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Comments From SCERA’s Administrator

I am pleased to present this summary of the Annual Financial Report for the year ending December 31, 2009. The
Comprehensive Annual Financial Report (CAFR) provides a more complete overview of SCERA’s financial position
and operating results and is available at the Retirement Association’s office or on-line at www.scretire.com.

Fund Status

SCERA'’s funding objective is to meet long-term benefit obligations through employer and employee contributions
and investment income. The actuarial valuation completed by The Segal company as of December 31, 2009
determined the funding status for the system was approximately 80%. The funded ratio is computed by the actuary
and uses the actuarial value of assets that incorporates smoothing of investment returns over a five-year period. If the
market value of assets were used as of December 31, 2009, the funded ratio of SCERA would be approximately 65%

Cost of Living Adjustment (COLA)

In January 2009, the Administrative Benefits Committee of the Retirement Board (Board) met to consider whether
there were adequate reserves to grant a purchasing power COLA to be implemented in April 2009. Reserve levels had
been negatively impacted by the unusual conditions of the financial markets in 2008 and the resulting impact on
SCERA investment returns. The Board could not recommend a COLA for 2009 due to the inability to fund the COLA
from current reserves. In addition to not having reserves, the final CPI rate for 2008 came in flat at 0.0%. As a result
of the CPI in 2008 there was not a necessity to grant a COLA in 2009 to maintain the purchasing power of retirees.

In January 2010, the Administrative Benefits Committee met to discuss whether there were adequate reserves to grant
a COLA in April of 2010. While 2009 was a rebound year for the SCERA investment program, the reserve levels
continue to be negatively impacted by market conditions in 2008. Despite the Board’s concern over a 2009 inflation
rate of 2.6% they could not recommend a COLA due to the inability to fund the COLA from current reserves.

The Retirement Fund as a Whole

For the year ended December 31, 2009 the SCERA investment portfolio experienced a return of 18.8% compared to a
return of -29.5% for the year ended December 31, 2008. The SCERA fund annualized returns over the last 5, 10 and
15-year periods, were 2.8%, 2.8% and 7.8%, respectively.

Investments

Given market developments over the last year it is not surprising that 2009 was another busy year for investments.
SCERA has policy allocation targets and ranges for its exposure to various asset classes and a rebalancing program
which results in rebalancing back to the targets when the allocation to an asset class reaches the edge of a range. In
more normal environments the Plan may be rebalanced once or possibility twice a year. In the more volatile
environments of the last two years SCERA rebalanced four times in both 2008 and 2009. The first rebalancing of
2009 occurred in early March and was implemented with a derivative overlay program. The overlay program enabled
the rebalancing without requiring SCERA’s bond managers to sell securities that were very illiquid at the time due to
the “Credit Crisis.” The three month overlay program added substantial gains to the Plan’s portfolio. A rebalancing
was effected in September that raised cash for additional investment in core real estate. Those funds were invested in
the UBS Trumbull Property Fund during the quarterly Fund opening as the end of 2009. The last rebalancing program
of the year was in October and moved funds from stocks to bonds. SCERA’s disciplined rebalancing policies
supported the fund fully benefiting from the market rebound in 2009.

2009 was a good year for SCERA’s active manager as they outperformed their target policy benchmark, in aggregate,
by approximately 2.5% after fees. Across managers and asset classes the performance versus respective benchmarks
varied as you would expect as manager styles may be in or out of favor. Compared to the State Street Public Fund
Universe, SCERA’s Plan performed just above the median fund in 2009. SCERA’s modestly higher than average
exposure to stocks, which rebounded strongly in 2009, aided relative performance while the Plan’s higher than
average exposure to real estate, which significantly trailed long-term expectation, hindered relative performance. The
Plan’s long time horizon allows it to manage the modestly higher volatility of a higher allocation to equities. Over a
full market cycle real estate is expected to deliver a return between that of stocks and bonds, and it delivers a
diversification benefit because of lower correlation to other asset classes. The plan’s higher allocation to real estate







PENSION BENEFIT ASSETS AND INVESTMENT RETURNS
(Al $ in Millions) Fiscal Year Ended December 31, 2009

Market
Investment Value
Domestic Equity $ 466.0
Benchmark: Russell 3000
International Equity 231.8
Benchmark: MSCI AC World ex-US
Global Equity 208.3
Benchmark: MSCI AC World
Fixed Income 289.3
Benchmark: BC Aggregate
Real Estate 93.0
Benchmark: NCREIF Index
Cash 44 4
Total SCERA Fund $1,332.8

Benchmark: SCERA Policy Index
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This chart shows the market value at fiscal year end, the actual percent of each asset type as a percentange of
the entire portfolio and the investment returns for I-year, 3-yvear and 5-year periods. The returns are shown
before investment fees and administrative expenses. Benchmarks are market return comparisons for similar
investments to the SCERA investment portfolio. The SCERA Policy Index provides an overall market return
measure for the SCERA fund and represents the weighted average market return for SCERA investment classes.

FUND REVENUE
(All § in Millions)
Fiscal year EI?; gls(i)())lsr Elr,lel Els(i)())]se Net Investment
sty DA Contributions Contributions 0T (JLse)
2009 $47.6 $37.3 $ 226.6
2008 38.6 34.1 (553.4)
2007 343 32.8 129.4
2006 29.4 32.2 196.1
2005 $25.0 $30.6 $ 110.7
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The primary sources of funds to finance retirement benefits are accumulated through income on investments
and through the collection of employee and employer contributions.
Net Investment Income is the total interest and dividends earned by all investments as well as the change in

market value of all investments, less investment fees.



FUND EXPENSES

(All $ in Millions)

Fiscal year Pension Refunds Other Admin
Ending 12/31 Benefits Expense Expense

2009 $91.7 $1.4 $0.4 $2.6

2008 85.3 1.3 0.3 2.5

2007 77.5 1.1 0.4 2.4

2006 69.9 0.8 0.4 2.0

2005 $62.1 $1.2 $0.3 $1.9

The primary uses of assets are the payment of pension benefits to retirees and their beneficiaries, refund of
contributions to former employees, and the cost of administering the system.

SCERA Expenses

B Pension Benefits O Refunds B Administrative
HISTORICAL MEMBERSHIP
Fiscal vear Number of Number of Average Annual
endin ilz 31 Active Retired Members Benefit
8 Members & Beneficiaries Received
2009 3,984 3,570 $26,732
2008 4,193 3,399 25,560
2007 4,248 3,282 24,660
2006 4,194 3,095 23,217
2005 4,230 2,939 $21,812

Membership includes the total number of active employees paying into the plan and the total number of retired
members and beneficiaries drawing monthly pension benefits.

Average Annual Benefit is the average benefit received including the basic retirement pension plus COLAs.

More detailed information can be found in the
CAFR which is available at:

SCERA
433 Aviation Boulevard, Suite 100
Santa Rosa, CA 95403
or on our web site at www.scretire.com.




