Net investment income 2,752,032  -  2,752,032  300,180 

Securities lending income 1,368  -  1,368  4,512 

Securities lending expense        

Borrower rebate expense 544  -  544  (3,045) 

Securities lending management fees (535)  -  (535)  (274) 

Net income from securities lending 1,377  -  1,377  1,193 

Other income 3,081  -  3,081  2,939 

Health Premiums Collected from Members and 
Employers -  32,362  32,362  - 

Total additions 3,172,356  32,362  3,204,718  706,896 

Deductions        

Benefits paid 575,329  -  575,329  537,698 

Withdrawal of contributions 3,092  -  3,092  3,053 

Administrative expenses 9,165  -  9,165  8,460 

Health Premiums Remitted to Health Carriers -  32,362  32,362  - 

Total deductions 587,586  32,362  619,948  549,211 

Net increase in net position 2,584,770  -  2,584,770  157,685 

Net position restricted for pension  
benefits and program administration        

Beginning of year 9,979,379  -  9,979,379  9,821,694 

Ending of year $12,564,149  $-  $12,564,149  $9,979,379 

 
 
The notes to the basic financial statements are an integral part of these statements. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
NOTES TO THE BASIC FINANCIAL STATEMENTS 

   FOR THE YEAR ENDED JUNE 30, 2021 
(Dollar Amounts Expressed in Thousands) 

 

NOTE 1 - PLAN DESCRIPTION 

The Sacramento County Employees’ Retirement System (SCERS, the System, or the Plan) is a cost-sharing 
multiple-employer defined benefit pension plan, which operates under the County Employees Retirement 
Law of 1937 (Section 31450 et seq of the California Government Code) (1937 Act) and the California Public 
Employees’ Pension Reform Act of 2013 (PEPRA). The System was created by resolution of the Sacramento 
County (the County) Board of Supervisors on July 1, 1941, to provide retirement, disability, and death benefits 
for qualified employees of the County and participating Special Districts (Special Districts or Member 
Districts). SCERS is governed by a nine member Board of Retirement. Four are appointed by the County Board 
of Supervisors; four are elected by the members of the System (two by the Miscellaneous members, one by 
the Safety members and one by the Retiree members); and the County Director of Finance serves as an Ex-
Officio member. An alternate Safety member and an alternate Retiree member are also elected by those 
respective member groups. The System is legally and fiscally independent of the County.  

At June 30, 2021, participating local government employers consisted of the County of Sacramento (and its 
Elected Officials); Superior Court of California, County of Sacramento (Superior Court); and nine special districts.  

The System’s membership consists of the following categories: 

• Safety Tier 1 - Includes employees whose principal duties consist of law enforcement or fire 
suppression work or who occupy positions designated by law as safety positions and who have a 
membership start date prior to June 25, 1995.  

• Safety Tier 2 - Includes employees whose principal duties consist of law enforcement or fire 
suppression work or who occupy positions designated by law as safety positions and who have a 
membership start date on or after June 25, 1995, but prior to January 1, 2012.  

• Safety Tier 3 - Includes employees whose principal duties consist of law enforcement or fire 
suppression work or who occupy positions designated by law as safety positions and who have a 
membership start date on or after January 1, 2012, but prior to January 1, 2013.  

• Safety Tier 4 - Includes employees whose principal duties consist of law enforcement or fire 
suppression work or who occupy positions designated by law as safety positions and who have a 
membership start date on or after January 1, 2013.  

• Miscellaneous Tier 1 - Includes all members other than Safety who have a membership start date 
prior to September 27, 1981.  

• Miscellaneous Tier 2 - Includes all members other than Safety who have a membership start date on 
or after September 27, 1981, and prior to June 27, 1993, and who elected not to become members of 
Miscellaneous Tier 3.  

• Miscellaneous Tier 3 - Includes all members other than Safety who have a membership start date on 
or after June 27, 1993, and those Miscellaneous Tier 2 members who elected to become members of 
this class. The Miscellaneous Tier 3 is closed to employees of Sacramento County who have a 
membership start date on or after January 1, 2012.  

• Miscellaneous Tier 4 - Includes members other than Safety who are employees of Sacramento County 
and have a membership start date on or after January 1, 2012, but prior to January 1, 2013. 

• Miscellaneous Tier 5 - Includes all members other than Safety who have a membership start date on 
or after January 1, 2013. 
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Membership Summary 

At June 30, 2021, the System's membership consisted of: 

 

 2021 

Active Members:  

Vested  
Miscellaneous Tier 1 19 
Miscellaneous Tier 2 32 
Miscellaneous Tier 3 5,338 
Miscellaneous Tier 4 269 
Miscellaneous Tier 5 1,478 

Total Miscellaneous 7,136 

  
Safety Tier 1 32 
Safety Tier 2 973 
Safety Tier 3 104 

Safety Tier 4 337 

Total Safety 1,446 

  
Total Vested 8,582 

  

Non-Vested  
Miscellaneous Tier 3 39 
Miscellaneous Tier 4 58 
Miscellaneous Tier 5 3,246 

Total Miscellaneous 3,343 

  
Safety Tier 2 - 
Safety Tier 3 17 
Safety Tier 4 558 

Total Safety 575 

  
Total Non-Vested 3,918 

  
Total Active Members 12,500 
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 2021 

Retirees and beneficiaries currently receiving benefits:  
Miscellaneous - Service 8,577 

Miscellaneous - Beneficiary 1,308 
Miscellaneous - Nonservice-Connected Disability 260 
Miscellaneous - Service-Connected Disability 182 

Total Miscellaneous 10,327 

  

Safety - Service 2,022 
Safety - Beneficiary 440 
Safety - Nonservice-Connected Disability 17 
Safety - Service-Connected Disability 245 

Total Safety 2,724 

  
Total Retirees and Beneficiaries 13,051 

  
Terminated employees entitled to benefits  
but not yet receiving them (*): 

 

Miscellaneous Tier 1 20 
Miscellaneous Tier 2 92 
Miscellaneous Tier 3 2,274 
Miscellaneous Tier 4 124 
Miscellaneous Tier 5 1,122 

Total Miscellaneous 3,632 

  
Safety Tier 1 19 
Safety Tier 2 321 
Safety Tier 3 13 

Safety Tier 4 69 

Total Safety 422 

  
Total Terminated Members 4,054 

  
Grand Total 29,605 

 

*Includes terminated members due to a refund of contributions. 
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Pension Benefits 

The System’s benefits are established by the provisions of the 1937 Act and PEPRA and provide for 
retirement, death, and disability benefits. All permanent full-time and part-time employees of the 
County, Superior Court and Special Districts are eligible to participate in the System. Upon reaching five 
years of service, participants have earned the right to receive a retirement benefit, subject to certain 
restrictions if retirement is prior to attaining age 50 or if less than 10 years of service has been achieved 
for Miscellaneous Tiers 1, 2, 3 and 4 and Safety Tiers 1, 2, and 3, or prior to attaining age 52 or if less than 
5 years of service has been achieved for Miscellaneous Tier 5, or prior to attaining age 50 or if less than 5 
years of service has been achieved for Safety Tier 4. 

Effective June 29, 2003, the County Board of Supervisors adopted new benefit formulas for all SCERS 
members, including the employees of Special Districts, for service credit prospectively from June 29, 2003, 
and for County employees, retroactively to service credit which precedes that date. In accordance with 
applicable retirement law, each SCERS Special District’s governing body determined whether or not to 
apply these formulas retroactively for service credit earned prior to June 29, 2003, by their employees.  

Retirement benefits under Safety Tiers 1 and 2 and Miscellaneous Tiers 1, 2 and 3 are as follows: 

• Members covered under Safety Tier 1 who retire at age 50, or thereafter, are entitled to a 
retirement benefit, payable monthly for life, equal to 3 percent of their final average salary for 
each year of credited service. This benefit includes a cost-of-living adjustment of up to 4 percent 
annually. Final average salary is the member’s average salary for the highest twelve consecutive 
months of credited service.  

• Members covered under Safety Tier 2 who retire at age 50, or thereafter, are entitled to a 
retirement benefit, payable monthly for life, equal to 3 percent of their final average salary for each 
year of credited service. This benefit includes a cost-of-living adjustment of up to 2 percent 
annually. Final average salary is the member’s average salary for the highest thirty-six consecutive 
months of credited service.  

• Members covered under Miscellaneous Tier 1 who retire at age 50 are entitled to a retirement 
benefit, payable monthly for life, equal to 1.48 percent of their final average salary for each year of 
credited service. This benefit includes a cost-of-living adjustment of up to 4 percent annually. Final 
average salary is the member’s average salary for the highest twelve consecutive months of 
credited service.  

• Members covered under Miscellaneous Tier 2 who retire at age 50 are entitled to a retirement 
benefit, payable monthly for life, equal to 1.48 percent of their final average salary for each year of 
credited service. There is no cost-of-living adjustment. Final average salary is the member’s 
average salary for the highest thirty-six consecutive months of credited service.  

• Members covered under Miscellaneous Tier 3 who retire at age 50 are entitled to a retirement 
benefit, payable monthly for life, equal to 1.48 percent of their final average salary for each year 
of credited service. This benefit includes a cost-of-living adjustment of up to 2 percent annually. 
Final average salary is the member’s average salary for the highest thirty-six consecutive months 
of credited service.  

The retirement benefits of Miscellaneous Tiers 1, 2, and 3 members who retire after age 50 are increased by 
an age factor for each quarter year of age up to a maximum of 2.61 percent of final average salary for each 
year of credited service at age 62.  

Members whose employers determined not to retroactively apply the formulas to service credit earned 
prior to June 29, 2003, will continue to have their retirement benefits for that service calculated pursuant 
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to the formulas in effect at the time the service was earned (i.e., Safety and Miscellaneous members who 
retire at age 50 earn 2 percent and 1.1 percent, respectively, of their final average salary for each year of 
credited service).  

Effective January 1, 2012, the County Board of Supervisors adopted new tiers for County employees hired 
on or after January 1, 2012, but before January 1, 2013. Retirement benefits under these tiers are as follows: 

• Members covered under Safety Tier 3 who retire at age 50 are entitled to a retirement benefit, 
payable monthly for life, equal to 2.29 percent of their final average salary for each year of 
credited service. This benefit includes a cost-of-living adjustment of up to 2 percent annually. 
Final average salary is the member’s average salary for the highest thirty-six consecutive months 
of credited service.  

• Members covered under Miscellaneous Tier 4 who retire at age 50 are entitled to a retirement 
benefit, payable monthly for life, equal to 1.18 percent of their final average salary for each year 
of credited service. This benefit includes a cost-of-living adjustment of up to 2 percent annually. 
Final average salary is the member’s average salary for the highest thirty-six consecutive months 
of credited service. 

The retirement benefits of Safety Tier 3 members who retire after age 50 are increased by an age factor for 
each quarter year of age up to a maximum of 3 percent of final average salary for each year of credited 
service at age 55. The retirement benefits of Miscellaneous Tier 4 members who retire after age 50 are 
increased by an age factor for each quarter year of age up to a maximum of 2.43 percent of final average 
salary for each year of credited service at age 65.  

Effective January 1, 2013, with the implementation of PEPRA, the County Board of Supervisors adopted 
new tiers for employees of the County, Superior Court and Special Districts who are eligible to 
participate in the System and who were hired on or after January 1, 2013. Retirement benefits under 
these new tiers are as follows: 

• Members covered under Safety Tier 4 who retire at age 50 are entitled to a retirement benefit, 
payable monthly for life, equal to 2 percent of their final average salary for each year of credited 
service. This benefit includes a cost-of-living adjustment of up to 2 percent annually. Final 
average salary is the member’s average salary for the highest thirty-six consecutive months of 
credited service.  

• Members covered under Miscellaneous Tier 5 who retire at age 52 are entitled to a retirement 
benefit, payable monthly for life, equal to 1 percent of their final average salary for each year of 
credited service. This benefit includes a cost-of-living adjustment of up to 2 percent annually. 
Final average salary is the member’s average salary for the highest thirty-six consecutive months 
of credited service.  

The retirement benefits of Safety Tier 4 members who retire after age 50 are increased by an age factor for 
each quarter year of age up to a maximum of 2.7 percent of final average salary for each year of credited 
service at age 57. The retirement benefits of Miscellaneous Tier 5 members who retire after age 52 are 
increased by an age factor for each quarter year of age up to a maximum of 2.5 percent of final average 
salary for each year of credited service at age 67. 
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Member Termination 

Upon separation from employment with a participating employer, members’ accumulated contributions 
are refundable with interest accrued through the prior six-month period ended June 30 or December 31. 
Interest on member accounts is credited semiannually on June 30 and December 31. Withdrawal of such 
accumulated contributions results in forfeiture of the related benefits. 

Financing 

Benefits payable by the System are financed through member contributions, employer contributions, and 
earnings from investments. Member contributions are required by law. Contribution rates, which are 
actuarially determined, are based on age at entry into the System (a single rate is used for members 
entering the System after January 1, 1975). County, Superior Court and Special Districts’ contributions are 
actuarially determined to provide for the balance of contributions needed to fund benefits. All contribution 
rates are reviewed and revised annually. The authority for both benefit provisions and contribution 
obligations is derived from the 1937 Act and PEPRA. 
 
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
SCERS reports fiduciary funds at June 30, 2021, which include pension trust and custodial funds. The 
pension trust fund and custodial fund are accounted for on the flow of economic resources measurement 
focus and the accrual basis of accounting. The custodial fund accounts for assets held by SCERS in a 
custodial capacity on behalf of the participating employers to fund the Retiree Medical and Dental 
Insurance Program. See Note 8 for a detailed description of the program.  

Basis of Accounting 

The accompanying financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States of America and reporting guidelines set forth by the Governmental 
Accounting Standards Board (GASB). 

Valuation of Investments 

The majority of the investments held at June 30, 2021 are in the custody of, or controlled by, State Street 
Bank, the System’s custodian bank. The System’s investment portfolio consists of domestic and 
international equities, domestic and international fixed income, real assets, real estate, absolute return, 
private credit, and private equity. The diversity of the System’s investment portfolio requires a wide range 
of techniques to determine fair value. Investments are valued at their fair values in accordance with GASB 
Statement No. 72, Fair Value Measurement and Application, which results in the recognition of fair value 
gains and losses. See Note 3, Section 2 for disclosures related to investment classification and valuation. 

Contributions and Benefits 

Member and employer contributions are recognized when due pursuant to statutory requirements. 
Benefits and refunds are recognized when the benefits are currently due and payable in accordance with 
the terms of the Plan. 

Income and Expenses 

Interest income is recognized as it accrues. Dividend income is recognized when the dividends are 
declared. Realized gains and losses and unrealized gains and losses on investments are combined and 
reported together as net appreciation (depreciation) in the fair value of investments. Expenses are 
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recorded when the corresponding liabilities are incurred, regardless of when payment is made. Investment 
purchases and sales are recorded based on trade date accounting. 

Securities Lending 

Securities lending transactions are short-term collateralized loans of the System’s securities for the purpose 
of generating additional investment income. For each lending transaction, the System receives either cash 
collateral or non-cash collateral. The underlying securities out on loan are reported on the System’s 
Statement of Fiduciary Net Position as if the lending transactions had not occurred. Cash collateral received 
for the loaned securities is reported as securities lending obligation on the Statement of Fiduciary Net 
Position. Cash collateral is reinvested in the lending agent’s cash collateral investment pool, is valued at fair 
value, and is reported as securities lending collateral on the Statement of Fiduciary Net Position. Non-cash 
collateral held is not reported on the Statement of Fiduciary Net Position nor is there a corresponding 
liability reported on the financial statement as the System does not have the ability to pledge or sell them 
without a borrower default. See Note 3, Section 3 for disclosures related to securities lending transactions. 

Capital Assets 

Capital assets are defined as assets with an initial individual cost of $5 or more and an estimated useful life in 
excess of one year. Capital assets consist of furniture, building improvements, and intangible assets, which are 
recorded at cost on the Statement of Fiduciary Net Position, net of accumulated depreciation/amortization. 
Depreciation/amortization is charged to operations using the straight-line method on the estimated useful 
life of the related asset and is included in administrative expenses on the Statement of Changes in Fiduciary 
Net Position. Estimated useful lives for furniture and building improvements are depreciated over 10 years. 
The estimated useful life for furniture and for building improvements is depreciated over 10 years. Intangible 
assets for SCERS’ Information Technology Modernization Project is also depreciated over a 10-year period. 

Other Assets 

Other assets consist of other accounts receivable, prepaid expenses, and security deposits. 

Administrative Expenses 

Administrative costs are financed through employer and member contributions and earnings from investments. 

Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the 
United States of America requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Actual results could differ from those estimates. 

Comparative Totals 

The Basic Financial Statements include certain prior year summarized comparative information in total but 
not at the level of detail required for a presentation in conformity with accounting principles generally 
accepted in the U.S. Accordingly, such information should be read in conjunction with SCERS’ financial 
statements for the fiscal year ended June 30, 2020, from which the summarized information was derived. 

New Accounting Pronouncement 

SCERS implemented the requirements of GASB Statement No. 84, Fiduciary Activities, which establishes 
criteria for identifying fiduciary activities of all state and local governments. The statement describes four 
fiduciary funds that should be reported, if applicable: 1) pension (and Other Post-Employment Benefit 
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(OPEB)) trust funds, 2) investment trust funds, 3) private-purpose trust funds, and 4) custodial funds, which 
generally should report fiduciary activities that are not required to be reported in pension trust funds, 
investment trust funds, or private-purpose trust funds. Agency fund is now classified as custodial fund and 
require the presentation of a Statement of Fiduciary Net Position and a Statement of Changes in Fiduciary 
Net Position. SCERS’ custodial fund related to the retiree medical and dental insurance program is 
impacted by the requirements of GASB 84.  
 
NOTE 3 - CASH AND INVESTMENTS 

SECTION 1: INVESTMENT POLICIES 

Article XVI, Section 17 of the Constitution of the State of California provides that “…notwithstanding any 
other provisions of law or this Constitution, the Retirement Board of a public pension or retirement system 
shall have plenary authority and fiduciary responsibility for investment of monies and administration of the 
system… .” Article XVI, Section 17(a) further provides that “…the Retirement Board of a public pension or 
retirement system shall have sole and exclusive fiduciary responsibility over the assets… .” The investment 
authority for the System rests primarily through the “prudent person rule,” as set forth in Section 31595 of 
the 1937 Act, which establishes a standard for all fiduciaries, including anyone with investment authority 
on behalf of the System. 

Asset Allocation 

SCERS maintains an overall investment policy designed to achieve a diversified investment portfolio. An 
integral part of the investment policy is the strategic asset allocation, which is designed to provide an 
optimal mix of asset categories and underlying asset classes with return expectations that correspond to 
expected liabilities. The strategic asset allocation also emphasizes diversification of the portfolio to protect 
the System from the possibility that a particular asset class may experience poor investment performance 
in a given period. The System’s adopted asset allocation policy as of June 30, 2021, is as follows: 

Asset Class  Target Allocation 

Domestic Equity 20.0% 

International Equity 20.0 

Fixed Income 20.0 

Real Assets  7.0 

Real Estate 7.0 

Absolute Return 10.0 

Private Credit 4.0 

Private Equity 9.0 

Liquid Real Return 2.0 

Cash 1.0 

 100.0% 
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SECTION 2: INVESTMENT SUMMARY 

Cash Invested with Sacramento County Treasurer 

The System invests cash held for benefit payments and general operations in the County Treasurer’s pool. 
The County Treasury Oversight Committee is responsible for regulatory oversight of the pool. The System’s 
share of the County Treasurer’s pool is separately accounted for, and interest earned, net of related 
expenses, is apportioned quarterly based on the proportion of the System’s average daily cash balance to 
the total of the pooled cash and investments. 

The value of the System’s pooled shares is determined on an amortized cost basis, which approximates fair 
value. The fair value of the System’s cash invested with the County Treasurer for both pension trust and 
custodial funds totaled $12,943 at June 30, 2021. The pool was not rated, and the weighted-average 
maturity of the pool was 300 days at June 30, 2021. 

Interest earned but not received from the County Treasurer at year end is reported as a component of 
accrued investment income on the Statement of Fiduciary Net Position. Cash and investments included 
within the County Treasurer’s pool are described in the County’s Comprehensive Annual Financial Report. 

Other Cash and Cash Equivalents 

At June 30, 2021, other cash and cash equivalents constituted balances in bank demand deposit 
accounts of $125,248. 

Short-Term Investments with Fiscal Agents 

Short-term investments, which include highly-liquid investments expected to be utilized by the System 
within 30-90 days, are reported at fair value. These investments may include securities that have a 
maturity in excess of 90 days but are readily marketable. At June 30, 2021, the fair value of the System’s 
short-term investments with fiscal agents was $298,000. These totals consisted of investments in the 
State Street Short-Term Investment Fund (STIF). The STIF is designed to provide qualified benefit plans 
with an investment vehicle that may be accessed on a daily basis. The STIF is limited to investing in 
securities that are rated A-1 by Moody’s Investors Services and P-1 by Standard & Poor’s Corporation 
(S&P) at the time of issuance. As of June 30, 2021, the STIF is not rated by credit rating agencies. Most 
investments range in maturity from overnight to 90 days with 28% of the investment over 90 days. For 
the fiscal year ended June 30, 2021, the weighted-average maturities was 48 days. Investments in the 
STIF from all participating custodial clients of State Street were $63.1 billion on June 30, 2021. 

Fair Value of Investments 

The System measures and records its investments using fair value measurement guidelines established by 
U.S. generally accepted accounting principles (GAAP). These guidelines recognize a three-tiered fair value 
hierarchy, as follows: 

• Level 1 – Fair value is determined using unadjusted quoted prices in active markets for identical 
assets or liabilities accessible on the measurement date. 

• Level 2 – Fair value is determined using quoted prices in inactive markets or significant 
observable inputs (including, but not limited to, quoted prices for similar investments, interest 
rates, foreign exchange rates, volatility and credit spreads), either directly or indirectly. These 
inputs may be derived principally from, or corroborated by, observable market data through 
correlation or by other means. 
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• Level 3 – Fair value is determined using unobservable inputs, including situations where there is 
little market activity, if any, for the asset or liability. 

The System had the following recurring fair value measurements at June 30, 2021:  
(Dollar amounts expressed in thousands) 

June 30, 2021 

   Fair Value Measurements by Using 

 

Total 

 Quoted Prices  
in Active 

Markets for 
Identical Assets  

(Level 1) 

 Significant  
Other  

Observable  
Inputs  

(Level 2) 

 
Significant 

Unobservable 
Inputs  

(Level 3) 
Equity Securities        

Communication Services $360,065  $360,065  $ -  $ - 
Consumer Discretionary 552,310  552,310  -  - 
Consumer Staples 246,876  246,876  -  - 
Energy 96,981  96,981  -  - 
Financials 547,884  547,884  -  - 
Health Care 557,667  557,667  -  - 
Industrials 628,946  628,946  -  - 
Information Technology 710,375  710,375  -  - 
Materials 207,166  207,166  -  - 
Real Estate 134,875  134,638  237  - 
Utilities 104,684  104,684  -  - 

Total Equity Securities 4,147,829  4,147,592  237  - 
        
Fixed Income Securities        

Securitized Obligations        
Asset-Backed Securities 110,666  -  110,666  - 

Credit Obligations        
Corporate Bonds 299,741  451  299,290  - 
Municipals 11,964  -  11,964  - 
Yankee 58,406  -  58,406  - 

U.S. Government & Agency Obligations        
Agency Securities 11,594  -  11,594  - 
U.S. Treasury 920,644  -  920,644  - 

International Government 7,436  -  7,436  - 
Collateralized Mortgage Obligations 134,318  -  134,318  - 
Mortgage Pass-Through        

FHLMC 33,893  -  33,893  - 
FNMA 200,196  -  200,196  - 
GNMA 51,830  -  51,830  - 

Total Fixed Income Securities 1,840,688  451  1,840,237  - 
Total Investments by Fair Value Level $5,988,517  $4,148,043  $1,840,474  $ - 
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June 30, 2021 
Investments Measured at Net Asset Value (NAV) 

 
Fair Value 

 Unfunded 
Commitments 

 Redemption Frequency  
(If Currently Eligible)* 

 Redemption  
Notice Period 

Equity Commingled Funds $1,102,012  $ -  Daily and quarterly  1 - 60 days 

Fixed Income Commingled Funds 522,346  -  Monthly and quarterly  30 - 90 days 

Real Assets 934,055  456,213   Quarterly and 3-Years  90 days 

Real Estate 861,839  153,915  Daily and quarterly  1 - 90 days 

Absolute Return 1,084,545  -  Monthly and quarterly  30 - 90 days 

Private Credit 256,226  313,740  Not applicable   

Private Equity 1,597,224  748,070  Not applicable   

Securities Lending Collateral 400,356  -     

Total Investments Measured at the NAV 6,758,603       

Total Investments $12,747,120       

 
*Not applicable for closed end real assets and real estate funds. 
 

 

June 30, 2021 
Investment Derivative Instruments 

  Fair Value Measurements by Using 

 

Total 

 
Quoted Prices  

in Active Markets 
for Identical Assets  

(Level 1) 

 Significant  
Other  

Observable  
Inputs  

(Level 2) 

 
Significant 

Unobservable 
Inputs  

(Level 3) 

Assets        

Forwards $1,833  $1,833  $ -  $ - 

Options 6  -  6  - 

Rights/Warrants 55  55  -  - 

Swaps 82,342  -  82,342  - 

        

Liabilities        

Forwards (743)  (743)  -  - 

Options (37)  -   (37)  - 

Swaps (84,599)  -  (84,599)  - 

Total Investment Derivative Instruments $(1,143)  $1,145  $(2,288)  $ - 
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Equity Securities 

The majority of the System’s domestic and international equity securities are actively traded on major stock 
exchanges or over-the-counter (OTC). Investments listed or traded on a securities exchange are valued at fair 
value as of the close of trading on the valuation day. Fair value is determined based on the last reported trade 
price on the exchange considered to be the primary market for such security. Listed investments that are not 
traded on a particular day are valued at the last known price which is deemed best to reflect their fair value. 
Equity securities classified in Level 1 are valued using prices quoted in active markets for those securities. 

Fixed Income Securities 

Debt securities consist of investments in customized separate accounts and commingled funds which 
primarily invest in negotiable obligations of the U.S. Government and U.S. Government-sponsored agencies, 
U.S. and non-U.S. corporations, securitized offerings backed by residential and commercial mortgages, and 
non-dollar denominated sovereign states. Debt securities that are not actively traded are valued by pricing 
vendors, which use modeling techniques that include market observable inputs required to develop a fair 
value, and are classified in Level 2. Typical inputs include recent trades, yields, price quotes, cash flows, 
maturity, credit ratings, and other assumptions based upon the specifics of the asset type. 

Investments Measured at the Net Asset Value (NAV) 

Investments valued using the net asset value (NAV) per share (or its equivalent) are investments in non- 
governmental pooled investment vehicles (i.e., limited partner or non-managing member interest or 
LP/LLC interest). These alternative investments, unlike more traditional investments, generally do not have 
readily obtainable fair values and are generally valued at the most recent net asset value per unit or based 
on capital account information available from the general partners of such vehicles. If the June 30 
valuations are not available, the value is derived from the most recent available valuation taking into 
account of subsequent cash flow activities. 

Absolute Return 

Absolute return investments are made on a direct basis in limited partnerships, commingled funds, 
separate accounts, and through externally managed customized separate accounts (CSA). Each CSA 
manager’s investments consist of portfolio funds and co-investments as well as marketable securities held 
from time to time as a result of a distribution from a portfolio fund. 

Absolute return investments include commingled funds that invest in domestic and international 
investment strategies including: (1) Market neutral strategies such as equity or fixed income market 
neutral, fixed income arbitrage, and convertible bond arbitrage; (2) Event driven strategies such as risk 
arbitrage, merger arbitrage, distressed debt, credit, activist equity, and other event-driven strategies; (3) 
Equity and credit long/short strategies where there is a combination of long and short positions primarily 
in exchange traded securities, with a net market exposure less than 100% of that of the overall equity or 
fixed income market (strategies may be focused on U.S., non-U.S., and/or specialty mandates); (4) Global 
Macro strategies such as all market portfolios, opportunistic long-only, managed futures, currency, 
dedicated short selling strategies or other specialty strategies; and (5) Multi-strategies where absolute 
return managers invest using a combination of previously described strategies. 

Absolute return investments are generally less liquid as compared to equity and fixed income and more 
liquid as compared to private market investments, such as real assets, real estate, private credit, and private 
equity. Direct absolute return investments consist of securities traded on national security exchanges, as 
well as securities that do not have readily determinable fair values (illiquid securities). For CSAs, the fund 
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manager’s evaluation of the fair value of portfolio funds is based on the most recent available valuation 
information provided to them by the portfolio funds, adjusted for subsequent distributions from and 
capital contributions to such portfolio funds, if any. 

Typically, the fair value of investments is determined by the fund manager in good faith and in compliance 
with the following guidelines: 

• The value of illiquid investments is determined by the fund manager in good faith and in 
compliance with the definition of fair value under U.S. GAAP (Financial Accounting Standards 
Board (FASB). Accounting Standards Codification, Topic 820, Fair Value Measurements and 
Disclosures); however, in some circumstances certain illiquid investments may require reporting 
financial information and valuations in accordance with accounting standards other than U.S. 
GAAP, such as under International Financial Reporting Standards. 

• Securities that are traded on a national securities exchange are valued at their last reported sales 
prices on the valuation date on the national securities exchange on which such securities are 
principally traded or on a consolidated tape which includes such exchange, or, if there are no sales 
on such date on such exchange or consolidated tape, securities are typically valued at the mean 
between the last “bid” and “asked” prices at the close of trading on such date on the largest 
national securities exchange on which such securities are traded. 

• Securities not traded on a national securities exchange, but traded over-the-counter, are valued at 
the last reported sales price as reported by the Nasdaq National Market of the Nasdaq Stock 
Market, or if such prices are not reported by the Nasdaq Stock Market, as reported by the National 
Quotation Bureau, Inc., or if such prices are not reported by the National Quotation Bureau, the 
valuation of options or notional principal contracts not traded on a national securities exchange 
may be determined in good faith by a reliable source selected by the fund manager. 

• Commodity interests traded on a United States or foreign exchange are valued at their last 
reported settlement price on the valuation date on the exchange on which such interests were 
purchased or sold. Commodity interests not traded on a United States or foreign exchange are 
valued at the mean between their last “bid” and “asked” prices on the date as of which the value is 
being determined, as reported by a reliable source selected in good faith by the fund manager. 

• Short-term money market instruments and bank deposits are valued at cost plus accrued interest 
to the date of valuation. 

Equity and Fixed Income Commingled Funds 

Certain equity and fixed income investments are invested in a commingled fund to provide dedicated 
exposure to a specific segment of the market and are valued at NAV. An example would be a core plus 
fixed income mandate where SCERS receives the high yield credit exposure through a commingled fund 
that is managed by the investment manager. The most significant input into the NAV of such an entity is 
the value of its investment holdings. These holdings are valued by the fund manager on a continuous basis 
and audited annually. The valuation assumptions are based upon both market and property specific inputs 
which are not observable and involve a certain degree of expert judgment. 
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Real Assets and Real Estate 

Real assets and real estate investments are held in limited partnerships. Limited partner interest is valued 
using the NAV of the partnership. Core and core plus real estate is held typically as a limited partner in a 
commingled fund and is valued at NAV. The most significant input into the NAV of such an entity is the 
value of its investment holdings. These holdings are valued by the general partners on a recurring basis, 
audited annually, and periodically appraised by an independent third party. The valuation assumptions are 
based upon both market and property specific inputs which are not observable and involve a certain 
degree of expert judgment. Real assets and real estate investments are held in open-ended and closed-
ended commingled funds. Closed-ended commingled funds are long-term and illiquid in nature. As a 
result, investors are subject to redemption restrictions, which generally limit distributions and restrict the 
ability of limited partners to exit a partnership investment. These investments cannot be redeemed with 
the funds unless sold in a secondary market. Distributions from each fund will be received as the 
underlying investments of the funds are liquidated. It is expected that the underlying assets of the funds 
will be liquidated over 2 to 12 years. 

Private Credit and Private Equity 

Private credit investments include direct limited partnerships, commingled funds, and separate accounts 
that invest in direct lending, and opportunistic credit strategies. Private equity investments include limited 
partnerships, commingled funds and fund of funds (FoF) that invest in domestic and international private 
buyouts, venture capital, and distressed debt. Private credit and private equity investments are made both 
on a direct basis in limited partnerships, commingled funds, separate accounts, and through externally 
managed FoF. Each FoF manager’s investments consist of portfolio funds and co-investments as well as 
marketable securities held from time to time as a result of a distribution from a portfolio fund. 

These investments are long-term and illiquid in nature. As a result, limited partners are constrained in their 
ability to exit a partnership investment prior to its dissolution, other than selling their interest in a private 
equity secondary market. Distributions are received through cash flows and the liquidation of the underlying 
assets of the fund. It is expected that the underlying assets of the fund would be liquidated over 2 to 12 years. 

Limited partner interest in commingled funds is valued by using the NAV of the partnership. The most 
significant input into the NAV of such an entity is the value of its investment holdings. These holdings are 
valued by the general partners on a recurring basis, audited annually, and periodically appraised by an 
independent third party. 

Typically, the fair value of all investments is determined by the fund manager in good faith and in compliance 
with the definition of fair value under U.S. GAAP (FASB Accounting Standards Codification, Topic 820, Fair 
Value Measurements and Disclosures). In some circumstances, partnership agreements require reporting 
financial information and valuations in accordance with accounting standards other than U.S. GAAP, such as 
under International Financial Reporting Standards. The measure of fair value by the fund manager is typically 
conducted on a quarterly basis. Marketable securities are valued according to the most recent public market 
price with appropriate discounts to reflect any contractual or regulatory restriction upon sale. 

The fair value of each investment as reported does not necessarily represent the amount that may 
ultimately be realized, since such amounts depend upon future circumstances that cannot reasonably be 
determined until the position is actually liquidated. The evaluation of the fair value of portfolio funds is 
based on the most recent available valuation information provided by each fund, adjusted for subsequent 
distributions from and capital contributions to such portfolio funds, if any. The evaluation of the fair value 
of co-investments is based on the most recent information available at the time of valuation ascribed to 
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such investments by the sponsor partnership. If the manager does not agree with this valuation, holds 
different securities than the sponsor partnership, is unable to obtain the sponsor partnership’s valuation, or 
has information that results in a different valuation, the manager may use their own internal evaluation of 
fair value. The assumptions are based upon the nature of the investment and the underlying business. The 
valuation techniques vary based upon investment type and involve a certain degree of expert judgment. 

Investment Derivative Instruments 

The fair values of derivative contracts can be affected by changes in interest rates, foreign exchange 
rates, commodity prices, credit spreads, market volatility, expected return, liquidity and other factors. 
The majority of the System’s derivative instruments are traded in the OTC derivative market and are 
classified within Level 2. OTC derivatives classified within Level 2 are valued using models that utilize 
actively quoted or observable market input values from external market data providers, third-party 
pricing vendors and/or recent trading activity. The fair values of OTC derivatives for swaps and forward 
contracts are determined using discounted cash flow models. The fair values of option contracts and 
warrants are determined using Black-Scholes option pricing models. These models’ key inputs include 
the contractual terms of the respective contract along with significant observable inputs, including 
interest rates, currency rates, credit spreads, equity prices, index dividend yield, volatility, and other 
factors. The fair value of rights is calculated using the same parameters used for pricing options, 
including the rights’ subscription price, prevailing interest rates, time to expiration, and the share price 
of the underlying stock, taking into consideration the level of its volatility. Futures positions are 
exchange traded and settle in cash on a daily basis and thus have no fair value. 

Annual Money-Weighted Rate of Return 

The money-weighted rate of return expresses investment performance, net of investment expenses, adjusted 
for the changing amounts actually invested. For the fiscal year ended June 30, 2021, the annual money-
weighted rate of return on pension plan investments, net of pension plan investment expenses, was 27.43%. 
 

SECTION 3: SECURITIES LENDING 

State statutes permit the System to participate in securities lending transactions and, pursuant to a 
Securities Lending Authorization Agreement, the System has authorized State Street Bank and Trust 
Company (State Street) to act as its agent in lending the System’s securities to broker-dealers and banks 
pursuant to an approved loan agreement. 

During the fiscal year ended June 30, 2021, on behalf of the System, State Street loaned securities held by 
State Street as custodian, including U.S. government and agency obligations, domestic corporate bonds, 
and domestic and international equities and received, as collateral, U.S. and foreign currency, U.S. 
government bonds, U.S. corporate bonds, U.S. equity, and international equity securities. The System does 
not have the ability to pledge or sell security collateral absent a borrower defaults. Borrowers are required 
to deliver collateral for each loan equal to a minimum of 100% of the fair value of the loaned security. 

During the fiscal year ended June 30, 2021, SCERS did not impose any restrictions on the amount of the 
loans that State Street made on its behalf. During the fiscal year ended June 30, 2021, there were no failures 
to return loaned securities or pay distributions thereon by any borrowers. Moreover, there were no losses 
resulting from a default of the borrowers or State Street. 

SCERS and the borrowers maintained the right to terminate all securities lending transactions on demand. 
The cash collateral received on each loan was invested, together with the cash collateral of other qualified 
tax-exempt plan lenders, in a collective investment pool. Because the loans were terminable at will, their 
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duration did not generally match the duration of the investments made with cash collateral. Since the 
collateral received from the borrowers was greater than the amounts borrowed, the System had minimal 
credit risk exposure to the borrowers. Furthermore, the lending agreement with State Street requires the 
custodian to indemnify the System if the borrower fails to return the loaned securities. 

Additional information regarding the cash collateral investment pool (collateral pool) follows: 

Method for Determining Fair Value. The fair value of investments held by the collateral pool is based upon 
valuations provided by a recognized pricing service. 

Policy for Utilizing Amortized Cost Method. Because the collateral pool does not meet the requirements 
of Rule 2a-7 of the Investment Company Act of 1940, State Street has valued the collateral pool 
investments at fair value for reporting purposes. 

Regulatory Oversight. The collateral pool is not registered with the Securities and Exchange Commission. 
State Street, and consequently the investment vehicles it sponsors (including the collateral pool), are 
subject to the oversight of the Federal Reserve Board and the Massachusetts Commissioner of Banks. The 
fair value of the System’s position in the collateral pool is the same as the System’s pro rata share of the 
collateral pool. 

Collateral and related securities on loan at June 30, 2021, were as follows: 

  June 30, 2021 

Security Description 

 Fair Value of 
Reinvested  

Cash Collateral 

 
Cash  

Collateral Value 

 
Non-Cash 

Collateral Value 

 Fair Value of 
Securities on  

Loan 

Fixed income  $343,908  $337,439  $70,261  $409,789 

Equity  56,448  54,883  38,719  93,344 

Total  $400,356  $392,322  $108,980  $503,133 

 

 
Securities Lending Collateral Credit Risk 

All of the cash collateral received for securities lending is invested in the State Street Compass STIF – 
Liquidity Pool (Compass Fund), which is not rated by credit rating agencies. At the time of purchase, all 
securities with maturities of 13 months or less must be rated at least A1, P1 or F1 and all securities with 
maturities in excess of 13 months must be rated A- or A3 by any two of the nationally-recognized statistical 
rating organizations or, if unrated, be of comparable quality. The fund may invest in other State Street 
managed vehicles provided they conform to the guidelines. 

Securities Lending Collateral Interest Rate Risk 

The Compass Fund's Investment Policy Guidelines provide that the lending agent shall maintain the dollar-
weighted average maturity of the Compass Fund in a manner that the lending agent believes is 
appropriate to the objective of the Compass Fund, provided that (i) in no event shall any Eligible Security 
be acquired with a remaining legal final maturity of greater than 18 months, (ii) the lending agent shall 
maintain a dollar-weighted average maturity of the Compass Fund not to exceed 75 calendar days and (iii) 
the lending agent shall maintain a dollar-weighted average maturity to final of the Compass Fund not to 
exceed 180 calendar days. As of June 30, 2021, the weighted average maturity was 20 days.  
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SECTION 4: DEPOSIT AND INVESTMENT RISKS 

Pursuant to GASB Statement No. 40, Deposit and Investment Risk Disclosure, the following schedules disclose 
the System’s investments subject to certain types of risk. 

Credit Risk 

Credit risk is the risk that an issuer or other counterparty to a debt instrument will not fulfill its obligations. 
This is measured by the assignment of ratings by nationally-recognized statistical rating organizations. The 
ratings used to determine the quality of the individual securities are the ratings provided by Standard & 
Poor's (S&P). If there are no ratings provided by S&P, then the ratings provided by Moody's and Fitch Group 
are used, respectively. 

SCERS utilizes external investment managers to manage its portfolios. SCERS’ Investment Policy specifies 
that fixed income investments will include both active and passive index investments in U.S. Treasury and 
agency securities, corporate bonds, mortgage-backed and asset-backed securities and non-dollar 
denominated sovereign and corporate debt. 

SCERS’ portfolio has two actively-managed investment strategies, referenced as strategy 1 and strategy 2. 
Strategy 2 will have a minimum average credit quality rating of Baa1/BBB+ by a Nationally Recognized 
Statistical Rating Organization (NRSRO). Portfolio diversification is constrained by the following parameters 
in order to minimize overall market and credit risk: 

• For strategy 2, securities rated below B-/B3 by an NRSRO are limited to 10% of the portfolio at 
the time of purchase, while securities rated below CCC- or Caa3 at the time of purchase, by an 
NRSRO are prohibited. 

• No more than 10% and 5% of the portfolio will be concentrated in any one issuer except U.S. 
Government and agency securities for strategies 1 and 2, respectively. 

• No more than 20% and 25% of the portfolio will be invested in high yield or below investment 
grade straight securities for strategies 1 and 2, respectively. 

• No more than 15% and 10% of the portfolio will be invested in convertible securities, which 
include bonds and preferred issues, for strategies 1 and 2, respectively. 

• No more than 20% of the portfolio will be invested in non-U.S. dollar bonds for each strategy. 
• No more than 15% of the portfolio will be invested in Emerging Markets at the time of purchase 

for strategy 2. 
• Net exposure to interest rate derivatives will be limited to 25% of the duration of the portfolio for 

strategy 2. 
• Net exposure to credit derivatives (CDS, CDX) will be limited to 25% of the fair value of the 

portfolio for strategy 2. 
• Gross notional exposure to credit derivatives (CDS, CDX) will be limited to 50% of the fair value 

of the portfolio for strategy 2. 
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The following table depicts the fixed income assets by credit rating as of June 30, 2021: 
(Dollar amounts expressed in thousands) 

June 30, 2021 Mortgage Pass-Through 

Credit 
Rating Total 

Securitized 
Obligations 

Credit 
Obligations 

Comingled 
Funds 

U.S. 
Government 

& Agency 
Obligations 

International 
Government 

Collateralized 
Mortgage 

Obligations FHLMC FNMA GNMA 

AAA $137,174 $67,411 $2,450 $- $- $- $67,313 $- $- $- 
AA+ 260,330 271 943 - 10,712 - 14,315 33,893 200,196 - 
AA-1 1,443 1,282 161 - - - - - - - 
AA 5,838 2,966 2,724 - - - 148 - - - 

AA-2 737 367 370 - - - - - - - 
AA- 8,588 203 7,554 - - - 831 - - - 

AA-3 2,000 - 985 - - - 1,015 - - - 
A+ 15,870 - 15,008 - 588 - 274 - - - 
A-1 1,681 1,013 276 - - - 392 - - - 
A 14,967 6,344 8,526 - - - 97 - - - 

A-2 100 100 - - - - - - - - 
A- 41,219 1,270 39,783 - - - 166 - - - 

A-3 622 622 - - - - - - - - 
BBB+ 68,595 802 66,345 - - - 1,448 - - - 
BAA-1 2,197 - 1,923 - - - 274 - - - 

BBB 85,455 1,406 78,212 - - 3,504 2,333 - - - 
BAA-2 395 200 195 - - - - - - - 
BBB- 68,511 1,718 61,758 - - 1,313 3,722 - - - 

BAA-3 4,181 597 680 - - 998 1,906 - - - 
BB+ 18,823 417 17,698 - - 417 291 - - - 
BA-1 1,739 - 1,528 - - - 211 - - - 

BB 17,734 160 16,873 - - - 701 - - - 
BA-2 3,529 - 2,911 - - 140 478 - - - 
BB- 21,963 - 13,600 - - - 8,363 - - - 

BA-3 2,832 - 1,216 - - - 1,616 - - - 
B+ 8,891 1,086 7,513 - - - 292 - - - 
B-1 970 - 970 - - - - - - - 
B 16,256 4,762 9,314 - 294 1,064 822 - - - 

B-2 216 - 216 - - - - - - - 
B- 3,661 49 2,532 - - - 1,080 - - - 

CCC+ 1,996 - 1,996 - - - - - - - 
Caa1 703 - 703 - - - - - - - 
CCC 11,427 5,571 2,573 - - - 3,283 - - - 

CAA2 251 - 251 - - - - - - - 
CCC- 452 - 452 - - - - - - - 
Caa3 190 - 190 - - - - - - - 

D 1,080 755 325 - - - - - - - 
NA 972,474 - - - 920,644 - - - - 51,830 
NR 557,944 513,023 1,357 20,617 - - 22,947 - - - 

Total $2,363,034 $612,395 $370,111 $20,617 $932,238 $7,436 $134,318 $33,893 $200,196 $51,830 

NA represents securities explicitly guaranteed by the U.S. government, which are not subject to the GASB Statement No. 40 credit risk 
disclosure requirements. NR represents those securities that are not rated. 

 

Concentration of Credit Risk 

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a 
single issuer. As of June 30, 2021, the System had no single issuer that exceeds 5% of total investments per 
GASB Statement No. 40 disclosure requirements or any one issuer which represents 5% or more of total 
fiduciary net position in accordance with GASB Statement No.67. Investments issued or explicitly 
guaranteed by the U.S. government and investments in mutual funds, external investment pools, and other 
pooled investments are exempt from the disclosure requirements. 
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The System’s investment policy does not allow more than 5% of the total portfolio fair value to be invested 
in any one issuer, and as of June 30, 2021, the System had no issuer that exceeds 5% of total portfolio fair 
value. As noted in the previous discussion of credit risk, manager investment guidelines place limitations 
on the maximum holdings in any one issuer. 

Custodial Credit Risk 

Custodial credit risk is the risk that, in the event a financial institution or counterparty fails, the System 
would not be able to recover the value of its deposits, investments, or securities. As of June 30, 2021, the 
bank balance of cash and cash equivalents on deposit with SCERS’ custodian bank and financial institutions 
totaled $109,155, of which $108,905 was not insured by the Federal Deposit Insurance Corporation (FDIC) 
and were exposed to custodial credit risk. The System believes that the risk is not significant because the 
cash is held with major financial institutions. 

As of June 30, 2021, deposits held in the System’s name for the margin accounts of $15,933 was not insured 
or not collateralized, and these deposits were exposed to custodial credit risk. 

As of June 30, 2021, 100% of the System’s investments held with the custodian were held in the System’s 
name, and the System is not exposed to custodial credit risk related to these investments. There are no 
general policies relating to custodial credit risk. 

Interest Rate Risk 

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The 
investment guidelines negotiated with the actively-managed external portfolio managers give the managers 
the discretion to deviate within +/-20% and +/-30%, for strategies 1 and 2, respectively, from the effective 
duration of the relevant Bloomberg Barclays Capital Aggregate benchmark based on the portfolio total. 

The following tables depict the duration in years of the long-term fixed income portfolio vs. the benchmark 
as of June 30, 2021. 
 

June 30, 2021         

Type of Securities 
 

Fair Value 
 Effective 

Duration 
 Benchmark 

Duration 
 

Difference 
Securitized Obligations         

Asset-Backed Securities  $612,395    1.41    2.10    (0.69) 
Credit Obligations         

Corporate Bonds   299,741    6.09    14.48    (8.39) 
Municipals   11,964    0.46    11.74    (11.28) 
Yankee   58,406    0.85    6.60    (5.75) 

U.S. Government & Agency Obligations         
Agency Securities   11,594    0.09    3.79    (3.70) 
U.S. Treasury   920,644    6.72    7.32    (0.60) 

International Government   7,436    6.25    5.29    0.96  
Collateralized Mortgage Obligations   134,318    2.65    4.51    (1.86) 
Mortgage Pass-Through         

FHLMC   33,893    3.88    3.79    0.09  
FNMA   200,196  4.04  3.79    0.25 
GNMA   51,830    3.38    3.84    (0.46) 

No Effective Duration         
Commingled Fund   20,617   NA  NA  NA 

Total Fair Value with Weighted Average  $2,363,034   4.46   6.80    (2.34) 

 

NA represents securities that have no effective duration. 
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Foreign Currency Risk 

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an 
investment or a deposit. The following tables represent cash and investments held in a foreign currency as 
of June 30, 2021: 

June 30, 2021               

Local Currency Name 

 Cash  
and Cash 

Equivalents 

 

Equity 

 
Fixed 

Income 

 
Real 

Estate 

 
Private 
Credit 

 
Private 
Equity 

 

Total 

Australian Dollar  $28  $62,130  $ -  $ -  $ -  $ -  $62,158 

Brazilian Real  -  5,237  -  -  -  -  5,237 

Canadian Dollar  232  114,816  163  -  -  -  115,211 

Chilean Peso  -  273  -  -  -  -  273 

Danish Krone  91  84,135  -  -  -  -  84,226 

Euro Currency  517  509,137  34,495  171,388  5,128  155,726  876,391 

Hong Kong Dollar  352  82,279  -  -  -  -  82,631 

Hungarian Forint  18  -  -  -  -  -  18 

Indian Rupee  -  8,699  -  -  -  -  8,699 

Indonesian Rupiah  -  466  -  -  -  -  466 

Japanese Yen  1,792  340,014  -  -  -  -  341,806 

Malaysian Ringgit  -  264  -  -  -  -  264 

Mexican Peso  23  3,341  -  -  -  -  3,364 

New Israeli Sheqel  -  8,510  -  -  -  -  8,510 

New Zealand Dollar  24  2,107  -  -  -  -  2,131 

Norwegian Krone  (28)  9,414  -  -  -  -  9,386 

Polish Zloty  4  -  -  -  -  -  4 

Pound Sterling  630  207,587  7,608  2,291  -  -  218,116 

Singapore Dollar  31  13,929  -  -  -  -  13,960 

South African Rand  158  1,257  -  -  -  -  1,415 

South Korean Won  3  1,217  -  -  -  -  1,220 

Swedish Krona  74  49,067  -  -  -  -  49,141 

Swiss Franc  24  162,744  -  -  -  -  162,768 

Yuan Renminbi  32  4,392  -  -  -  -  4,424 

Total  $4,005  $1,671,015  $42,266  $173,679  $5,128  $155,726  $2,051,819 

 

Foreign currency is comprised of international investment proceeds and income to be repatriated into U.S. 
dollars and funds available to purchase international securities. The System does not have a foreign 
currency risk policy. 
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Highly Sensitive Investments 

As of June 30, 2021, SCERS’ investments included Collateralized Mortgage Obligations and Mortgage Pass-
Through securities totaling $420,237. These securities are highly sensitive to interest rate fluctuations in 
that they are subject to early payment in a period of declining interest rates. The resulting reduction in 
expected total cash flows affects the fair value of these securities. 

As of June 30, 2021, total commodities investments was $39,202. The investments consist of commodity 
futures hedge fund-of-funds and exposure through a customized, diversified real assets strategy. 

Spot commodity prices have historically been a poor investment and have declined in real terms. However, 
investment in collateralized commodity futures can provide higher returns. The futures market is an 
efficient way for producers to hedge price risk by forward-selling commodities at lower prices relative to 
spot prices to investors and speculators generating a roll yield (backwardation). 

In general, commodities are volatile investments that are prone to large price spikes. By investing in 
commodity futures, investors get exposure to short-term price movement and risk, as well as long-term 
price trends. This price volatility and the need for producers to hedge their production provides the 
fundamental rationale for why investment managers pay the risk premium to speculators and long-only 
investors in the commodity markets. 
 
SECTION 5: DERIVATIVE INSTRUMENTS 

The System’s investment portfolios contain individual securities as well as investments in external 
investment pools. The System’s investment policy allows investment managers to use derivative 
instruments for certain purposes and within certain parameters. Such instruments include futures 
contracts, currency forward contracts, option contracts, swap agreements, and rights and warrants. The 
System uses derivatives to minimize the exposure of certain investments to adverse fluctuations in 
financial and currency markets, as an alternative to investments in the cash market in which the manager is 
permitted to invest, and as an additional yield curve and/or duration management strategy. The System 
does not use derivatives for speculative purposes or to create leverage, however, this does not apply to 
investments in external pools. As of June 30, 2021, the derivative instruments held by the System are 
considered investments and not hedges for accounting purposes. The gains and losses arising from this 
activity are recognized as incurred in the Statement of Changes in Fiduciary Net Position. 
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The table below presents the related net appreciation/(depreciation) in fair value, the fair value and the 
notional value of derivative instruments outstanding at June 30, 2021: 
 
June 30, 2021      

 Net 
Appreciation/ 
(Depreciation)  
in Fair Value of 

Investments 

    

Investment Derivative 
Instruments Amount  

Financial Statement 
Classification Fair Value Notional 

Forwards $9,317  Investment Sales and Other $1,090 $149,217 
Futures 5,326  Investment Sales and Other - 176,867 
Options 457  Investment Purchases and Other (31) (2,424) 
Rights/Warrants (537)  Investment Sales and Other 55 42 * 
Swaps (2,093)  Investment Purchases and Other (2,257) 84,111 
Total Derivatives Instruments $12,470   $(1,143)  

* Present in number of shares. 

Futures contracts are financial instruments that derive their value from underlying indices or reference rates 
and are marked-to-market at the end of each trading day. Daily settlement of gains and losses occur on the 
following business day. As a result, the instruments themselves have no fair value at June 30, 2021, or at the 
end of any trading day. Daily settlement of gains and losses is a risk control measure to limit counterparty 
credit risk. Futures variation margin amounts are settled each trading day and recognized in the financial 
statements under net appreciation/(depreciation) in fair value of investments as they are incurred. 

Forward contracts are obligations to buy or sell a currency or other commodity at a specified exchange rate 
and quantity on a specific future date. The fair value of the foreign currency forwards is the unrealized gain 
or loss calculated based on the difference between the specified exchange rate and the closing exchange 
rate at June 30, 2021. 

Counterparty Credit Risk 

The table below presents the counterparty credit ratings of the System’s non-exchange traded investment 
derivative instruments outstanding and subject to loss at June 30, 2021: 

June 30, 2021       
S&P Rating  Forwards  Swaps  Total 
A  $145  $ -  $145 
A-  193  -  193 
A+  852  $1  853 
AA-  67  -  67 
BBB+  493  415  908 
NR  -  4  4 
Investments in Asset Position  1,750  420  2,170 
Investments in Liability Position  (660)  (2,412)  (3,072) 
Total Investments in Asset/(Liability) Position  $1,090  $(1,992)  $(902) 
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The System could be exposed to risk if the counterparties to derivative contracts are unable to meet the 
terms of the contracts. The System’s investment managers seek to control this risk through counterparty 
credit evaluations and approvals, counterparty credit limits, and exposure monitoring procedures. The 
System anticipates that the counterparties will be able to satisfy their obligations under the contracts. 

The aggregate fair value of investment derivative instruments in an asset position subject to counterparty 
risk at June 30, 2021, was $2,170. This represents the maximum loss that would be recognized at the 
reporting date if all counterparties failed to perform as contracted. The System did not have any master 
netting agreements with its counterparties at June 30, 2021, except that certain investment managers used 
netting arrangements at their discretion to minimize counterparty risks. The above schedules present 
exposure for similar instruments with the same counterparty on a net basis. 

At June 30, 2021, the System did not have any significant exposure to counterparty credit risk with any 
single party. 

Interest Rate Risk 

At June 30, 2021, the System is exposed to interest rate risk on its derivative instruments as presented in 
the following tables: 

June 30, 2021     

    Investment Maturities (in years) 

Investment Type 
 Total Fair  

Value 
 Less Than  

1 
 

1 - 5 
 

6 - 10 
 More than  

10 

Credit Default Swaps Bought  $(363)   $ -  $(363)   $-   $- 

Credit Default Swaps Written   (25)   4    (29)   -    -  

Fixed Income Options Bought   4    4    -    -    -  

Fixed Income Options Written   (13)   (13)   -    -    -  

Interest Rate Swaps   (1,868)   -    (807)   (1,014)   (47) 

Total  $(2,265)  $(5)  $(1,199)  $(1,014)  $(47) 

 

June 30, 2021 
Derivative Instruments Highly Sensitive to Interest Changes: 

Investment Type Reference Rate  Fair Value   Notional Value  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 0.373875%  $22   $1,500  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 0.38%  19   1,330  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 0.915%  8   310  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 0.9305%  2   105  

Interest Rate Swaps Receive Variable 12-month SONIA, Pay Fixed 1.2%  (11)  214  

Interest Rate Swaps Receive Variable 12-month SONIA, Pay Fixed 0.6804%  (2)  337  

Interest Rate Swaps Receive Variable 12-month SONIA, Pay Fixed 0.95%  (7)  495  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 1.38217%  (17)  800  

Interest Rate Swaps Receive Variable 12-month SONIA, Pay Fixed 1.15%  (25)  588  

Interest Rate Swaps Receive Variable 12-month FEDL, Pay Fixed 1.44882%  (39)  1,640  

Interest Rate Swaps Receive Variable 12-month SONIA, Pay Fixed 1%  (82)  3,164  
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June 30, 2021 
Derivative Instruments Highly Sensitive to Interest Changes (Continued): 

 

 

Investment Type Reference Rate  Fair Value   Notional Value  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 9.3%  80   546  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 10.65%  64   994  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.66%  40   1,541  

Interest Rate Swaps Pay Variable 6-month BBSW, Receive Fixed 1.80002%  34   1,584  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 8.6%  25   252  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.5%  22   791  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.84%  21   420  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.9%  15   273  

Interest Rate Swaps Pay Variable 6-month BBSW, Receive Fixed 1.85%  14   529  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.67%  13   909  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.625%  10   280  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.481%  9   336  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.67%  5   340  

Interest Rate Swaps Pay Variable 3-month NZDBB, Receive Fixed 1.92%  4   772  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.64%  4   298  

Interest Rate Swaps Pay Variable 6-month WIBOR, Receive Fixed 1.76%  2   825  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.46%  (5)  385  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.435%  (6)  380  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.45%  (6)  460  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.45%  (6)  465  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.465%  (8)  745  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 6%  (9)  68  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 7.04%  (9)  1,058  

Interest Rate Swaps Pay Variable 6-month BBSW, Receive Fixed 1.073%  (9)  203  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.55%  (9)  90  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 5.9025%  (10)  624  

Interest Rate Swaps Pay Variable 6-month BUBOR, Receive Fixed 1.605%  (100)  1,250  

Interest Rate Swaps Pay Variable 3-month NZDBB, Receive Fixed 1.5225%  (7)  349  

Interest Rate Swaps Pay Variable 6-month BBSW, Receive Fixed 1.21%  (23)  1,126  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 4.505%  (1)  253  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 5.0814%  (5)  125  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 5.072%  (7)  179  

Interest Rate Swaps Pay Variable 6-month BUBOR, Receive Fixed 1.8027%  (23)  348  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 4.565%  (2)  727  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 5.078%  (17)  449  

Interest Rate Swaps Pay Variable 6-month WIBOR, Receive Fixed 1.2%  (10)  218  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.445%  (10)  755  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.4475%  (10)  760  

Interest Rate Swaps Pay Variable 3-month NZDBB, Receive Fixed 1.09%  (12)  175  
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June 30, 2021 
Derivative Instruments Highly Sensitive to Interest Changes (Continued): 

 

Investment Type Reference Rate  Fair Value   Notional Value  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.46875%  (14)  1,250  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.89%  (15)  402  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.845%  (16)  417  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.185%  (17)  480  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 6.05%  (17)  815  

Interest Rate Swaps Pay Variable 3-month NZDBB, Receive Fixed 1.0975%  (21)  314  

Interest Rate Swaps Pay Variable 0-month BRCDI, Receive Fixed 6.89%  (26)  698  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.46%  (28)  256  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.715%  (28)  242  

Interest Rate Swaps Pay Variable 0-month CETIP, Receive Fixed 6.3425%  (33)  1,157  

Interest Rate Swaps Pay Variable 0-month BRCDI, Receive Fixed 6.3425%  (36)  1,235  

Interest Rate Swaps Pay Variable 3-month CDOR, Receive Fixed 0.875%  (42)  1,857  

Interest Rate Swaps Pay Variable 0-month BRCDI, Receive Fixed 6.359%  (55)  1,907  

Interest Rate Swaps Pay Variable 12-month USCPI, Receive Fixed 2.23%  (57)  1,400  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.02%  (59)  623  

Interest Rate Swaps Pay Variable 6-month BBSW, Receive Fixed 1.081%  (65)  1,517  

Interest Rate Swaps Pay Variable 3-month JIBAR, Receive Fixed 6.765%  (80)  2,255  

Interest Rate Swaps Pay Variable 6-month CLOIS, Receive Fixed 1.6338%  (84)  1,126  

Interest Rate Swaps Pay Variable 3-month CDOR, Receive Fixed 0.864875%  (85)  3,674  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.45%  (93)  849  

Interest Rate Swaps Pay Variable 6-month WIBOR, Receive Fixed 1.17%  (96)  1,939  

Interest Rate Swaps Pay Variable 3-month NZDBB, Receive Fixed 1.096%  (125)  1,859  

Interest Rate Swaps Pay Variable 1-month TIIE, Receive Fixed 5.45%  (146)  1,339  

Interest Rate Swaps Pay Variable 6-month CLOIS, Receive Fixed 2.3075%  (156)  1,373  

Interest Rate Swaps Pay Variable 3-month IBRCO, Receive Fixed 3.08%  (194)  2,466  

Interest Rate Swaps Pay Variable 6-month CLOIS, Receive Fixed 1.645%  (206)  2,747  

Total Interest Rate Swaps  $(1,868)  $66,562 
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Foreign Currency Risk 

At June 30, 2021, the System was exposed to foreign currency risk on its investments in forward contracts 
and swaps denominated in foreign currencies as presented in the following tables: 

June 30, 2021     
 Forward Contracts    

Currency Name 
 Net 

Receivables 
 Net 

Payables  Swaps  Total Exposure 

Australian Dollar   $(60)   $99    $(49)   $(10) 
Brazilian Real   82    (1)   (168)   (87) 

Canadian Dollar  (31)  90   (127)   (68)  
Chilean Peso   4    15    (447)   (428) 
Colombian Peso  (17)  (3)   (225)  (245) 
Czech Koruna    (5)   26    -    21  
Danish Krone    (5)   20    -    15  
Euro Currency   (105)   745    -    640  

Hong Kong Dollar    -   1    -    1  
Hungarian Forint   (9)   16    (123)   (116) 
Indian Rupee    (25)   -   -    (25) 
Indonesian Rupiah    (20)   8    -    (12) 
Japanese Yen    (44)   116    -    72  
Mexican Peso   (4)   (3)   (389)   (396) 

New Israeli Sheqel    (3)   1    -    (2) 
New Taiwan Dollar    (4)   6    -    2  
New Zealand Dollar   (8)   5    (161)   (164) 
Norwegian Krone    (1)   5    -    4  
Polish Zloty   (28)   4    (105)   (129) 
Pound Sterling   (35)  76    (128)   (87) 

Russian Ruble    (4)   1    -    (3) 
Singapore Dollar    -   6    -    6  
Peruvian Sol    -    (13)   -    (13) 
South African Rand   (5)   116    198    309  
South Korean Won    (14)   4    -    (10) 
Swedish Krona    (10)   37    -    27  

Swiss Franc    (22)   80    -    58  
Thailand Baht    (33)   28    -    (5) 
Yuan Renminbi Offshore    (3)   12    -    9  
Grand Total   $(409)   $1,497    $(1,724)   $(636) 

 

The System has investments in futures contracts. As indicated on the preceding pages, futures variation 
margin accounts are settled each trading day and recognized as realized gains/(losses) as they are incurred. 
As a result, the foreign futures contracts have no fair value at June 30, 2021. 
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NOTE 4 – PENSION LIABILITY AND SIGNIFICANT ASSUMPTIONS 

The employers’ net pension liabilities (i.e., the total pension liability determined in accordance with GASB 
Statement No. 67 less the System’s fiduciary net position) as of June 30, 2021, is shown below: 

 
 2021 

Total Pension Liability  $13,309,706  

Less: Fiduciary Net Position  12,564,149  

Net Pension Liability  $745,557  

Fiduciary Net Position as a % of Total Pension Liability 94.4% 

 

The actuarial valuation of the System involves estimates of the amounts reported and assumptions about 
the probability of occurrence of events far into the future. Some examples include future salary increases 
and future employee mortality. The net pension liability is subject to continual revision as actual results are 
compared with past expectations and new estimates are made about the future. Triennially, the System 
requests that its actuary, Segal, perform an analysis of the appropriateness of all economic and non-
economic assumptions. The last triennial analysis was performed as of June 30, 2019, and as a result of that 
analysis, the Board of Retirement approved certain changes to the actuarial assumptions, which were 
incorporated in the actuarial valuation report as of June 30, 2021. 

Disclosure of Information about Actuarial Methods and Assumptions 

The required Schedule of Changes in Net Pension Liability and Related Ratios, immediately following the 
Notes to the Basic Financial Statements, presents multi-year trend information about whether the 
employers’ net pension liability is increasing or decreasing over time. 

The projection of benefits for financial reporting purposes does not explicitly incorporate the potential 
effects of legal or contractual funding limitations. 

Actuarial Methods and Renewal Application Part A and B: 

The following significant actuarial assumptions were used to measure the total pension liabilities as of 
June 30, 2021: 

 

 June 30, 2021 

Discount rate:  6.75% 

Inflation rate:  2.75% 
Real across-the-board salary increase:  0.25% 
Projected salary increases*:  4.25% - 10.50% 

  
  
  

* Includes inflation at 2.75% plus real across the board salary increase of 0.25% plus merit and promotional increases 
as of June 30, 2021. 
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Actuarial Methods and Renewal Application Part A and B (Continued): 

 June 30, 2021 
Assumed post-retirement benefit increase:  

Miscellaneous Tier 1 3.00% 
Miscellaneous Tier 2 0.00% 

Miscellaneous Tier 3 2.00% 
Miscellaneous Tier 4 2.00% 
Miscellaneous Tier 5 2.00% 

Safety Tier 1 3.00% 
Safety Tier 2 2.00% 
Safety Tier 3 2.00% 

Safety Tier 4 2.00% 
  
Post-Retirement Mortality:  

a) a) Service For Miscellaneous Members - Pub-2010 General Healthy Retiree Amount- 
Weighted Above-Median Mortality Table (separate tables for males and 
females) with rates increased by 10%, projected generationally with the  
two- dimensional mortality improvement scale MP-2019. 

For Safety Members - Pub-2010 Safety Healthy Retiree Amount-Weighted 
Above-Median Mortality Table (separate tables for males and females) with 
rates decreased by 5% for males, projected generationally with the  
two- dimensional mortality improvement scale MP-2019. 

b) b) Disability For Miscellaneous Disabled Members - Pub-2010 Non-Safety Disabled Retiree 
Amount-Weighted Mortality Table (separate tables for males and females), 
projected generationally with the two-dimensional mortality improvement 
scale MP-2019. 

 For Safety Disabled Members - Pub-2010 Safety Disabled Retiree Amount- 
Weighted Mortality Table (separate tables for males and females), projected 
generationally with the two-dimensional mortality improvement scale MP-2019. 

Member Contribution Rate: For Miscellaneous Members - Pub-2010 General Healthy Retiree Amount- 
Weighted Above-Median Mortality Table (separate tables for males and 
females) with rates increased by 10%, projected 30 years (from 2010) with the 
two-dimensional mortality improvement scale MP-2019, weighted 40% male 
and 60% female. 

For Safety Members - Pub-2010 Safety Healthy Retiree Amount-Weighted 
Above-Median Mortality Table (separate tables for males and females) with 
rates decreased by 5% for males, projected 30 years (from 2010) with the two-
dimensional mortality improvement scale MP-2019, weighted 75% male and 
25% female. 

Pre-Retirement Mortality: For Miscellaneous Members - Pub-2010 General Employee Amount-Weighted 
Above-Median Mortality Table (separate tables for males and females), 
projected generationally with the two-dimensional mortality improvement 
scale MP-2019. 

 For Safety Members - Pub-2010 Safety Employee Amount-Weighted Above- 
Median Mortality Table (separate tables for males and females), projected 
generationally with the two-dimensional mortality improvement scale MP-2019. 

Other Assumptions: Analysis of actuarial experience studies for the periods of July 1, 2016, through 
June 30, 2019, as of June 30, 2021. 
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Assumed Asset Allocation 

The long-term expected rate of return on pension plan investments was determined using a building-block 
method in which expected future real rates of return (expected returns, net of pension plan investment 
expense and inflation) are developed for each major asset class. These ranges are combined to produce the 
long-term expected rate of return by weighting the expected future real rates of return by the target asset 
allocation percentage and by adding expected inflation and subtracting expected investment expenses and a 
risk margin. The target allocation and projected arithmetic real rates of return for each major asset class, after 
deducting inflation, but before deducting investment expenses, used in the derivation of the long-term 
expected investment rate of return assumption, as of June 30, 2021, are summarized in the table below: 

  June 30, 2021 

Asset Class 

 

Target 
Allocation 

 Long-Term 
Expected 

Arithmetic Real  
Rate of Return 

U.S. Large Cap Equity    18.0 %   5.4 % 
U.S. Small Cap Equity   2.0    6.2  
International Developed Equity   16.0    6.5  
Emerging Markets Equity   4.0    8.8  
Core/Core Plus Bonds    10.0    1.1  

High Yield Bonds    1.0    3.4  
Global Bonds   3.0    0.0  
Bank Loans   1.0    3.9  
U.S. Treasury    5.0    0.3  
Real Assets   7.0    8.1  
Liquid Real Return   2.0    4.5  

Real Estate   5.0    4.6  
Value Added Real Estate   2.0    8.1  
Diversifying Absolute Return   7.0    2.4  
Growth Oriented Absolute Return    3.0    2.4  
Private Credit   4.0    5.6  
Private Equity   9.0    9.4  

Cash   1.0   . -  

   100.0%    

 

Sensitivity of the Net Pension Liability to Changes in the Discount Rate 

The discount rates used to measure the total pension liability was 6.75% as of June 30, 2021. The projection of 
cash flows used to determine the discount rate assumed that member contributions will be made based on 
the current contribution rate and that employer contributions will be made at the end of each pay period 
based on the actuarially determined contribution rates. For this purpose, only the employer contributions 
that are intended to fund benefits for current Plan members and their beneficiaries are included. 

Projected employer contributions that are intended to fund the service cost for future Plan members and 
their beneficiaries, as well as projected contributions from future Plan members, are not included. 

Based on those assumptions, the System’s fiduciary net position was projected to be available to make all 
the projected future benefit payments for current Plan members. Therefore, the long-term expected rate of 
return on pension plan investments was applied to all periods of projected benefit payments to determine 
the total pension liability as of June 30, 2021. 
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In accordance with GASB Statement No. 67 regarding the disclosure of the sensitivity of the net pension 
liability to changes in the discount rate, the table below presents the employers’ net pension liabilities as of 
June 30, 2021, calculated using the discount rate, as well as what the employers’ net pension liability would 
be if it were calculated using a discount rate that is 1.00% lower or 1.00% higher than the current rate. 

 

 
1% Decrease 

 Current 
Discount Rate  1% Increase 

 5.75%  6.75%  7.75% 

Net pension liability as of June 30, 2021 $2,526,454  $745,557  $(712,795) 

 

NOTE 5 - CONTRIBUTIONS REQUIRED AND CONTRIBUTIONS MADE 

Contributions to the Plan are made pursuant to Section 31584 of the 1937 Act. The System’s funding policy 
provides for periodic contributions at actuarially-determined rates that, expressed as percentages of 
annual covered payroll, are sufficient to accumulate adequate assets to pay benefits when due. Members 
of the System are required to contribute, and such contributions range from 3.87% to 26.02% of annual 
covered salary for fiscal year 2020-21 depending on the member’s tier, employer, and bargaining unit. Each 
employer of the System is obligated by State law to make all required contributions to the Plan and, 
depending on the participating employer and their employees’ tiers, such contribution rates range from 
10.27% to 61.78% of covered payroll for fiscal year 2020-21. The required contributions include current 
service cost and amortization of any unfunded prior service cost as of June 30, 2012, over a period of 23 
years from June 30, 2012, amortization of any unfunded service costs resulting in actuarial gains or losses 
and amortization of any unfunded service costs resulting from changes in actuarial assumptions and 
methods over a 20-year period, amortization of any unfunded service costs resulting from Plan 
amendments over a 15-year period and amortization of any unfunded service costs resulting from 
retirement incentive programs over a period of up to 5 years. 

Employer contribution rates are determined using the entry age normal cost method based on a level 
percentage of payroll. The System also uses this actuarial method to amortize the unfunded liability, if 
applicable. Member and employer contributions for the fiscal year ended June 30, 2021 totaled $415,866. 
Included in this total are employer contributions of $295,269 in fiscal year 2020-21, of which $269,496 was 
made by the County of Sacramento. Member contributions were $120,597 in fiscal year 2020-21. All 
contributions were made in accordance with actuarially-determined contribution requirements based on 
the actuarial valuations performed as of June 30, 2019. 
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NOTE 6 – RESERVES 

Member and employer contributions are allocated to various legally required reserve accounts based on 
actuarial determinations. Descriptions of the purpose for the reserve and designated accounts are 
provided below. 

Member reserve represents the balance of member contributions. Additions include member 
contributions and interest earnings. Deductions include refunds of member contributions and transfers to 
retiree reserves. 

Employer reserve represents the balance of employer contributions for future retirement payments to 
current active members. Additions include contributions from the employer and interest earnings. 
Deductions include transfers to retiree reserves, lump sum death benefits, and payments under California 
Government Code Sections 31725.5 and 31725.6 related to alternative employment for members 
otherwise entitled to disability retirement benefits. 

Retiree and death benefit reserves represent the balance of transfers from member reserves, employer 
reserves, and interest earnings, less payments to retirees, and payments to beneficiaries of retired members 
who are deceased. 

Contingency reserve was created to serve as a reserve against deficiencies in future earnings and 
unexpected expenses. Investment gains and losses are recognized (smoothed) over a seven-year period.  

Total allocated reserves and designations represent the smoothed actuarial value of assets (the fair value 
of assets less the unrecognized/deferred gains and losses) and is the sum of the preceding reserves.  

Market stabilization reserve represents the unrecognized/deferred gains and losses and is the 
difference between the smoothed actuarial value of assets and the net position restricted for pension 
benefits at fair value. 

A summary of the various reserve accounts, which comprise net position restricted for pension benefits at 
June 30, 2021, is as follows: 

June 30, 2021  

Member reserve $1,010,356 

Employer reserve 3,108,860 

Retiree and death benefit reserve 6,486,156 

Contingency reserve 324,177 

Total allocated reserves and designations 10,929,549 

Market stabilization reserve 1,634,600 

Net position restricted for pension benefits $12,564,149 
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NOTE 7 - PLAN TERMINATION 

SCERS is administered in accordance with the provisions of the 1937 Act found in the California Government 
Code at Section 31450 et seq. Once adopted by the governing body of a county, there are no provisions in 
the 1937 Act which permit the governing body of the county to terminate the Plan. Section 31564 permits 
the governing body of a district to withdraw its employees if certain prerequisites are met. The governing 
body of a county or district can adopt optional provisions within the 1937 Act via ordinance or resolution. 
Once adopted, Section 31483 permits the governing body of a county or district to terminate the applicability 
of the optional provisions after a future date as specified in a subsequent ordinance or resolution. 

NOTE 8 - RETIREE MEDICAL AND DENTAL INSURANCE PROGRAM 

Plan Description 

The Sacramento County Retiree Medical and Dental Insurance Program (the Program) is a multiple-
employer medical and dental plan, which is sponsored and administered by the County of Sacramento and 
financed by three participating employers. SCERS’ role in regard to the Program is limited to maintaining 
data provided by the administrator, collecting monies from the participating employers and retirees, and 
remitting premium payments to health carriers. The activities of the Program are accounted for in the 
custodial fund. SCERS does not provide any funding for the Program. 

Below is the list of employers participating in the Program as of June 30, 2021: 

• County of Sacramento 
• Sacramento Metropolitan Fire District 
• Sacramento Employment and Training Agency 

The Program provides medical and/or dental subsidy/offset payments to eligible retirees. The Sacramento 
County Board of Supervisors, at its own discretion, sets the amount of subsidy/offset payment available to 
eligible County retirees on a year-to-year basis. The medical subsidy amounts for special districts’ retirees 
are varied and are established by each of the special district. As of June 30, 2021, there were 343 annuitants 
receiving medical subsidy and 421 annuitants receiving dental subsidy.  

Eligibility 

(Amounts Expressed in Dollars) 

County annuitants who retired after May 31, 2007 - According to the Program’s Administrative Policy, 
only County annuitants from bargaining unit 003, who retired after May 31, 2007, may be eligible for a 
premium subsidy/offset depending on the annuitant’s credited service hours and type of retirement. For 
fiscal year ended June 30, 2021, the monthly dental subsidy was $25, and the monthly medical subsidy 
amounts range from $122 to $244 depending on the annuitant’s retirement date and years of service. 

Special Districts’ annuitants - The medical subsidy amounts for special districts’ annuitants are varied 
and are established by each of the member districts. For the fiscal year ended June 30, 2021, the monthly 
medical subsidy amounts range from $72 to $417, depending on the annuitant’s retirement date and 
years of service. 

There are no vested benefits associated with the Program. The Program does not create any contractual, 
regulatory, or other vested entitlement to present or future retirees, their spouses, or dependents for 
medical and/or dental benefits, or subsidy/offset payments at any particular level, or at all. The County of 
Sacramento and other participating employers may, in their sole discretion, amend or terminate, in whole 
or in part, the Program by Resolution of the Board of Supervisors. 



DRAFT 

 46 

Contributions and Reserves  

The System does not have any authority to establish or amend the obligations of the Plan members and 
employers to contribute to the Program. SCERS does not determine the contribution rate or collect the 
required contributions from employers. Monies received by the System in excess of liabilities to pay 
premiums are recognized as liabilities payable to the employers. There are no net position or legally 
required reserve accounts for the Program. 

Request for Information 

Requests for additional financial information regarding the Program may be addressed to:  

County of Sacramento 
Department of Finance, Auditor-Controller Division 
700 H Street, Room 3650 
Sacramento, CA 95814 
 
NOTE 9 – CONTINGENCIES 

The System is involved in litigation relating to various matters. In the opinion of management, after 
consultation with legal counsel, the outcome of these matters is not expected to have a material adverse 
effect on the System’s financial statements.  
 
NOTE 10 – FUTURE ACCOUNTING PRONOUNCEMENTS 

In June 2017, GASB issued Statement No. 87, Leases, which establishes a single model for lease accounting 
based on the foundational principle that leases are financings of the right to use an underlying asset. This 
statement improves accounting and financial reporting for leases by governments by requiring recognition 
of certain lease assets and liabilities for leases that previously were classified as operating leases and 
recognized as inflows of resources or outflows of resources based on the payment provisions of the 
contract. The requirements of this statement were originally effective for the System's financial statements 
for the fiscal year ending June 30, 2021. However, in light of the COVID-19 pandemic, GASB postponed 
implementation of this statement by one year of its effective date. Management is evaluating the 
requirements of this GASB Statement and its impact to SCERS' financial statements, which will be effective 
in fiscal year ending June 30, 2022. 
 
NOTE 11 – SUBSEQUENT EVENTS 

The System has evaluated subsequent events through December 31, 2021, the date on which the financial 
statements were available to be issued.  There were no subsequent events identified by management 
which would require disclosure in the financial statements. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
SCHEDULE OF CHANGES IN NET PENSION LIABILITY AND RELATED RATIOS 

FOR THE FISCAL YEARS ENDED JUNE 30 
(Dollar Amounts Expressed in Thousands) 

 

 2021 2020 2019 2018 2017 2016 2015 2014 2013 

Total pension 
liability(1)          

Service cost $265,224  $241,474  $238,685  $234,325  $193,490  $186,438  $185,428  $192,701  $187,329  

Interest  855,203   830,663   783,932   747,682   706,016   675,920   643,427   617,240   589,783  

Differences between 
expected and actual 
experience 

 74,045   50,651   165,493   18,566   (46,244)  (49,245)  (6,447)  (108,155)  (80,788) 

Changes of assumptions  -   216,097   -   -   823,712   -   -   15,781   -  

Benefit payments, 
including refunds of 
member contributions 

 (578,421)  (540,750)  (505,853)  (468,308)  (432,066)  (405,702)  (374,657)  (347,619)  (323,567) 

Net change in total 
pension liability  616,051   798,135   682,257   532,265   1,244,908   407,411   447,751   369,948   372,757  

          

Total pension liability - 
beginning  12,693,655   11,895,520   11,213,263   10,680,998   9,436,090   9,028,679   8,580,928   8,210,980   7,838,223  

Total pension liability - 
ending(a) $13,309,706  $12,693,655  $11,895,520  $11,213,263  $10,680,998  $9,436,090  $9,028,679  $8,580,928  $8,210,980  

          

Plan fiduciary net 
position          

Contributions - 
member  $120,597   $126,354   $121,843  $99,906  $89,489  $77,494  $68,143  $57,635  $68,242  

Contributions - 
employer  292,534   274,055   240,238   198,331   201,928   207,884   221,823   209,367   188,529  

Contributions – 
withdrawn 
employer (2) (3) (4) 

 5,816   5,114   45,404   182   2,000   1,136   1,136   1,136   1,135  

Net investment 
income/(loss)  2,753,409   301,373   675,726   844,489   1,048,915   (72,399)  158,222   1,107,152   785,449  

Benefit paid  (575,329)  (537,698)  (502,944)  (465,354)  (429,754)  (403,356)  (372,369)  (344,890)  (320,828) 

Withdrawal of 
contributions  (3,092)  (3,053)  (2,909)  (2,954)  (2,312)  (2,346)  (2,288)  (2,729)  (2,739) 

Administrative 
expenses  (9,165)  (8,460)  (7,601)  (6,888)  (6,906)  (6,362)  (5,854)  (5,665)  (5,719) 

Net change in plan 
fiduciary net position  2,584,770   157,685   569,757   667,712   903,360   (197,949)  68,813   1,022,006   714,069  

          

Plan fiduciary net 
position - beginning  9,979,379   9,821,694   9,251,937   8,584,225   7,680,865   7,878,814   7,810,001   6,787,995   6,073,926  

Plan fiduciary net 
position - ending (b)  12,564,149  $9,979,379  $9,821,694  $9,251,937  $8,584,225  $7,680,865  $7,878,814  $7,810,001  $6,787,995  

Net pension liability - 
ending (a)(b)  $745,557   $2,714,276   $2,073,826   $1,961,326   $2,096,773   $1,755,225   $1,149,865   $770,927   $1,422,985  

          

Plan fiduciary net 
position as a 
percentage of the total 
pension liability 

94.4% 78.6% 82.6% 82.5% 80.4% 81.4% 87.3% 91.0% 82.7% 

Covered payroll  $1,034,343   $1,059,984   $1,017,885   $985,375   $958,934   $912,421   $873,328   $858,343   $858,551  

Net pension liability  
as a percentage of 
covered payroll 

72.1% 256.1% 203.7% 199.0% 218.7% 192.4% 131.7% 89.8% 165.7% 

 

(1) The pension liability is not available for years prior to June 30, 2013. Information will be presented in future years as it becomes available. 
(2) Effective fiscal year ended 2018, the interest portion of withdrawn employer contributions was reported as Other Income on the Statement of 
Changes in Fiduciary Net Position. 
(3) The withdrawn employer contributions reflected accrual of estimated unfunded actuarial accrued liability for which the withdrawn 
employer is contractually required to pay the System. 
(4) This balance also includes other miscellaneous income. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
SCHEDULE OF EMPLOYER CONTRIBUTIONS 

FOR THE LAST TEN FISCAL YEARS ENDED JUNE 30 
(Dollar Amounts Expressed in Thousands) 

 

 

 2021  2020  2019  2018  2017 
Actuarially determined contribution (ADC) $292,534   $274,055   $240,238   $198,331   $201,928  

          

Contributions in relation to the ADC  292,534    274,055    240,238    198,331    201,928  

Contribution deficiency (excess)  $-    $-    $-    $-    $-  

          

          

Covered payroll* $1,034,343   $1,059,984  $1,017,885   $985,375   $958,934  

          

Contributions in relation to the ADC as a 
percentage of covered payroll 28.3%  25.9%  23.6%  20.1%  21.1% 

          

 2016 
 

2015 
 

2014 
 

2013 
 

2012 
Actuarially determined contribution (ADC) $207,884   $221,823   $209,367   $188,529   $179,099  

          

Contributions in relation to the ADC  207,884    221,823    209,367    188,529    179,099  

Contribution deficiency (excess)  $-    $-    $-    $-    $-  

          

Covered payroll* $912,421   $873,328   $858,343   $858,551   $835,737  

          

          

Contributions in relation to the ADC as a 
percentage of covered payroll 22.8%  25.4%  24.4%  22.0%  21.4% 

 

* Covered payroll for the year ending 2012 is calculated by dividing the contribution dollar amount by the aggregated contribution rate. 

 

 

SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
SCHEDULE OF ANNUAL MONEY-WEIGHTED RATE OF RETURN 

FOR THE FISCAL YEARS ENDED JUNE 30 
(Dollar Amounts Expressed in Thousands) 

 

 

 2021 2020 2019 2018 2017 2016 2015 2014 
Annual money-weighted 
rate of return, net of 
investment expenses* 

27.4% 3.1% 7.2% 9.8% 13.6% (1.0)% 2.0% 16.2% 

* Information prior to June 30, 2014 is not available. Information will be presented for future years as it becomes available. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION 

    FOR THE YEAR ENDED JUNE 30, 2021 
 

The schedules presented in the Required Supplementary Information provide information to help 
promote an understanding of the employers’ net pension liability over time on a fair value of assets 
basis. The Schedule of Changes in Net Pension Liability and Related Ratios includes historical trend 
information about the System’s total pension liability and the progress made in accumulating sufficient 
assets to pay benefits when due. 

The Schedule of Employer Contributions presents historical trend information about the actuarially 
determined contribution and the actual contributions made. The Schedule of Annual Money-Weighted 
Rate of Return presents investment performance, net of pension plan investment expense, adjusted for the 
changing amounts actually invested. 

Methods and Assumptions Used to Establish Actuarially Determined Contribution Rates 

The following actuarial methods and assumptions were used to determine the fiscal year 2020-21 contribution 
rates reported in the Schedule of Employer Contributions: 
 (dollar amounts expressed in thousands) 

Valuation date: Actuarial valuation report as of June 30, 2019  
Actuarial cost method: Entry Age Actuarial Cost Method 
Amortization method: Level percentage of payroll (3.25% payroll growth assumed) 
Remaining amortization period: 16 years (declining) as of June 30, 2019, for the outstanding balance of 

the June 30, 2012 UAAL. The UAAL established as a result of the Early 
Retirement Incentive Program for Law Enforcement Managers 
Association (LEMA) members is amortized over a 10-year period, 
beginning June 30, 2010. Effective June 30, 2013, any changes in UAAL 
due to actuarial gains or losses or due to changes in actuarial 
assumptions or methods will be amortized over a 20-year closed 
period effective with each valuation. Any change in UAAL that arises 
due to Plan amendments will be amortized over its own declining 15-
year period and any change in UAAL due to retirement incentive 
programs will be amortized over a declining period of up to 5 years. 

Asset valuation method:  The fair value of assets less unrecognized returns (gains or losses) in 
each of the last six years. Unrecognized return is equal to the 
difference between actual and expected returns on a fair value basis 
and is recognized over a rolling seven-year period. The deferred return 
is further adjusted, if necessary, so that the actuarial value of assets will 
stay within 30% of the fair value of assets.  

Actuarial assumptions:  
Investment rate of return:  7 .00%, net of pension plan investment expense, including inflation 
Inflation rate: 3.00% 
Projected salary increases: 4.5% - 10.75% varying by service, including inflation 
Assumed post-retirement benefit increase:  Miscellaneous Tier 1 3.00%  

 Miscellaneous Tier 2 0.00% 
 Miscellaneous Tier 3 2.00% 
 Miscellaneous Tier 4 2.00% 
 Miscellaneous Tier 5 2.00% 
 Safety Tier 1 3.00% 
 Safety Tier 2 2.00% 
 Safety Tier 3 2.00% 
 Safety Tier 4 2.00% 
Other assumptions: Same as those used in June 30, 2019, funding actuarial valuation. 
Other information:  All members with membership dates on or after January 1, 2013, enter 

the new tiers (i.e. Miscellaneous Tier 5 and Safety Tier 4) created by the 
California Public Employees’ Pension Reform Act of 2013 (PEPRA). 
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Changes in Methods and Assumptions Used to Determine the ADC 

Valuation date as of June 30: 

2020 • The inflation rate was reduced from 3 .25% to 3 .0% to reflect the gradual decline of average inflation 
rates over the last several years. 

 • The investment rate of return was reduced from 7 .50% to 7 .00% to reflect the projected real rate of 
return for the next 10-15 years based on SCERS’ asset allocation model and risk tolerance. 

 • The salary increase assumption was adjusted slightly to reflect past experience. 
 • The retirement rates were adjusted to be more in line with the experience. 
 • The mortality rates were adjusted and a generational approach was used to reflect a slight mortality 

improvement. 
 • Termination rates were adjusted to reflect lower incidence of termination, with a lower proportion 

electing to receive a deferred vested benefit. 
 • The disability rates were adjusted to reflect slightly lower incidence of disability for Miscellaneous and 

Safety members. 
 • An assumption was introduced for new Miscellaneous disabled retirees to anticipate conversions of 

unused sick leave at retirement. 

2017 • The inflation rate was reduced from 3.25% to 3.0% to reflect the gradual decline of average inflation 
rates over the last several years.  

 • The investment rate of return was reduced from 7.50% to 7.00% to reflect the projected real rate of 
return for the next 10-15 years based on SCERS’ asset allocation model and risk tolerance.  

 • The salary increase assumption was adjusted slightly to reflect past experience.  
 • The retirement rates were adjusted to be more in line with the experience.  
 • The mortality rates were adjusted and a generational approach was used to reflect a slight mortality 

improvement.  
 • Termination rates were adjusted to reflect lower incidence of termination, with a lower proportion 

electing to receive a deferred vested benefit.  
 • The disability rates were adjusted to reflect slightly lower incidence of disability for Miscellaneous and 

Safety members.  
 • An assumption was introduced for new Miscellaneous disabled retirees to anticipate conversions of 

unused sick leave at retirement. 

2014 • The mortality rates were adjusted to reflect a slight mortality improvement.  
 • Termination rates were adjusted to reflect lower incidence of termination, with a higher proportion 

electing to receive a deferred vested benefit.  
 • Years of service instead of age was used in determining and applying the merit and promotional rates 

of salary increase.  

2013 • Actuarial cost method changed from Aggregate Entry Age Normal Cost Method to Individual Entry Age 
Normal Cost Method.  

 • Changes to the amortization periods used for various future changes in liability.  
 • UAAL established as a result of Early Retirement Incentive Program for Sacramento County Law 

Enforcement Managers Association (LEMA) is amortized over a 10-year period beginning June 30, 2010.  
 • UAAL as a result of actuarial gains or losses as of June 30 will be amortized over a 20-year period.  
 • UAAL as a result of changes in actuarial assumptions or methods to be amortized over a 20-year period. 
 • Change in UAAL as a result of Plan amendments to be amortized over a 15-year period.  
 • UAAL as a result from retirement incentive programs will be amortized over a period up to 5 years. 
 • The retirement rates were adjusted to reflect slightly later retirements.  

2012 • Inflation assumption decreased from 3.50% to 3.25%. 
 • Salary increase assumption decreased from 5.65% to 5.40%. 
 • Cost-of-living adjustment increase assumption for Tier 1 decreased from 3.40% to 3.25%. 
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SACRAMENTO COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
  FOR THE YEAR ENDED JUNE 30, 2021 

(Dollar Amounts Expressed In Thousands) 

SCHEDULE OF ADMINISTRATIVE EXPENSES 

Type of expense:  2021 
Salaries and benefits  $5,585 

County allocated expenses  1,143 

Professional services  751 

Rent and lease  530 

Information technology  632 

Printing and postage  190 

Pension payroll services  177 

Insurance liability  96 

Other  61 

Total administrative expenses  $9,165 

 

SCHEDULE OF INVESTMENT FEES AND EXPENSES 

Type of investment expense:  2021 
Equity  $15,626 

Fixed Income  5,279 

Real assets  25,829 

Real estate  13,637 

Absolute return  32,894 

Private credit  10,834 

Private equity  109,027 

Custodian fees  495 

Investment consulting fees  1,389 

Other investment expenses and fees  2,045 

Total investment fees and expenses  $217,055 

 

SCHEDULE OF PAYMENTS TO CONSULTANTS 

Type of service:  2021 
IT consulting*  $3,283 

Legal  746 

Actuarial  282 

Medical consulting  140 

Audit  75 

Total payments to consultants  $4,526 

 

* IT Consulting also includes payments to consultants related to SCERS' IT Modernization Project and these costs have  
been capitalized. 
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REQUIRED COMMUNICATIONS TO THE MEMBERS OF THE AUDIT 
COMMITTEE AND BOARD OF RETIREMENT IN ACCORDANCE  

WITH PROFESSIONAL STANDARDS (SAS 114) 

To the Audit Committee and Board of Retirement of the 
Sacramento County Employees’ Retirement System 
Sacramento, California 

We have audited the financial statements of the Sacramento County Employees’ Retirement System 
(SCERS) as of and for the fiscal year ended June 30, 2021, and have issued our report dated November 
18, 2021. Professional standards require that we provide you with information about our responsibilities 
under auditing standards generally accepted in the United States of America and Government Auditing 
Standards, as well as certain information related to the planned scope and timing of our audit. We have 
communicated such information in our letter to you dated June 23, 2021. Professional standards also 
require that we communicate to you the following information related to our audit. 

Significant Audit Matters 

Qualitative Aspects of Accounting Practices 
Management is responsible for the selection and use of appropriate accounting policies. The significant 
accounting policies used by SCERS are described in Note 2, Summary of Significant Accounting Policies, 
to the financial statements. As described in Note 2 the financial statements, SCERS adopted 
Governmental Accounting Standards Board (GASB) Statement No. 84 – Fiduciary Activities during the 
fiscal year ended June 30, 2021. We noted no transactions entered into by SCERS during the fiscal year 
for which there is a lack of authoritative guidance or consensus. All significant transactions have been 
recognized in the financial statements in the proper period. 

Accounting estimates are an integral part of the financial statements prepared by management and are 
based on management’s knowledge and experience about past and current events and assumptions 
about future events. Certain accounting estimates are particularly sensitive because of their significance 
to the financial statements and because of the possibility that future events affecting them may differ 
significantly from those expected. The most sensitive estimates affecting SCERS’ financial statements 
were: 

 Management’s estimate of the fair value of investments, which was derived by various
methods as detailed in the notes to the financial statements. We evaluated the key factors
and assumptions used to develop the estimate of the fair value of investments in determining
that it is reasonable in relation to the financial statements taken as a whole.

 The contribution amounts, as detailed in the notes to the financial statements, which are
based on the long-term expected rate of return on pension plan investments and actuarial
assumptions and methods.  We evaluated the key factors and assumptions used to develop
the estimates of the contribution amounts in determining that they are reasonable in relation
to the financial statements taken as a whole.
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Certain financial statement disclosures are particularly sensitive because of their significance to financial 
statement users. The most sensitive disclosures affecting the financial statements were:  
 

 The disclosures for cash and investments in Note 2 and Note 3 to the financial statements, 
Summary of Significant Accounting Policies and Cash and Investments, respectively, were 
derived from SCERS’ investment policy.  Management’s estimate of the fair value of 
investments was derived by various methods as detailed in the notes.  
 

 The disclosures related to the funding policy, net pension liability, and actuarial methods and 
assumptions in Note 4, Pension Liability and Significant Assumptions, and Note 5, 
Contributions Required and Contributions Made, were derived from actuarial valuations, 
which involved estimates of the value of reported amounts and probabilities about the 
occurrence of future events far into the future.  

 
The financial statement disclosures are neutral, consistent, and clear. 
 
Difficulties Encountered in Performing the Audit 
We encountered no significant difficulties in dealing with management in performing and completing our 
audit. 
 
Corrected and Uncorrected Misstatements 
Professional standards require us to accumulate all known and likely misstatements identified during the 
audit, other than those that are clearly trivial, and communicate them to the appropriate level of 
management. The attached schedule summarizes uncorrected misstatements of the financial statements. 
Management has determined that their effects are immaterial, both individually and in the aggregate, to 
the financial statements taken as a whole. 
 
Disagreements with Management 
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or 
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial 
statements or the auditor’s report. We are pleased to report that no such disagreements arose during the 
course of our audit. 
 
Management Representations 
We have requested certain representations from management that are included in the management 
representation letter dated November 18, 2021. 
 
Management Consultations with Other Independent Accountants 
In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application 
of an accounting principle to SCERS’ financial statements or a determination of the type of auditor’s 
opinion that may be expressed on those statements, our professional standards require the consulting 
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge, 
there were no such consultations with other accountants. 
 
Other Audit Findings or Issues 
We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as SCERS’ auditors. However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a 
condition to our retention. 
 
Other Matters 
We applied certain limited procedures to the Management’s Discussion and Analysis, Schedule of 
Changes in Net Pension Liability and Related Ratios, Schedule of Employer Contributions, Schedule of 
Annual Money-Weighted Rate of Return, and Notes to the Required Supplementary Information (RSI), 
which are RSI that supplement the basic financial statements. Our procedures consisted of inquiries of 
management regarding the methods of preparing the information and comparing the information for 
consistency with management’s responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during the audit of the basic financial statements. We did not audit the RSI and 
do not express an opinion or provide any assurance on the RSI. 
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We were engaged to report on the Schedule of Administrative Expenses, Schedule of Investment Fees 
and Expenses, and Schedule of Payments to Consultants, which accompany the financial statements but 
are not RSI. With respect to this other supplemental information, we made certain inquiries of 
management and evaluated the form, content, and methods of preparing the information to determine 
that the information complies with accounting principles generally accepted in the United States of 
America, the method of preparing it has not changed from the prior period, and the information is 
appropriate and complete in relation to our audit of the financial statements. We compared and reconciled 
the other supplemental information to the underlying accounting records used to prepare the financial 
statements or to the financial statements themselves.  
 
We were not engaged to report on the introductory, investment, actuarial, and statistical sections, which 
accompany the financial statements but are not RSI. Such information has not been subjected to the 
auditing procedures applied in the audit of the basic financial statements, and accordingly, we do not 
express an opinion or provide assurance on it. 
 
Restriction on Use 
 
This information is intended solely for the use of the Audit Committee, Board of Retirement, and 
management of SCERS and is not intended to be, and should not be, used by anyone other than these 
specified parties.  
 

BROWN ARMSTRONG  
ACCOUNTANCY CORPORATION 
 

  
 
 
 
 
 
Stockton, California 
November 18, 2021 
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SCERS
Uncorrected Misstatements
6/30/2021

Account Debit Credit

Private Equity
Net appreciation in fair value of investments -$                       9,652,878$        

Real Estate
Net appreciation in fair value of investments -                         6,976,061         

Real Assets
Net appreciation in fair value of investments -                         21,139,563        

Net adjustment to investments 37,768,502$        
Net adjustment to net appreciation in fair value of investments 37,768,502$      

The result of the above uncorrected misstatements journal entry is as follows, representing a 0.3% 
increase in the net position of SCERS. 

The uncorrected misstatements are a result of SCERS' cut off procedures for financial reporting and timing 
of the actuarial valuation for Governmental Accounting Standards Board Statement No. 67. Roll forwards 
from March 31st balances were utilized as estimates since June 30th statements from investment 
managers were not available by the cutoff date for financial reporting.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 
 
To the Audit Committee and Board of Retirement of the 
Sacramento County Employees’ Retirement System 
Sacramento, California 
 
 
We have audited, in accordance with the 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, the financial statements of the Sacramento 
County Employees’ Retirement System (SCERS) as of and for the fiscal year ended June 30, 2021, and 
the related notes to the financial statements, which collectively comprise SCERS’ basic financial 
statements, and have issued our report thereon dated November 18, 2021. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered SCERS’ internal control 
over financial reporting (internal control) as a basis for designing audit procedures that are appropriate in 
the circumstances for the purpose of expressing our opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of SCERS’ internal control. Accordingly, we do not 
express an opinion on the effectiveness of SCERS’ internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of SCERS’ financial statements will not be prevented, or detected and corrected, on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses may exist that have not been identified. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether SCERS’ financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and agreements, noncompliance with which could have a direct and material effect on the 
financial statements. However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests 
disclosed no instances of noncompliance or other matters that are required to be reported under 
Government Auditing Standards. 
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Purpose of this Report 
 
The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of SCERS’ internal 
control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering SCERS’ internal control and compliance. Accordingly, this 
report is not suitable for any other purpose. 

 
 BROWN ARMSTRONG  
 ACCOUNTANCY CORPORATION 
  
 
 
 
 
 
 
 
Stockton, California 
November 18, 2021 
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AGREED UPON CONDITIONS REPORT DESIGNED TO INCREASE EFFICIENCY, INTERNAL 
CONTROLS, AND/OR FINANCIAL REPORTING (MANAGEMENT LETTER) 

 
 
 

To the Audit Committee and Board of Retirement of the 
Sacramento County Employees’ Retirement System 
Sacramento, California 
 
 
We have audited, in accordance with the 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, the financial statements of the Sacramento 
County Employees’ Retirement System (SCERS), as of and for the year ended June 30, 2021, and have 
issued our report thereon dated November 18, 2021. In planning and performing our audit of the financial 
statements, we considered SCERS’s internal control over financial reporting (internal control) as a basis 
for designing audit procedures that are appropriate in the circumstances for the purpose of expressing 
our opinions on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the SCERS’s internal control. Accordingly, we do not express an opinion on the 
effectiveness of SCERS’s internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected, on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance.  
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. In addition, because of inherent limitations in internal control, 
including the possibility of management override of controls, misstatements due to error or fraud may 
occur and not be detected by such controls. Given these limitations, during our audit we did not identify 
any deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses may exist that have not been identified. 
 
During our audit, we did not identify any deficiencies in internal control that we consider to be significant 
deficiencies. However, significant deficiencies may exist that have not been identified.  
 
Also, during our audit, we became aware of a certain matter that is an opportunity for strengthening 
internal controls and operating efficiencies. The recommendation listed in this report summarizes our 
comments and suggestions regarding this matter.  
 
We will review the status of these comments during our next audit engagement. We have already 
discussed these comments and suggestions with various SCERS personnel, and we will be pleased to 
discuss these in further detail at your convenience, to perform any additional study of these matters, or to 
assist you in implementing the recommendations.  
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Restriction on Use 
 
This report is intended solely for the information and use of the Audit Committee, Board of Retirement, 
and management of SCERS and is not intended to be, and should not be, used by anyone other than 
these specified parties.  
 

BROWN ARMSTRONG 
ACCOUNTANCY CORPORATION 

 
 
 
 
Stockton, California 
November 18, 2021 
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Current Year Agreed Upon Conditions and Recommendations 
 

Agreed Upon Condition 1 – COMPASS 
 
Condition 
 
The County’s general ledger system (COMPASS), which is also utilized by SCERS, contains several 
accounts where transaction detail for the current year includes activity dating to the system’s 
implementation. 
 
Recommendation 
 
We recommend that SCERS implement a process for maintaining open managed accounts to ensure that 
only valid open items are reported in account transaction detail. Valid open items should only include 
outstanding amounts that have no offsetting entry. In addition, SCERS should review the validity of 
remaining open items as of June 30th of each fiscal year going forward.  
 
Management Response 
 
Management concurs with auditor’s recommendation and is currently evaluating the extensiveness and 
scope of this open account clearing project.  Management anticipates this project will involve four primary 
phases, i.e., Phase I—Complete preliminary assessment and evaluation; Phase II—Implement initial 
account clearing to be completed by SCERS’ staff accountants; Phase III— Contract or outsource follow 
on account clearing services to be completed by independent accounting firm; and, Phase IV—Institute a 
periodic closing schedule (e.g., monthly and quarterly) and accompanying management review process.    
 
 

Status of Prior Year Agreed Upon Recommendations 
 
None. 
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November 16, 2021

The Audit Committee of

Sacramento County Employees' Retirement System

We are pleased to present to you the results of our audit of the Sacramento County Employees' Retirement System (SCERS)

financial statements for the fiscal year ended June 30, 2021.

We look forward to presenting the results of the audit and addressing your questions.

Sincerely, 

Ashley Green, CPA | Partner

Brown Armstrong Accountancy Corporation
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Financial Statement Review Process                                                                                                            8
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Scope of Services Presentation to Audit Committee - June 10, 2021

Interim Fieldwork - August 2, 2021

Meeting with Management

Walkthroughs and Understanding of Key Accounting Areas

Remote Testing of Internal Controls

Update Minutes and Agreements

Final Fieldwork - October 4, 2021

Substantiate all Accounts and Balances

Review Confirmation Responses from actuary, custodian, investment managers, and consultants

Audit Wrap up Meeting with Management - October 13, 2021

ACFR Review and Draft Reports - October/November 2021

Draft Reports presented to the Audit Committee - November 16, 2021

Audit Opinions to be Issued - November 18, 2021

AUDIT TIMELINE & CRITICAL DATES



RESULTS OF THE AUDIT

Summary of Opinion

Audit of the SCERS' financial statements 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 (GAS), issued by

the Comptroller General of the United States

Unmodified (Clean) Opinion

Report

Report on Internal Control Over Financial Report and on

Compliance and Other Matters Based on an Audit of Financial

Statements Performed in Accordance with Government

Auditing Standards

No material weaknesses, significant deficiencies, or control

deficiencies noted

No noncompliance noted

Agreed Upon Conditions Report Designed to Increase

Efficiency, Internal Controls, and/or Financial Report

(Management Letter)

1 Recommendation regarding COMPASS



RESULTS OF THE AUDIT

Summary of OpinionReport

Required Communication to the Board and Audit Committee

in Accordance with Professional Standards (SAS 114)

Implemented Accounting Standards - GASB 84, Fiduciary Activities

Significant Estimates and Sensitive Disclosures Reviewed

Fair Value of Investments

Contributions and Net Pension Liability

Based on Actuary Assumptions

Difficulties Encountered in Performing the Audit - None

Corrected and Uncorrected Misstatements - See next slide.

Disagreements with Management - None

Other Audit Findings or Issues - None

Applied limited procedures to Required Supplementary Information

Provided an in relation opinion on Other Supplementary Information



UNCORRECTED MISSTATEMENTS

The uncorrected misstatements are a result of SCERS' cut off procedures for financial reporting and timing of the actuarial valuation for

Governmental Accounting Standards Board Statements No. 67. Rollforwards from March 31st balances were utilized as estimates since

June 30th statements from investment managers were not available by the cutoff date for financial reporting. 

Account

Private Equity 

                    Net appreciation in fair value of investments   

Real Estate

                    Net appreciation in fair value of investments 

Real Assets

                    Net appreciation in fair value of investments 

Debit 

 

$                                       -

 

- 

 

- 

Credit

 

$                     9,652,878

 

6,976,061

 

21,139,563

The result of the above uncorrected misstatements journal entry is as follows, representing a 0.3% increase in the net position of SCERS:

Net appreciation in fair value of investments   

Net adjustment to net appreciation in fair value of investments

$                   37,768,502  

$                   37,768,502



FINANCIAL STATEMENT REVIEW PROCESS

Review Process

Administrative Review

Engagement Team Review

Quality Control Review

GFOA Review



Brown Armstrong Accountancy

Corporation

2423 W. March Lane, Ste. 202

Stockton, CA 95207

          209-888-4751

          agreen@bacpas.com

THANK YOU! QUESTIONS?

Ashley Green, CPA

Partner


	0 - Audit Committee Memo - 2021 Annual Independent Financial Statement Audit Revision (3)
	1 - SCERS ACFR 2020-21 Fiancial Report Committee
	Audit
	MDA
	BasicFinTitle
	Net
	Changes
	BasicNotes
	OtherInfoTitle
	SchedNetChange
	SchedEmpCont
	SchedRoR
	NotesB
	OtherInfoTitle2
	OtherInfo
	SchedAdmin
	SchedInvest
	SchedPay

	2 - SCERS Reports Draft
	3 - SCERS Audit Committee Presentation PDF



