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Dear Board Members:

We are pleased to submit this Risk Assessment based on the Actuarial Valuation and Review for the Sonoma County Employees’
Retirement Association (“SCERA”, “the Plan” or “the Association”) as of December 31, 2025.

This risk report has been prepared at the request of the Board of Retirement to assist in administering the Plan. It includes discussion
of the key risks that may have an ongoing influence on the Plan’s financial health, as well as various projections of future results
under different investment return scenarios together with the assumptions adopted for the December 31, 2025 valuation.

The actuarial calculations in this report were completed under the supervision of Emily Klare, ASA, MAAA, Enrolled Actuary.

The actuarial opinions expressed in this report were prepared by Daniel Siblik, ASA, MAAA, FCA, Enrolled Actuary and
Emily Klare, ASA, MAAA, Enrolled Actuary. We are members of the American Academy of Actuaries and we meet the Qualification
Standards of the American Academy of Actuaries to render the actuarial opinion herein.

Sincerely,
Daniel Siblik, ASA, MAAA, FCA, EA Emily Klare, ASA, MAAA, EA
Vice President and Actuary Senior Actuary
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| Section 1: Introduction and Executive Summary

Introduction

The purpose of this report is to assist the Board of Retirement, participating employers and members and other stakeholders to
better understand and assess the risk profile of the Association, as well as the particular risks inherent in using a fixed set of actuarial
assumptions in preparing the results in our December 31, 2025 funding valuation for SCERA.

The results included in our December 31, 2025 funding valuation report for the Plan were prepared based on a specific set of
economic and non-economic actuarial assumptions under the premise that future experience of SCERA would be consistent with
those assumptions. While those assumptions are generally reviewed every three years (with the assumptions from the last triennial
experience study adopted by the Board of Retirement for use starting with the December 31, 2024 valuation), there is a risk that
emerging results may differ significantly as actual experience is fluid and will not completely track current assumptions.

It is important to note that this risk assessment is based on plan assets as of December 31, 2025. The Plan’s funded status does not
reflect short-term fluctuations of the market, but rather is based on the market values on the last day of the plan year. While it is
impossible to determine the market conditions and other demographic experience of the plan in future valuations, the single year
investment return scenario tests included within this report provide an illustration of the impact of short-term market fluctuations on
the plan. Additionally, Segal is available to prepare other scenario-based or stochastic projections upon request.

Actuarial standard of practice on risk assessment

The Actuarial Standards Board approved the Actuarial Standard of Practice No. 51 (ASOP 51) regarding risk assessment when
performing a funding valuation and it was effective with SCERA’s December 31, 2018 actuarial valuation for benefits provided by the
Plan. ASOP 51 requires actuaries to identify and assess risks that “may reasonably be anticipated to significantly affect the plan’s
future financial condition.” Examples of key risks listed that are particularly relevant to SCERA are asset/liability mismatch risk,
investment risk, longevity and other demographic risks. ASOP 51 also requires an actuary to consider if there is any ongoing
contribution risk to the plan; however, it does not require the actuary to evaluate the ability or willingness of contributing entities to
make contributions when due, nor does it require the actuary to assess the likelihood or consequences of future changes in
applicable law.

The actuary’s initial assessment can be strictly a qualitative discussion about potential adverse experience and the possible effect on
future results, but it may also include quantitative numerical demonstrations where informative. The actuary is also encouraged to
consider a recommendation as to whether a more detailed risk assessment would be significantly beneficial for the intended user to
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| Section 1: Introduction and Executive Summary

examine particular financial risks. When making that recommendation, the actuary will consider such factors as the plan’s design, risk
profile, maturity, size, funded status, asset allocation, cash flow, possible insolvency and current market conditions. This report
incorporates a more detailed risk assessment as agreed upon with SCERA.

Plan risk assessment

In Section 2, we start by discussing the historical factors that have impacted SCERA’s funded status and employer contribution rates.
It is important to understand how the combination of decisions and experience has led to the current financial status of the Plan.

We follow this with a discussion of the most significant risk factors going forward. Based on our discussions with SCERA, we have
provided a more detailed risk assessment that illustrates the impact on the funded status and employer contribution rates using
relevant economic scenario tests. These tests illustrate the effect of future investment returns on the Plan’s portfolio coming in
differently from the current 6.75% annual investment return assumption used in the December 31, 2025 valuation.

ASOP 51 also requires disclosure of plan maturity measures and other historical information that are significant to understanding the
risks associated with the Plan and this information is included at the end of Section 2.

Executive summary

Historical funded status and employer contribution rates

The following table provides a summary of financial changes to the Plan over the last 10 valuations. In the December 31, 2016
through December 31, 2025 valuations, on a valuation value basis, the unfunded actuarial accrued liability (UAAL) decreased
primarily as a result of the favorable investment experience ($238 million net decrease) and the strong positive amortization
contributions made at the Actuarially Determined Contribution (ADC) rate effectively paying down the principal UAAL balance ($182
million decrease), partially offset by the strengthening of the actuarial assumptions used in preparing the valuations ($141 million
increase). The aggregate employer contribution rate decreased slightly, primarily as a result of the favorable investment experience
and additional UAAL contributions made by the County, partially offset by the strengthening of the actuarial assumptions. More
details on the impact of actuarial assumption changes on the UAAL and the aggregate employer contribution rate can be found on
pages 8 and 13.

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 segal 5
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Funded Ratio UAAL Funded Ratio UAAL Aggregate Employer
Market Value Market Value Valuation Value Valuation Value Contribution Rate
Valuation Date Basis Basis Basis Basis (% of Payroll)
December 31, 2016 86.0% $392.6 million 85.5% $408.2 million 20.10%
December 31, 2025 106.4% $(261.1) million 94.6% $221.4 million 19.78%

Future funded status and employer contribution rates

In this report, we highlight key factors besides assumption changes that may affect the financial profile of the Plan going forward. As
investment experience in the past 10 years has had a significant impact on the funded status and employer contribution rates, we
have provided deterministic projections under hypothetical favorable and unfavorable future market experience so that the impact of
market performance for 2026 can be better understood.

Under the unfavorable (0.00%), baseline (6.75%), and favorable (13.50%) hypothetical market return scenarios for 2026, the Plan
would be expected to reach full funding in 2030. There is no difference in when the Plan would reach full funding between the
unfavorable, baseline, and favorable scenarios because any amount earned above the assumed rate (after asset smoothing) has
been accumulated in the Interest Fluctuation Reserve. An additional discussion about the accumulation of amount earned in the
Interest Fluctuation Reserve and more details on the impact of various investment experience for 2026 can be found in the Scenario
tests subsection starting on page 17.

The results of our deterministic projections show that the Board’s funding policy is effective in achieving the general policy goal of
long-term full funding of the costs of the benefits paid by SCERA. For purposes of illustration, once the Plan is projected to become
fully funded, the results contained herein do not reflect the amount of additional UAAL contributions (if any) that may be made by the
employees belonging to the bargaining units which have agreed to pay such contributions. Also, we have not taken into account the
financial impact if the Board were to provide an ad-hoc COLA benefit using unapportioned earnings in excess of the statutory 1% of
the market value of assets.

Segal s
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| Section 1: Introduction and Executive Summary

Plan maturity measures

During the past 10 valuations, the Plan has become more mature as evidenced by an overall increase in the ratio of members in pay
status (retirees and beneficiaries) to active members (as shown in Section 2, Chart 9 on page 25) and by an increase in the ratios of
plan assets and liabilities to active member payroll (as shown in Section 2, Chart 10 and Chart 11 on pages 26 and 27). This is
significant for understanding the volatility of both historical and future employer contribution rates because any increase in UAAL due
to unfavorable investment and non-investment experience for the relatively larger group of non-active members would have to be
amortized and funded over the payroll of the relatively smaller group of active members. Put another way, as a plan grows more
mature, its contribution rate becomes more sensitive to investment volatility and liability changes. As the Plan continues to mature
with time, their risk profile will continue to evolve in this way and contributions will grow more sensitive to plan experience.

Y
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| Section 2: Key Plan Risks

Evaluation of historical trends

Change in funded ratio and unfunded actuarial accrued liability

One common measure of SCERA'’s financial status is the funded ratio. This ratio compares the valuation and market value of assets
to the actuarial accrued liabilities (AAL) of SCERA. The UAAL and funded ratios for the Plan for the past 10 valuations from
December 31, 2016 to December 31, 2025 measured using both valuation and market value of assets are shown in Chart 1 on
page 10. After accounting for the strong positive amortization contributions made at the Actuarially Determined Contribution (ADC)
amount, the overall level of funding of SCERA on a valuation basis has increased for the Plan as a result of favorable investment
experience, offset to some degree by the strengthening of the actuarial assumptions. The factors that caused the changes in the
UAAL in the past 10 valuations are shown in Chart 2a on page 11.

The results in Chart 2a illustrate that the investment experience has had the most impact on the UAAL for SCERA, followed by the
strong positive amortization contributions and the strengthening of actuarial assumptions. In particular, the impact on the UAAL for
the Plan from assumption changes reflected in the last 10 valuations are shown in the following table:

UAAL Impact from Assumption Changes

Valuation Date Total UAAL Change
December 31, 2018 $32 million
December 31, 2021 $97 million
December 31, 2024 $12 million
Net Change $141 million

In addition to the assumption changes, Chart 2a also shows unfavorable non-investment experience for the Plan, which included the
impact of the scheduled 18-month delay in implementing the contribution rates determined in the annual valuation. Lastly, this chart
shows that SCERA’s current assumptions and amortization policy requires UAAL contributions that are greater than the interest
charged on the outstanding balance of the UAAL, thus effectively paying down the principal UAAL and avoiding any “negative
amortization” that would have led to an initial increase in the total UAAL.

Segal ¢
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Chart 2b on page 12 displays the aggregate change in unfunded liability by source over the last 10 years. In particular, this chart
shows the continued effort made by SCERA in strengthening the actuarial assumptions. Chart 2b also shows the strength of the
Plan’s adopted funding policy working to reduce the unfunded liability.

It is important to note that SCERA has taken strides in risk management and resulting long-term plan sustainability. This includes
strengthening of assumptions (particularly lowering the expected investment rate of return from 7.25% to 6.75% over the last 10
years and adopting amount-weighted generational mortality) and adopting a funding policy that eliminates negative amortization and
promotes intergenerational equity. While those changes have generally resulted in higher contributions in the short term, in the
medium to longer term they avoid both deferring contributions and allowing unmanaged growth in the UAAL. We believe these
actions are essential for SCERA’s fiscal health going forward. All assumptions will continue to be reviewed in future experience
studies to reflect the Plan’s actual experience as well as future expectations.

"~ Segal o
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| Section 2: Key Plan Risks

Chart 1
UAAL ($ in Millions) and Funded Ratio as of December 31
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Chart 2a

Factors that Changed UAAL for Year Ended December 31

($ in Millions)
= [nvestment Experience mm== Non-Investment Experience mmmm Assumption Changes
Additional UAAL Contributions mmm Expected UAAL Principal Payment Net Total Changes
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"Positive amortization" amounts Investment return from
reflect SCERA's effective 7.00% to 6.75% and other
Investment return from amortization policy that reduces the assumptions
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Represents additional UAAL
($100) contributions made by the County,
2023 also includes over-collected
contributions made by SVFD. -
($150)
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Note: The County made additional UAAL contributions of $7.1 million for 2020, $1.9 million for 2021, $5.8 million for 2022, $4.4
million for 2023, $3.2 million for 2024, and $3.5 million for 2025. Additionally, there was an overcollection of contributions from
SVFD in the amount of $0.1 million for 2023, and those contributions were applied to reduce their UAAL.

"~ Segal 11
Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 hAY g



el
| Section 2: Key Plan Risks

Chart 2b

Factors that Changed UAAL in the December 31, 2016 to 2025 Valuations
($ in Millions)
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Note: This summation of UAAL changes by source does not account for the timing of when they occurred nor any resulting
compounding effects. Also, the investment experience shown is investment returns after asset smoothing compared to the
expected returns.

Y
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Employer contribution rates

The total (normal cost plus UAAL payment) employer contribution rates' determined in the December 31, 2016 to December

31, 2025 valuations are provided in Chart 3 on page 14. This chart shows that the employer normal cost rates for the Plan have
decreased slightly since the December 31, 2016 valuation. These decreases in the normal cost rates are generally due to the plan
changes under the Public Employees’ Pension Reform Act of 2013 (PEPRA) as new members have been enrolled in the lower cost
PEPRA benefit tiers starting on January 1, 2013, offset to some degree by the changes in the actuarial assumptions. Additionally, in
the December 31, 2022 valuation, there was an increase in the employer’s rate by 2.10% of payroll due to the sunset of employee
UAAL contributions starting in June 2024.

It should be noted that active legacy members represented by some of the bargaining groups have agreed to pay additional
employee Normal Cost contributions that are above those determined under the County Employees Retirement Law of 1937 (CERL),
as permitted under PEPRA. As the specific amount of those higher contributions are dependent on the specific bargaining
agreements, this report only reflects the minimum member contribution rates specified in the CERL, consistent with how the
employer normal cost rates have been reported in the annual valuation reports.

The factors that caused the changes in the aggregate employer contribution rate for the Plan are provided in Chart 4 on page 15.

Chart 4 shows that the strengthening of the actuarial assumptions (as detailed in the table below) in the December 31, 2016 through
December 31, 2025 valuations has had the most impact on changing the employer contribution rates for the Plan. The favorable
investment and non-investment experience has helped partially offset the increases in contribution rates from those assumption
changes.

Employer Contribution Rate Impact from Assumption Changes

Aggregate Employer

Valuation Date Contribution Rate Change
December 31, 2018 1.25% of payroll
December 31, 2021 2.38% of payroll
December 31, 2024 0.58% of payroll
Net Change 4.21% of payroll

' There are separate contribution rates determined in the valuation for the General and Safety membership groups and for the different benefit tiers and employers. The aggregate
contribution rates have been calculated based on an average of those rates weighted by the payrolls of the active members reported in those valuations.

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 Segal 13
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Chart 3

Aggregate Employer Contribution Rates Calculated as of December 31
(% of Payroll)
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Factors that Affected Employer Contribution Rates Calculated as of December 31
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| Section 2: Key Plan Risks

Assessment of primary risk factors going forward

As discussed under the evaluation of historical trends section, the UAAL, funded ratios and employer contribution rates have
changed mainly due to changes in actuarial assumptions, investment experience, and non-investment experience in the last 10
valuations.

In general, we anticipate the following risk factors to have an ongoing influence on those metrics in our future valuations:

o Asset/liability mismatch risk — the potential that future plan experience does not affect asset and liability values in the same way,
causing them to diverge.

The most significant asset/liability mismatch risk to SCERA is investment risk, as defined below. In fact, investment risk has the
potential to impact asset/liability mismatch in two ways. The first mismatch is evident in annual valuations; when asset values
deviate from assumptions, those changes are typically independent from liability changes. The second mismatch can be caused
when systemic asset deviations from assumptions may signal the need for an assumption change, which causes liability values
and contribution rates to move in the opposite direction from any change in the expected experience of asset growth rates.

Asset/liability mismatch can also be caused by longevity and other demographic assumption risks, which affect liabilities but have
no impact on asset levels. These risks are also discussed below.

It may be informative to use the asset volatility and liability volatility ratios and associated contribution rate impacts provided in the
following plan maturity measures section when discussing with the employers the effect of unfavorable or favorable actuarial
experience on the assets and the liabilities of SCERA.

¢ Investment risk — the potential that future market returns will be different from the current expected 6.75% annual return
assumption.

The investment return assumption is a long-term, deterministic assumption for valuation purposes even though in reality market
experience can be quite volatile in any given year. We have included deterministic scenario tests later in this section so that
SCERA can better understand the risk associated with earning either more or less than the assumed rate.

The Board has a policy of reviewing the investment return and other actuarial assumptions generally every three years, with the
next triennial experience study (recommending assumptions for the December 31, 2027 actuarial valuation) scheduled to be
performed in 2027.

¢ Longevity and other demographic risks — the potential that mortality or other demographic experience will be different than
expected.

The move to using generational amount-weighted mortality tables that reflect data from public sector retirement plans was first
effective for the December 31, 2021 valuation. As can be observed from Chart 2a on page 11 and Chart 4 on page 15, there has

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 Segal 16
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been an unfavorable impact on the UAAL and a favorable impact on the employer contribution rates due to non-investment related
experience relative to the assumptions used in the last 10 valuations. Future mortality risks should be further mitigated by the
updated tables.

o Contribution risk — the potential that actual future contributions will be different from expected future contributions.

ASOP 51 does not require the actuary to evaluate the ability or willingness of the plan sponsor or other contributing entities to
make contributions to the plan when due. However, it does require the actuary to consider the potential for actual contributions
deviating from expected in the future. SCERA’s employers have a well-established practice of making the ADC determined in the
annual actuarial valuations, based on the Board of Retirement’s Actuarial Funding Policy. As a result, in practice SCERA has
essentially no contribution risk.

Furthermore, when ADCs determined in accordance with the SCERA Actuarial Funding Policy are made in the future by the
employers (and contributions required by the statute are made by the employees), it is anticipated that the Plan would have
enough assets to provide all future benefits promised to the current members enrolled in the Plan, if all of the actuarial
assumptions used in the valuation are met.

ASOP 51 also lists interest rate risk as an example of a potential risk to consider. However, the valuations of the Plan’s liabilities are
not linked directly to market interest rates, so the resulting interest rate risk exposure is minimal.

Scenario tests

Since the funded ratio, UAAL and the employer contribution rates have fluctuated as a result of deviations in investment experience
in the last 10 valuations, in this section we have examined this risk for SCERA using projections under a deterministic approach.

To measure such risk, we have included scenario tests to study the change in the funded status and employer contribution rates if
SCERA were to earn a market return higher or lower than the assumed rate of 6.75% in the fiscal year following the

December 31, 2025 valuation. In Chart 5, Chart 6 and Chart 7 on pages 20 through 22, we show the aggregate employer
contribution rates, funded ratios, and UAAL, respectively, for the Plan, assuming the Plan’s portfolio market return in 2026 will be as
follows:

e Scenario 1: 0.00% market return for 2026
e Scenario 2: 6.75% market return for 2026 (baseline)
e Scenario 3: 13.50% market return for 2026

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 Segal 17
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All other assumptions used in the projections can be found in Appendix A, including the assumption that the Plan will earn the
assumed 6.75% market return per year beginning January 1, 2027 under all three scenarios.

Detailed employer contribution rates, funded ratios and UAAL have been developed for the Plan under each of the three Scenarios.
Those results are shown over a 20-year period and can be found in Appendix B.

The following table summarizes the projected aggregate employer contribution rate changes for the Plan, relative to the aggregate
employer contribution rate of 19.8% in the December 31, 2025 valuation, in the next valuation (i.e., December 31, 2026) as well as in
the December 31, 2030 valuation when all of the investment gains and losses are fully recognized in the (smoothed) valuation value
of assets. These results assume no further assumption changes, method changes or experience that differs significantly from the
assumptions.

Aggregate Employer Contribution Rate Change

0.00% Return 6.75% Return 13.50% Return

Valuation Date for 2026 for 2026 for 2026
December 31, 2026 -0.4% of payroll -0.4% of payroll -0.4% of payroll
December 31, 2030 -10.2% of payroll -10.2% of payroll -10.2% of payroll

Under all three hypothetical market return scenarios for 2026, the Plan would be expected to reach full funding in 2030. There is no
difference in when the Plan would reach full funding between the scenarios because any amount earned above the assumed rate
(after asset smoothing) has been accumulated in the Interest Fluctuation Reserve. Additionally, in developing the employer
contribution rate under the unfavorable (0.00% return for 2026) scenario, we have applied a portion of the amount available in the
Interest Fluctuation Reserve ($115.2 million) to offset the resultant UAAL contribution rate impact. Under the Interest Crediting and
Reserve Policy, the Board has reserved the discretion to designate that all or a portion of the amounts over 1% of the Plan’s market
value of assets be used for payment of the cost of current benefits or other statutory benefits (e.g. ad-hoc COLA). As discussed with
SCERA, for purposes of preparing this report we have assumed that any earning in excess of 6.75% will remain undesignated and
continue to accumulate in the Interest Fluctuation Reserve. While there is essentially no difference in the employer contribution rates,
UAAL and funded ratios under each of these scenarios, the amount available in the Interest Fluctuation Reserve does vary by
scenario as shown in Chart 8 on page 23. Segal is available to model different treatment of the Interest Fluctuation Reserve at the
request of the Board.

While we have not assigned a probability on the 2026 market return coming in at these rates, the Board and other stakeholders

monitoring SCERA can use these results to interpolate in order to estimate the funded status and employer contribution rates for the
December 31, 2026 and next several valuations as the actual investment experience for the 2026 year becomes available.

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 Segal 18
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Additionally, comparable experience in upcoming future years is likely to have a similar impact on the Plan absent any significant
plan or assumption changes.

Surplus management considerations

Depending on the actuarial experience, SCERA could surpass 100% funded within the next 10 years, which would put SCERA “in
surplus.” It is important to keep in mind that in an actuarial funding context, surplus differs from the common dictionary definition of
“an amount left over after all requirements are met” and instead means that a plan is at or ahead of its funding schedule at a specific
measured point in time. In other words, surplus indicates that current assets are sufficient to cover all costs associated with
members’ past service.

The Government Finance Officers Association (GFOA) recommends that every public plan’s funding policy include a specific section
on surplus, described as a “surplus management policy.”" This surplus management policy would be “a proactive policy that helps
guide the plan in the prudent management of potential surplus, including considerations for items such as contribution levels, risk
reduction opportunities, stabilization reserves and benéefit levels.” SCERA'’s funding policy does anticipate the possibility of surplus
and requires any surplus over 120% (and after other conditions in PEPRA are met) to be amortized over a rolling 30-year period,
which is considered an industry model practice.? In addition to the amortization of surplus, the following considerations are
recommended by the GFOA:

o Consider current actuarial assumptions and the level of risk inherent in those assumptions.

o Evaluate possible risk reduction strategies, including the risk-reward tradeoff in the current asset portfolio, along with the plan’s
current funding policies.

e Consider how to mitigate contribution rate volatility in surplus, including buffers3 above 100% funded before amortizing surplus as a
credit, and mechanisms such as smoothing in contribution rate reductions related to surplus.

e Work with the employer to ensure an understanding of what surplus is (and is not) and establish clear guard rails around
acceptable conditions for possible benefit enhancements, especially permanent ones.

Generally, Segal agrees that before reaching 100% funded is the ideal time to consider establishing a formal surplus management
policy which considers future contribution volatility mitigation and other potential risk mitigation strategies. We are available to work
with the Board on any surplus management considerations that may be desired in addition to those already included in SCERA's
Actuarial Funding Policy.

1 See GFOA's Best Practice on “Core Elements of a Funding Policy for Governmental Pension and OPEB Plans”.
2 See the Conference of Consulting Actuaries’ white paper on “Actuarial Funding Policies and Practices for Public Pension Plans”.
3 As previously mentioned, SCERA'’s funding policy already includes a buffer of 20% (along with other conditions in PEPRA being met), before any surplus can be amortized.
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Chart 5

Projected Employer Contribution Rates Under Hypothetical Market Return Scenarios for 2026
(% of Payroll)
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Chart 6

Projected Funded Ratios Under Hypothetical Market Return Scenarios for 2026
(Valuation Value of Assets Basis)
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Chart 7

Projected UAAL Under Hypothetical Market Return Scenarios for 2026
(Valuation Value of Assets Basis — $ in Millions)
—&—Scenario #1: Return at 0.00% (2026), 6.75% thereafter
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Plan maturity measures that affect primary risks

The annual actuarial valuation considers the number and demographic characteristics of covered members, including active
members and non-active members (inactive members, retirees and beneficiaries). Over the past 10 valuations, SCERA has become
more mature as indicated by the continued increase in the ratio of non-active to active members covered by the Plan as shown in
Chart 9 on page 25. The chart also shows the ratio of members in pay status (retirees and beneficiaries) to active members. This
ratio excludes the inactive members who have relatively smaller liabilities. The increase in the ratios is significant because any
increase in UAAL due to unfavorable future investment and non-investment experience for a plan with a relatively larger group of
non-active members would have to be amortized and funded using the payroll of a relatively smaller group of active members.

Another indicator of a more mature plan is relatively large amounts of assets and/or liabilities compared to active member payroll,
which leads to increasing volatility in the level of required contributions. The Asset Volatility Ratio (AVR), which is equal to the market
value of assets divided by total payroll, provides an indication of contribution sensitivity to changes in the current level of assets and
is detailed for the Plan in Chart 10 on page 26. The Liability Volatility Ratio (LVR), which is equal to the actuarial accrued liability
divided by payroll, provides an indication of the contribution sensitivity to changes in the current level of liability and is also detailed
for the Plan in Chart 11 on page 27. Over time, the AVR should approach the LVR because when a plan is fully funded the assets
will equal the liabilities. As such, the LVR also indicates the long-term contribution sensitivity to the asset volatility, as the Plan
approaches full funding.

For SCERA, the AVR was 7.9 as of December 31, 2025. This means that a 1% asset gain or loss in 2026 (relative to the assumed
investment return) would amount to 7.9% of one year’s payroll. Based on SCERA'’s policy to amortize actuarial experience over 20
years when the Plan has an unfunded liability, this 1% asset gain (or loss) would result in a 0.6% of payroll decrease (or increase) in
the required contribution rate (prior to reflecting the application of SCERA’s interest crediting policy). Similarly, the LVR was 7.4 as of
December 31, 2025, so a 1% liability gain (or loss) would amount to 7.4% of one year’s payroll and would result in a 0.5% of payroll
decrease (or increase) in the required contribution rate.

It is also informative to note that the AVR and LVR for SCERA’s Safety groups are significantly higher than for the General groups.
This means that both investment volatility and assumption changes will have a greater impact on the contribution rates of Safety
groups than General groups. This is illustrated in the following table:

Membership 10% Investment Loss 10% Liability Change
Group AVR Compares to LVR Compares to
General 7.1 71% of payroll 6.7 67% of payroll
Safety 11.2 112% of payroll 10.4 104% of payroll
Combined 7.9 79% of payroll 7.4 74% of payroll
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Chart 9

Ratio of Inactive, Retirees and Beneficiaries (Non-Active) to Active Members and
Ratio of Retirees and Beneficiaries (Pay Status) to Active Members as of December 31
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Asset Volatility Ratios as of December 31

—— General —o— Safety =— Combined

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Y
Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025 hAY Segal 26



el
| Section 2: Key Plan Risks

Chart 11

Liability Volatility Ratios as of December 31
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Appendix A: Actuarial Assumptions and
Methods

Unless otherwise noted, the results included in this report have been prepared based on the assumptions and methods used in
preparing the December 31, 2025 actuarial valuation.

Deterministic projections

The deterministic projections are based on the following assumptions and methods applied in the December 31, 2025 actuarial
valuation:

¢ Non-economic assumptions will remain unchanged.

¢ Retirement benefit formulas will remain unchanged.

e 1937 Act and PEPRA statutes will remain unchanged.

o UAAL amortization method will remain unchanged (i.e., 20-year layers and level percent of pay).

e Economic assumptions will remain unchanged, including the annual 6.75% investment earnings and 3.00% active payroll growth
assumptions.

o Deferred investment gains and losses will be recognized over a five-year period.

¢ |n estimating the benefit payments for the open group, we have assumed that the annual payments will increase by 4% for the
Plan. These assumptions have been developed by analyzing the increase in the actual benefit payments over the last five years,
combined with the projected benefit payments based on the actuarial assumptions described herein for the next five years.

o All other actuarial assumptions used in the December 31, 2025 actuarial valuation will be realized.

For purposes of illustration, the following assumptions have been made:

o As defined in SCERA's interest crediting policy, unapportioned earnings (if any) have been placed in the Interest Fluctuation
Reserve. To the extent that reserve has available funds, it has been used to offset future years in which the Plan's actuarial rate of
return is less than the assumed rate. Otherwise, this reserve has not been used for any other purpose, including the payment of
the cost of current benefits or other statutory benefits (e.g. ad-hoc COLA).

\4
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¢ Once the Association is projected to become fully funded (if applicable), the results contained herein do not reflect the amount of
additional UAAL contributions (if any) that may be made by the employees belonging to the bargaining units which have agreed to
pay such contributions.

¢ Once the Association is projected to become 120% funded (if applicable), the results contained herein do not reflect any potential
reduction in the employer's normal cost contribution as a result of amortizing the surplus over an open 30-year period.

Other considerations

This risk report has been prepared for the exclusive use and benefit of SCERA, based upon information provided by SCERA and
SCERA’s other service providers or otherwise made available to Segal at the time this document was created. The results presented
in this report are intended to provide insight into key plan risks that can inform financial preparation and future decision making.
However, Segal makes no representation or warranty as to the accuracy of any forward-looking statements and does not guarantee
any particular outcome or result. The modeling projections are intended to serve as illustrations of future financial outcomes that are
based on the information available to us at the time the modeling is undertaken and completed, and the agreed-upon assumptions
and methodologies described herein. Emerging results may differ significantly if the actual experience proves to be different from
these assumptions or if alternative methodologies are used. Actual experience may differ due to such variables as demographic
experience, the economy, stock market performance and the regulatory environment.

Segal valuation results are based on proprietary actuarial modeling software. The actuarial valuation models generate a
comprehensive set of liability and cost calculations that are presented to meet regulatory, legislative and client requirements.
Deterministic cost projections are based on a proprietary forecasting model. Our Actuarial Technology and Systems unit, comprising
both actuaries and programmers, is responsible for the initial development and maintenance of these models. The models have a
modular structure that allows for a high degree of accuracy, flexibility and user control. The client team programs the assumptions
and the plan provisions, validates the models, and reviews test lives and results, under the supervision of the responsible actuary.

This risk assessment should only be copied, reproduced, or shared with other parties in its entirety as necessary for the proper
administration of the Plan. This document does not constitute legal, tax or investment advice or create or imply a fiduciary
relationship. SCERA is encouraged to discuss any issues raised with SCERA’s legal, tax and other advisors before taking, or
refraining from taking, any action.
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The following pages display the projection results under the deterministic scenarios shown earlier in this report in a tabular form. In
addition to the assumptions outlined in Appendix A of this report, we have used the following market return assumptions to model the
three hypothetical market return scenarios:

e Scenario 1: Assumed market return of 0.00% for fiscal year 2026, 6.75% market return thereafter

e Scenario 2: Assumed market return of 6.75% for fiscal year 2026, 6.75% market return thereafter

e Scenario 3: Assumed market return of 13.50% for fiscal year 2026, 6.75% market return thereafter

While we have not assigned a probability on the 2026 market return coming in at these rates, SCERA can use these results to
interpolate in order to estimate the funded status and employer contribution rates for the December 31, 2026 and next several

valuations as the actual investment experience for the 2026 year becomes available. Additionally, comparable experience in
upcoming future years is likely to have a similar impact on the Plan absent any significant plan or assumption changes.

Y
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Scenario 1: Assumed market return of 0.00% for 2026, 6.75% thereafter

Ilustration of Projected Valuation Results

Valuation as of Unfunded Actuarial Interest
December 31 Accrued Liability Funded Ratio Employer Rate Fluctuation Reserve
2025 $221,358,811 94.6% 19.78% $115,211,904
2026 183,489,016 95.6% 19.36% 132,125,853
2027 139,897,058 96.8% 18.56% 229,150,193
2028 92,798,499 97.9% 16.48% 292,149,373
2029 43,073,216 99.1% 15.39% 332,414,194
2030 (3,863,745) 100.1% 9.51% 293,070,791
2031 (46,225,137) 101.0% 9.36% 312,853,069
2032 (70,277,150) 101.4% 9.21% 333,970,651
2033 (76,546,970) 101.5% 9.09% 356,513,670
2034 (83,057,871) 101.6% 8.99% 380,578,343
2035 (89,843,666) 101.7% 8.91% 406,267,381
2036 (96,919,257) 101.8% 8.84% 433,690,429
2037 (104,306,492) 101.9% 8.78% 462,964,533
2038 (112,142,627) 102.0% 8.72% 494,214,639
2039 (120,461,613) 102.1% 8.67% 527,574,127
2040 (129,228,749) 102.2% 8.63% 563,185,381
2041 (138,505,668) 102.3% 8.61% 601,200,394
2042 (148,210,437) 102.5% 8.59% 641,781,421
2043 (158,512,077) 102.6% 8.57% 685,101,667
2044 (169,460,237) 102.8% 8.57% 731,346,031
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Scenario 2: Assumed market return of 6.75% for 2026, 6.75% thereafter

Ilustration of Projected Valuation Results

Valuation as of Unfunded Actuarial Interest
December 31 Accrued Liability Funded Ratio Employer Rate Fluctuation Reserve
2025 $221,358,811 94.6% 19.78% $115,211,904
2026 183,489,016 95.6% 19.36% 190,000,665
2027 139,897,059 96.8% 18.56% 364,432,567
2028 92,798,500 97.9% 16.48% 506,157,769
2029 43,073,217 99.1% 15.39% 626,556,068
2030 (3,863,743) 100.1% 9.51% 668,848,603
2031 (46,225,135) 101.0% 9.36% 713,995,884
2032 (70,277,148) 101.4% 9.21% 762,190,606
2033 (76,546,967) 101.5% 9.09% 813,638,472
2034 (83,057,868) 101.6% 8.99% 868,559,069
2035 (89,843,663) 101.7% 8.91% 927,186,806
2036 (96,919,254) 101.8% 8.84% 989,771,915
2037 (104,306,489) 101.9% 8.78% 1,056,581,519
2038 (112,142,624) 102.0% 8.72% 1,127,900,772
2039 (120,461,609) 102.1% 8.67% 1,204,034,074
2040 (129,228,746) 102.2% 8.63% 1,285,306,374
2041 (138,505,664) 102.3% 8.61% 1,372,064,554
2042 (148,210,434) 102.5% 8.59% 1,464,678,911
2043 (158,512,074) 102.6% 8.57% 1,563,544,737
2044 (169,460,234) 102.8% 8.57% 1,669,084,007
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Scenario 3: Assumed market return of 13.50% for 2026, 6.75% thereafter

Ilustration of Projected Valuation Results

Valuation as of Unfunded Actuarial Interest
December 31 Accrued Liability Funded Ratio Employer Rate Fluctuation Reserve
2025 $221,358,811 94.6% 19.78% $115,211,904
2026 183,489,016 95.6% 19.36% 247,875,477
2027 139,897,059 96.8% 18.56% 499,714,940
2028 92,798,500 97.9% 16.48% 720,166,163
2029 43,073,217 99.1% 15.39% 920,697,940
2030 (3,863,743) 100.1% 9.51% 1,044,626,413
2031 (46,225,135) 101.0% 9.36% 1,115,138,696
2032 (70,277,147) 101.4% 9.21% 1,190,410,558
2033 (76,546,966) 101.5% 9.09% 1,270,763,271
2034 (83,057,867) 101.6% 8.99% 1,356,539,792
2035 (89,843,662) 101.7% 8.91% 1,448,106,228
2036 (96,919,253) 101.8% 8.84% 1,545,853,398
2037 (104,306,488) 101.9% 8.78% 1,650,198,502
2038 (112,142,623) 102.0% 8.72% 1,761,586,901
2039 (120,461,608) 102.1% 8.67% 1,880,494,017
2040 (129,228,745) 102.2% 8.63% 2,007,427,363
2041 (138,505,663) 102.3% 8.61% 2,142,928,710
2042 (148,210,432) 102.5% 8.59% 2,287,576,398
2043 (158,512,071) 102.6% 8.57% 2,441,987,805
2044 (169,460,231) 102.8% 8.57% 2,606,821,982
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The following list defines certain technical terms as they relate to SCERA for the convenience of the reader:

Term

Actuarial accrued liability for
actives

Actuarial accrued liability for
retirees and beneficiaries

Actuarial value of assets

Employer normal cost
Funded ratio

Generational mortality

Normal cost

Unfunded actuarial accrued
liability

Valuation value of assets

5991445v7/05012.105

Sonoma County Employees’ Retirement Association — Risk Assessment as of December 31, 2025

Definition

The equivalent of the accumulated normal costs allocated to the years before the valuation date.

Single-sum present value of the lifetime benefits expected to be paid to the existing retirees and beneficiaries.
This sum takes account of life expectancies appropriate to the ages of the annuitants and the interest that the
sum is expected to earn before it is entirely paid out in benefits.

The value of the Plan’s assets that is equal to the market value of assets less unrecognized returns.

Unrecognized returns are equal to the difference between the actual market return and the expected return on
the valuation value and are recognized over a five-year period per SCERA’s funding policy.

The portion of the normal cost to be paid by the employer. This is equal to the normal cost less expected
member contributions.

The ratio of the valuation value of assets to the actuarial accrued liability. Plans sometimes also calculate a
market funded ratio, using the market value of assets, rather than the valuation value of assets.

A generational mortality table provides dynamic projections of mortality experience for each cohort of current
and future retirees. For example, the mortality rate for someone who is 65 next year will be slightly less than for
someone who is 65 this year. In general, using generational mortality anticipates increases in the cost of the
Plan over time as participants’ life expectancies are projected to increase. This is in contrast to updating a static
mortality assumption with each experience study as we had proposed in experience studies prior to 2021.

The amount of contributions required to fund the portion of the level cost of the member’s projected retirement
benefit that is allocated to the current year of service.

The excess of the actuarial accrued liability over the valuation value of assets. This value may be negative, in
which case it may be expressed as a negative unfunded actuarial accrued liability, also called the funding
surplus or an overfunded actuarial accrued liability.

The actuarial value of assets reduced by the value of the non-valuation reserves.

Segal 34



	Section 1: Introduction and Executive Summary
	Introduction
	Actuarial standard of practice on risk assessment
	Plan risk assessment

	Executive summary
	Historical funded status and employer contribution rates
	Future funded status and employer contribution rates
	Plan maturity measures


	Section 2: Key Plan Risks
	Evaluation of historical trends
	Change in funded ratio and unfunded actuarial accrued liability
	Employer contribution rates

	Assessment of primary risk factors going forward
	Scenario tests
	Surplus management considerations

	Plan maturity measures that affect primary risks

	Appendix A: Actuarial Assumptions and Methods
	Deterministic projections
	Other considerations

	Appendix B: Detailed Scenario Test
	Scenario 1: Assumed market return of 0.00% for 2026, 6.75% thereafter
	Scenario 2: Assumed market return of 6.75% for 2026, 6.75% thereafter
	Scenario 3: Assumed market return of 13.50% for 2026, 6.75% thereafter

	Appendix C: Definition of Pension Terms




Accessibility Report





		Filename: 

		RPT_ 05012-105_ SCERA_ Risk Report (ASOP 51)_ December 31_ 2025(5991445.7)_CLIENT.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 2



		Passed manually: 0



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Needs manual check		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Needs manual check		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top



