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Board of Investments

Los Angeles County Employees Retirement Association
300 North Lake Avenue, Suite 820

Pasadena, CA 91101-4199

Dear Members of the Board:

As requested, we have made an actuarial valuation of the Los Angeles County Employees
Retirement Association (LACERA) as of June 30, 2007 for determining the contribution rates
effective July 1, 2008. The major findings of the valuation are contained in this report. This
report reflects the benefit provisions and contribution rates in effect as of June 30, 2007, and
both the Interim Funding Policy and the Retirement Benefit Enhancement Agreement.

In preparing this report, we relied, without audit, on information (some oral and some in writing)
supplied by LACERA's staff. This information includes, but is not limited to, statutory provisions,
employee data, and financial information. In our examination of these data, we have found
them to be reasonably consistent and comparable with data used for other purposes. Since the
valuation results are dependent on the integrity of the data supplied, the results can be
expected to differ if the underlying data is incomplete or missing. It should be noted that if any
data or other information is inaccurate or incomplete, our calculations may need to be revised.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and belief,
this report is complete and accurate and has been prepared in accordance with generally
recognized and accepted actuarial principles and practices which are consistent with the
Actuarial Standards of Practice promulgated by the Actuarial Standards Board and the
applicable Guides to Professional Conduct, amplifying Opinions, and supporting
Recommendations of the American Academy of Actuaries.

We further certify that all costs, liabilities, rates of interest, and other factors for LACERA have
been determined on the basis of actuarial assumptions and methods which are individually
reasonable (taking into account the experience of LACERA and reasonable expectations) and
which, in combination, offer our best estimate of anticipated experience affecting LACERA.
Nevertheless, the emerging costs will vary from those presented in this report to the extent that
actual experience differs from that projected by the actuarial assumptions. The Board of
Investments has the final decision regarding the appropriateness of the assumptions and
adopted them as indicated in Appendix A.

This work product was prepared solely for LACERA for the purposes described herein and may not be appropriate to use for other purposes. Milliman
does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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Actuarial computations presented in this report are for purposes of determining the
recommended funding amounts for LACERA. Actuarial computations under GASB Statement
No. 25 are for purposes of fulfilling financial accounting requirements. The computations
prepared for this purpose may differ as disclosed in our report. The calculations in the enclosed
report have been made on a basis consistent with our understanding of LACERA’s funding
requirements as stated under their Interim Funding Policy, the Retirement Benefit Enhancement
Agreement, and of GASB Statement No. 25. Determinations for purposes other than meeting
these requirements may be significantly different from the results contained in this report.
Accordingly, additional determinations may be needed for other purposes.

Milliman's work product was prepared exclusively for LACERA for a specific and limited
purpose. It is a complex, technical analysis that assumes a high level of knowledge concerning
LACERA'’s operations, and uses LACERA'’s data, which Milliman has not audited. It is not for
the use or benefit of any third party for any purpose. Any third party recipient of Milliman's work
product who desires professional guidance should not rely upon Milliman's work product, but
should engage qualified professionals for advice appropriate to its own specific needs.

We would like to express our appreciation to Mr. Gregg Rademacher, Chief Executive Officer of
LACERA, and to members of his staff, who gave substantial assistance in supplying the data on
which this report is based.

We are members of the American Academy of Actuaries and meet the Qualification Standards
of the American Academy of Actuaries to render the actuarial opinion contained herein.

We respectfully submit the following report, and we look forward to discussing it with you.

Sincerely,

Ko D, %W_ Neen. (AL
Karen |. Steffen, FSA, EA, MAAA Nick J. Collier, ASA, EA, MAAA
Consulting Actuary Consulting Actuary
KIS/NJC/nlo

This work product was prepared solely for LACERA for the purposes described herein and may not be appropriate to use for other purposes. Milliman
does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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Los Angeles County Employees

Retirement Association

Section 1: Summary of the Findings

Overview

2007 Valuation Results

June 30, 2007 June 30, 2006

Required County Contribution Rate 12.40% 12.91%

Funded Ratio 93.8% 90.5%

We are pleased to present the results of the June 30, 2007
triennial actuarial valuation. Several key points are summarized
as follows:

Investment Returns: For the fiscal year ending in 2007, the
fund returned 19.1% on a market basis. This return, in
excess of the assumed rate of 7.75%, combined with the
recognition of a portion of the deferred gains from 2005 and
2006 resulted in a $2.1 billion gain on actuarial assets. This
gain is the key factor affecting this year’s valuation results.

Note that currently a $3.0 billion net investment gain is being
deferred. This is because the asset-smoothing method has
recognized all of the losses from earlier in this decade, but
only a portion of the gains from the prior two years. These
gains will be reflected over the next two valuations.

Funding: The Funded Ratio increased from 90.5% to
93.8%. The investment gain resulted in a 5.4% increase in
the Funded Ratio; however, this was somewhat offset by the
impact of changes in the actuarial assumptions and actual
salary increases that exceeded those assumed.

Contribution Rates: The County normal cost rate increased
from 9.42% to 10.16% primarily due to assumption changes.
The County’s required contribution rate to finance the
Unfunded Actuarial Accrued Liability (UAAL) over 30 years
decreased from 3.49% to 2.24%. The result is a decrease in
the required total contribution rate from the prior valuation of
0.51% (from 12.91% to 12.40% of payroll). The most
important factor causing this decrease was the asset gain,
although this was somewhat offset by changes in the
assumptions and higher than assumed salary increases.

Member Rates: Since this is a triennial valuation, we have
recommended new member contribution rates. The new
assumptions caused increases in the member rates,
particularly at the younger entry ages. The average rate for
contributory members increased from 7.27% to 7.66%.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
M 1 | | IMamn appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other 1
parties who receive this work.
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Summary of the Findings
(continued)

Required In accordance with the Retirement Benefits Enhancement

Contribution Rate Agreement, the required County contribution rate is 12.40% of
payroll. This is equal to the payment of the County normal cost
rate plus a 30-year amortization of the UAAL. It should be noted
that the 12.40% is a weighted average for all LACERA plans.
The actual percent of payroll to be contributed by the County
varies by plan as shown in Exhibit 11.

The new required rate is effective for the fiscal year beginning
July 1, 2008. The 12.40% contribution rate is currently adequate
to maintain the funding of the retirement system benefits based
on the actuarial methods and assumptions used and satisfies the
funding policies adopted by the Board. If the County were to
elect to continue contributing at the current rate of 12.91%, this
would reduce the projected amortization period from 30 years to
21.9 years.

Analysis of Change The following chart shows that the asset gains were the most
significant factor affecting the County contribution rate and the
funded status. However, the impact of the asset gains was
somewhat offset by assumption changes and salary increases
greater than assumed.

County

Sources of Change Contribution Funded
Rate Ratio
June 30, 2006 Actuarial Valuation 12.91% 90.5%
Expected Year-to-Year Change -0.28% 1.0%
Asset Gain/Loss -2.14% 5.4%
Salary / Payroll Variation 0.61% -1.7%
Retiree COLAs Less than Expected 0.00% 0.0%
Assumption Changes 1.34% -1.4%
Other -0.04% 0.0%
Total Change -0.51% 3.3%
June 30, 2007 Actuarial Valuation 12.40% 93.8%

Funding Progress Based on the 2006 valuation, the expected funding status as of

June 30, 2007 was a UAAL amount of $3.28 billion. Reflecting
the change in assumptions, the actual cashflow and assumed
interest, the expected UAAL as of June 30, 2007 was

$3.85 billion. The actual UAAL for the fiscal year ending

June 30, 2007 is $2.46 billion. The decrease was due to a net
experience gain on assets of $2.19 billion, which was offset
somewhat by a loss on liabilities of $0.80 billion. The loss on
liabilities was primarily due to an actual increase in salaries for
continuing active members greater than the assumed rate.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
M 1 | | IMamn appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other 2
parties who receive this work.
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Summary of the Findings
(continued)

Funding Progress One measure of the funding adequacy of the plan is the Funded

(continued) Ratio which compares the value of the Actuarial Value of Assets
(net of certain non-valuation reserves) to the Actuarial Accrued
Liability, for all LACERA plans combined. LACERA had
maintained a Funded Ratio of approximately 100% for 1996-
2002. Due to asset losses recently recognized, the Funded Ratio
decreased significantly in 2003 and 2004. Strong investment
returns over the past several years have resulted in an increase
in the Funded Ratio to 93.8% this year, as shown in the following
graph.

On June 30, 2007, the total Market Value of the fund was $40.9
billion. The Actuarial Value was $37.8 billion and was split
between $0.8 billion of Non-valuation Assets and $37.0 billion of
Valuation Assets. The Valuation Assets are equal to 93.8% of
the $39.5 billion Actuarial Accrued Liability.

All dollar amounts in billions

Market Actuarial Value

Value of Non- Actuarial

Total Valuation Valuation Accrued Funded

Assets Reserves Assets Liability Ratio
1998 $255 $ 35 $ 20.9 $ 21.0 99.5%
1999 28.0 3.7 23.5 22.8 103.3
2000 31.6 4.3 25.4 24.7 102.9
2001 28.4 4.4 26.5 26.5 100.0
2002 26.0 2.0 28.3 28.4 99.4
2003 26.2 1.6 26.6 30.5 87.2
2004 29.5 1.4 27.1 32.7 82.8
2005 32.0 1.1 29.5 34.4 85.8
2006 35.2 0.9 32.8 36.3 90.5
2007 40.9 0.8 37.0 39.5 93.8

Historical Funded Ratios
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Association Assets

Actuarial Balance
Sheet

Summary of the Findings
(continued)

Market Value: The market value of assets has increased over
the past ten years, as a result of contributions and investment
earnings, offset by benefit payments. The average return for the
fund over that period has been 8.4%. The values shown in the
market value column are total assets net of liabilities, and include
all reserves.

Actuarial Assets: The market value of total assets is used in

calculating the actuarial value of assets. Under the actuarial
asset method, the market value returns are smoothed over a
three-year period.

Valuation Reserves: The reserves represent the ownership of
LACERA's assets. The reserves are established in compliance
with the County Employees Retirement Law of 1937 as
administered by the Board of Investments. These assets also
reflect smoothing.

Non-Valuation Reserves: The non-valuation reserves are set
aside for obligations or contingencies. They are not used to fund
the retirement benefits unless explicitly stated. These assets
may also reflect smoothing.

Valuation Assets: This is the combination of the valuation
reserves and the portion of the non-valuation reserves that are
recognized for funding purposes only as allowed under the 2003
Retirement Benefits Enhancement Agreement.

The first step in the valuation process is to compare the total
actuarial assets of LACERA with its total liabilities for all plans.
In this analysis, assets equal those currently on hand, at the
actuarial value, and also expected future contributions by both
the County and members. Liabilities reflect benefits already
earned in the past and those expected to be earned in the future
by current members. This relationship is shown in the following
chart. The Actuarial Accrued Liability (AAL) is the total of these
liabilities less expected future normal cost contributions.

Comparing the current and future assets to the current and
future liabilities, we then determine the annual contribution
amount for the coming fiscal year.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
M 1 | | IMamn appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other 4
parties who receive this work.
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Summary of the Findings
(continued)

Actuarial Balance The 2007 actuarial valuation indicates that LACERA's Valuation

Sheet Assets are less than its AAL. The difference between these two

(continued) values is the UAAL. Itis discussed, along with the effect of the
experience gains and losses, in detail in Section 4, Actuarial
Liabilities.

Liabilities
Future Resources
County NC UAAL Retirees Actives
Future 12% % 44% 55%

L

Member
Contrib
7%

Deferrel

Valuation Vested
Assets 1%
76%
Funding Agreement In 1994, the County and LACERA entered into a funding

agreement that determined how the excess earnings were to be
allocated for 1994-1998 and how County contributions were to
be computed if a UAAL existed. Since LACERA met the funding
requirements of the Funding Agreement in 1994-1998, County
contributions consisted of the Normal Cost contribution only
during that period.

Funding Policy The 1994 Funding Agreement indicated the funding policy to be
followed in 1994 through 1998. It only describes the
amortization of any UAAL amounts for 1999-2008. During 2000,
the Board discussed a long-term funding policy and established
a method of allocating earnings on the various reserve funds
under their Interim Funding Policy. In 2003, along with adopting
certain benefit enhancements, a Retirement Benefits
Enhancement Agreement set up a new funding policy for the
2002-2008 valuations.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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Summary of the Findings
(continued)

Funding Policy Under the 2002 Retirement Benefits Enhancement Agreement,

(continued) all of the funds in the Contingency Reserve in excess of 1% of
the actuarial value of assets of the entire fund are considered as
part of the Valuation Assets. In addition, in any year in which the
Funded Ratio is less than 100% prior to its inclusion, a portion of
the STAR Reserve is also to be considered as part of the
Valuation Assets. The portion that is not available for treatment
as Valuation Assets is the amount determined to be sufficient to
fund the STAR benefits until July 1, 2009.

Note that, if the entire STAR reserve of $634 million was
excluded from the Valuation Assets, the UAAL would increase by
$622 million. Under this hypothetical scenario, the required
County contribution rate would increase by 0.60% to 13.00%,
and the Funded Ratio would decrease by 1.6% to 92.2%.

The Retirement Benefits Enhancement Agreement was adopted
as a short term funding policy, applicable through the 2008
actuarial valuation.

County Contribution Based on the results of the valuation, the Interim Funding Policy,

Rates and the Retirement Benefits Enhancement Agreement, the
required County contribution rate will decrease for the fiscal year
beginning in 2008 to a rate of 12.40% of pay. A historical
perspective of the County contribution rates is shown in the
following graph.

Required County Contribution Rate

18% 1=
16% H H
14% H H H H
2% HHHF HH e
0% HHHHHH =+ HH
8% THI I THHHE HHHHHL
% oo HHHHHS
2 HHHHHHHH HHHHHL
0% T T T T T T T T T T T T T T T T T T T T

1987 1990 1993 1996 1999 2002 2005
Valuation Year

(As a % of Payroll)

E—= County NC Rate E—3 UAAL Amort. —<— Member Rate
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Summary of the Findings
(continued)

Member Rates Since this is a triennial valuation, we have recommended new
member contribution rates. The new assumptions caused
increases in the member rates, particularly at the younger entry
ages. A summary is shown in the following table.

Member Contribution Rates

Current New Increase
General A
25 4.96% 5.21% 0.25%
35 6.20% 6.39% 0.19%
45 7.61% 7.76% 0.15%
General B
25 6.79% 7.08% 0.29%
35 8.48% 8.71% 0.23%
45 10.43% 10.57% 0.14%
General C
25 5.79% 6.09% 0.30%
35 7.21% 7.46% 0.25%
45 9.02% 9.20% 0.18%
General D
25 5.66% 5.99% 0.33%
35 7.05% 7.34% 0.29%
45 8.82% 9.05% 0.23%
Safety A
25 7.79% 8.21% 0.42%
35 9.73% 9.96% 0.23%
45 11.49% 11.61% 0.12%
Safety B
25 10.18% 10.72% 0.54%
35 12.72% 13.00% 0.28%
45 15.02% 15.16% 0.14%

Member rates for all plans are discussed in Section 5, and the
rates are shown in detail in Appendix D.

] e This work product was prepared solely for LACERA for the purposes described herein and may not be
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Summary of the Findings
(continued)

Member Information Payroll has increased since 2006. As of June 30, 2007, the
annualized payroll is $5.89 billion for 92,096 active members.
This increase is a result of a 6.2% increase in average pay and a
3.9% increase in active members.

Membership Count

100,000

80,000 —

60,000 —

40,000

20,000

1996 1998 2000 2002 2004 2006

O Active O Retired

Retired member counts and average retirement benefit amounts
continue to increase steadily. For 2007, there were 51,392
retired members and beneficiaries with an average benefit of
$3,013 per month. This represents a 0.8% increase in count and
a 4.0% increase in the average monthly benefit.

Average Monthly Retirement Benefit
$6,000 -

$5,000 - —
$4,000 - ]
$3,000 -
$2,000 -
$1,000 -

$0 T T T T T T T
1996 1998 2000 2002 2004 2006

O General O Safety
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Summary of the Findings
(continued)

Analysis of Change The following table summarizes the year-to-year change in
in Member member population. In addition to the movement shown below,
Population 583 members (592 last year) transferred from Plan E to Plan D

during the past year; and 176 members (160 last year)
transferred from Plan D to Plan E.

Active Deferred Retirees,
Contributing Vested Disabilities, &
Members Members Beneficiaries
June 30, 2006 Valuation 88,631 7,459 50,992
Termination without Refund (930) 930 -
Termination with Refund (1,642) (93) -
Active/Deferred Death with Annuity (64) (37) 101
Service Retirement (1,491) (260) 1,751
Disability Retirement (160) 3 163
Retiree Death without Beneficiary - - (1,613)
New Entrants 7,664 - -
Rehires 88 (86) (2)
Total Change 3,465 451 400
June 30, 2007 Valuation 92,096 7,910 51,392
Sensitivity to The valuation results are projections based on the actuarial
Investment Return assumptions. Actual experience will differ from these

assumptions, either increasing or decreasing the ultimate cost.
Of the assumptions, the investment return generally has the
biggest impact. The following chart provides a simple analysis
on how the costs are affected by the investment return

assumption.
Investment Return Assumption
Current +0.5% -0.5%
7.75% 8.25% 7.25%
County Contribution Rate 12.40% 8.83% 16.16%
Change -3.57% 3.76%
Funded Ratio 93.8% 99.7% 88.0%
Change 5.9% -5.8%
Summary Valuation The following Exhibit 1 presents a summary of key data
Results elements on June 30, 2007 and June 30, 2006, and how they

changed over the past year. More detail on each of these
elements can be found in the following Sections and Exhibits of
this report.
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Los Angeles County Employees

Retirement Association

Exhibit 1: Summary of Significant Valuation Results
Percentage
June 30, 2007 June 30, 2006 Change
l. Total Membership
A. Active Members 92,096 88,631 3.9%
B. Retired Members & Beneficiaries 51,392 50,992 0.8%
C. Vested Terminated Members 7911 7,458 6.1%
D. Total 151,399 147,081 2.9%
1. Pay Rate as of June 30, 2007
A. Annual Total ($millions) $ 5,886 $ 5,333 10.4%
B. Monthly Average $ 5,326 $ 5,014 6.2%
Ill.  Average Monthly Benefit Paid to
Current Retirees and Beneficiaries
A. Service Retirement $ 3,073 $ 2,961 3.8%
B. Disability Retirement $ 3,668 $ 3,496 4.9%
C. Surviving Spouse and Dependents $ 1,927 $ 1,842 4.6%
D. Total $ 3,013 $ 2,898 4.0%
IV. Actuarial Accrued Liability
A. Active Members $ 17,106 $ 14,882 14.9%
B. Retired Members $ 21,778 $ 20,682 5.3%
C. Vested Terminated Members $ 619 $ 695 (11.0)%
D. Total $ 39,503 $ 36,259 8.9%
V. Assets
A. Market Value of Fund ($millions) $ 40,908 $ 35,186 16.3%
B. Actuarial Value ($millions)
1. Valuation Reserves $ 37,042 $ 32,820 12.9%
2. Non-valuation Reserves $ 835 $ 930 (10.2)%
C. Annual Investment Return
1. Market Basis 19.1% 13.0% na
2. Valuation (Actuarial) Basis 14.5% 13.5% na
VI. Unfunded Actuarial Accrued Liability
or Surplus Funding ($millions) $ 2,461 $ 3,439 (28.4)%
VII. Required County contribution rate for all plans
combined as a percent of total payroll
A. Gross Normal Cost 15.67% 14.54% 7.8%
B. Member Contributions (5.51)% (5.12)% 7.6%
C. County Normal Cost 10.16% 9.42% 7.9%
D. UAAL Amortization 2.24% 3.49% (35.8)%
E. Total Required Contribution 12.40% 12.91% (4.0)%
VIII. Funded Ratio 93.8% 90.5% 3.6%
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Los Angeles County Employees
Retirement Association

Section 2: Scope of the Report

This report presents the actuarial valuation of the Los Angeles
County Employees Retirement Association as of June 30, 2007.
This valuation was requested by the Board. Section 31453 of
the County Employees Retirement Law of 1937 (the 37 Act)
requires an actuarial valuation to be performed at least every
three years for the purposes of setting contribution rates. The
2007 valuation meets this requirement. Additionally, under the
Retirement Benefit Enhancement Agreement, annual valuations
determine the County Contribution rates each year through
2008.

In reading our cover letter, please pay particular attention to the
guidelines employed in the preparation of this report. We also
comment on the sources and reliability of both the data and the
actuarial assumptions upon which our findings depend. Those
comments are the basis for our certification that this report is
complete and accurate to the best of our knowledge and belief.

A summary of the findings resulting from this valuation is
presented in the previous section. Section 3 describes the
assets and investment experience of the System. The assets
and investment income are presented in Exhibits 2-4. Exhibit 5
develops the Actuarial Value of Assets as of June 30, 2007.
Exhibit 6 develops the Valuation Assets used for funding
benefits.

Section 4 describes the benefit obligations of LACERA. Exhibit 7
is the Actuarial Balance Sheet and Exhibit 8a analyzes the
change in UAAL (Surplus Funding). Exhibit 8b shows a history
of these changes.

Section 5 discusses the Member contribution rates.

Section 6 discusses the County contributions needed to fund the
benefits under the actuarial cost method in use.

Section 7 discloses the information required under Statement
No. 25 of the Governmental Accounting Standards Board
(GASB).

Section 8 shows the estimated cash flow of the system, including
a projection of both contributions and benefit payments.
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Scope of the Report
(continued)

This report includes several appendices:

e Appendix A A summary of the actuarial procedures, and
assumptions used to estimate liabilities and
contributions.

e Appendix B A summary of the current benefit structure, as
determined by the provisions of governing law
on June 30, 2007.

e Appendix C  Schedules of valuation data classified by
various categories of plan members.

e Appendix D Member contribution rates by plan.
e Appendix E  Historical information.

e Appendix F A glossary of actuarial terms used in this
report.
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Los Angeles County Employees
Retirement Association

Section 3: Assets

In many respects, an actuarial valuation can be thought of as an
inventory process. The inventory is taken as of the actuarial
valuation date, which for this valuation is June 30, 2007. On that
date, the assets available for the payment of retirement benefits
are appraised. These assets are compared with the actuarial
liabilities, which are generally well in excess of the actuarial
assets. The purpose of the valuation is to determine what future
contributions by the members and County are needed to pay all
expected future benefits.

This section of the report deals with the determination of assets
used for funding purposes. In the next section, the actuarial
liabilities will be discussed. Sections 5 and 6 deal with the
process for determining required contributions based on the
relationship between the actuarial assets and the actuarial
liabilities.

A historical summary of the system’s assets is presented below:

All dollar amounts in billions
Actuarial Value

Market Non-
Value of Valuation  Valuation Total Fund
Total Assets Reserves Assets Return*
1998 $255 NA $20.9 15.5%
1999 28.0 $ 3.7 235 12.9
2000 31.6 4.3 25.4 15.2
2001 28.4 4.4 26.5 -5.2
2002 26.1 2.0 28.3 -5.6
2003 26.2 1.6 26.6 3.6
2004 29.5 1.4 27.1 16.5
2005 32.0 1.1 29.5 11.0
2006 35.2 0.9 32.8 13.0
2007 40.9 0.8 37.0 19.1

*As reported in the Investment Section of the CAFR.

On June 30, 2007, the total market value of the fund, less current
liabilities, was $40.9 billion. The actuarial value of the fund was
determined to be $37.8 billion, including the non-valuation
reserves. The average total fund return for the last ten years is
8.4%.
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Assets
(continued)

Financial Exhibits Exhibit 2 presents a Statement of Plan Net Assets and Exhibit 3
presents a Statement of Changes in Plan Net Assets. Exhibit 4
describes the allocation of LACERA's assets by the various
reserve values determined for accounting purposes as disclosed
in the Comprehensive Annual Financial Report (CAFR).

Exhibits 2-4 are taken directly from data furnished to us by
LACERA in their annual financial report. We have accepted
these tables for use in this report without audit, but we have
reviewed them both for the prior year and the current year for
reasonableness and consistency with previous reports.

Actuarial Asset The actuarial asset method computes the expected market value

Method of assets based on the prior year's market value of assets, the
actual cash flow of contributions and benefit payments, and the
assumed investment rate of return. The current assumed rate of
return is 7.75%, net of all expenses. The difference between the
actual market value and the computed expected market value is
smoothed, or recognized over a three-year period.

Actuarial Value of The development of the June 30, 2007 actuarial value of assets

Assets is shown in Exhibit 5. Note the smoothing process is deferring
investment gains from 2006 and 2007 and is now in a net
actuarial gain position. The result is an actuarial value of assets
less than the June 30, 2007 market value by $3.0 billion. The
following graph shows a historical comparison of the actuarial
and market assets used for valuation purposes.
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Assets
(continued)

Interim Actuarial At the February 14, 2001 Board meeting, the following Interim
Funding Policy Actuarial Funding Policy was adopted:

Earnings for a Plan Year plus recognized investment income,
together with the prior balances in the Contingency Reserve will
be allocated as of the Valuation Date in the following order of
priority:

Priority 1: Allocate to the Member Reserve an amount equal to
one year’s interest at LACERA’s interest crediting
rate, generally the assumed interest rate used in the
actuarial valuation as of the preceding Valuation
Date.

Priority 2: Allocate to the Employer Reserve and the Advanced
Employer Contributions Reserve amounts equal to
one year’s interest at the assumed interest rate used
in the actuarial valuation as of the preceding
Valuation Date.

Priority 3: Allocate to the Contingency Reserve an amount
equal to 1% of Actuarial Value of Assets.

Priority 4: Allocate to the County Contribution Credit Reserve an
amount equal to one year’s interest at the assumed
interest rate used in the actuarial valuation as of the
preceding Valuation Date.

Priority 5: Allocate to the Employer Reserve an amount, if
necessary, when combined with other valuation
Reserves, to provide 100% funding of the Actuarial
Accrued Liability as of the Valuation Date.

Priority 6: Allocate any remaining Earnings as directed by the
Board of Investments.

There were enough earnings for the year and assets in the
contingency reserve to satisfy Priorities 1-4. The remainder was
credited to the Employer Reserve (Priority 5); however, this was
not enough to provide 100% funding of the AAL.

Valuation Assets Valuation Assets are the actuarial value of the fund, less the
value of any reserves which have been set aside for current
liabilities and special benefits that are to be funded outside of the
actuarially determined contribution rates. The 37 Act requires
the Contingency Reserve be set at a minimum of 1.0% of assets.
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Assets
(continued)

Valuation Assets The Retirement Benefits Enhancement Agreement allows a

(continued) portion of the STAR Reserve to also be allocated to the
Valuation Assets, if needed. The estimated value of approving a
permanent STAR benefit through July 1, 2009 is $11.3 million
and should be excluded from the Valuation Assets. Thus, all but
$11.3 million of the June 30, 2007 accounting value of the $634
million STAR Reserve was used to determine the contribution
rates for fiscal year commencing July 1, 2008. The non-valuation
reserve allocations for funding purposes shown in Exhibit 6 are
not the same as those shown in the annual report and in
Exhibit 4.

Note that the County Contribution Credit Reserve is credited with
interest under the Interim Funding Policy as shown in Exhibit 6,
the allocation of Valuation Assets, and is greater than the
accounting value shown in Exhibit 4.

The Retirement Benefits Enhancement Agreement expires on
July 1, 2010. Commencing with the June 30, 2009 valuation, the
funding policy for LACERA shall be determined by the Board of
Investment as it shall deem appropriate.
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Los Angeles County Employees
Retirement Association

Exhibit 2: Statement of Plan Net Assets
For Years Ended June 30, 2006 and 2007

(Dollars in Thousands)

2007 2006

Assets

Cash $ 21,444 $ 72,553
Collateral on Loaned Securities 3,126,337 2,906,455

Receivables
Accounts Receivable — Sale of Investments 393,776 213,906
Accrued Interest and Dividends 137,271 118,188
Accounts Receivable — Other 82,355 79,209
Total Receivables 613,402 411,303

Investments at Fair Value

Stocks 21,936,470 18,817,409
Bonds 10,388,361 8,978,511
Short-Term Investments 1,418,843 1,412,210
Commodities 410,932 -
Real Estate 4,126,103 3,553,426
Mortgages 256,791 231,195
Alternative Assets 2,791,924 2,198,244

Total Investments 41,329,424 35,190,995

Capital Assets Net of Depreciation - -

Total Assets 45,090,607 38,581,306
Liabilities

Accounts Payable — Purchase of Investments 988,225 391,503

Retiree Payroll and Other Payables 203 139

Accrued Expenses 33,988 65,953

Tax Withholding Payable 18,513 17,075

Obligations under Securities Lending Program 3,126,337 2,906,455

Accounts Payable — Other 15,235 14,592

Total Liabilities 4,182,501 3,395,717

Net Assets Held in Trust for Pension Benefits 40,908,106 35,185,589
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Los Angeles County Employees

Retirement Association

Exhibit 3: Statement of Changes in Plan Net Assets

For the Years Ended June 30, 2006 and 2007

(Dollars in Thousands)

2007 2006

Additions
Contributions
Employer $ 751,928 $ 676,667
Member 347,701 296,176
Total Contributions 1,099,629 972,843
Investment Income
From Investing Activities
Net Appreciation/(Depreciation) in Fair Value of Investments 2,760,428 1,078,066
Investment Income 3,794,202 3,107,323
Total Investing Activity Income/(Loss) 6,554,630 4,185,389
Less Expenses From Investing Activities (75,922) (102,415)
Net Investing Activity Income/(Loss) 6,478,708 4,082,974
From Securities Lending Activities
Securities Lending Income 149,925 162,282
Less Expenses From Securities Lending Activities
Borrower Rebates (140,620) (151,758)
Management Fees (829) (1,088)
Total Expenses from Securities Lending Activities (141,449) (152,846)
Net Securities Lending Income 8,476 9,436
Total Net Investment Income/(Loss) 6,487,184 4,092,410
Miscellaneous 1,803 1,582
Total Additions/(Declines) 7,588,616 5,066,835
Deductions
Retiree Payroll 1,773,027 1,777,381
Administrative Expense 43,880 42,469
Refunds 18,038 19,731
Lump Sum Death Benefits 1,589 1,351
Miscellaneous 197 75
Total Deductions 1,836,731 1,841,007
Transfer to OPEB Agency Fund 29,368 66,344
Net Increase/(Decrease) 5,722,517 3,159,484
Net Assets Held in Trust for Pension Benefits Beginning of Year 35,185,589 32,026,105
End of Year 40,908,106 35,185,589
] e This work product was prepared solely for LACERA for the purposes described herein and may not be
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Exhibit 4:

June 30, 2007 June 30, 2006

1.

I

7. Unrealized Investment Portfolio Appreciation

Note: These amounts were determined by LACERA for accounting purposes and are reported in the

Los Angeles County Employees
Retirement Association

Allocation of Assets by Accounting Reserve Amounts

(Dollars in Thousands)

Member Reserves

a. Active Members

b. Unclaimed Deposits

c. Total Member Reserves

Employer Reserves

a. Actual Employer Contributions

b. Advanced Employer Contributions
c. Total Employer Contributions

County Contribution Credit Reserve
STAR Reserve

Contingency Reserve

Total Reserves at Book Value

Total Reserves at Fair Value

June 30, 2007 CAFR.

$ 12,003,875 11,268,431
$ 12,003,875 11,268,431
$ 17,484,630 14,323,464
$ 17,484,630 14,323,464
$ 444,738 544,039
633,626 654,099
412,940 1,227,685

$ 30,979,809 28,017,718
9,928,297 7,167,871

$ 40,908,106 35,185,589

f Milliman

laca0359.doc

parties who receive this work.

25 003 LAC 38/25.003.LAC.10.2007 / KIS/NJC/nlo

This work product was prepared solely for LACERA for the purposes described herein and may not be
appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other

19



Los Angeles County Employees
Retirement Association

Exhibit 5: 3-Year Smoothing of Gains and Losses on Market Value
(Dollars in Thousands)

June 30, 2007 Valuation

Plan Year Benefit Expected Actual
Ending Contributions Payments Market Value Market Value Phase-Out of Gain / (Loss)

06/30/2007 $ 1,099,629 $ 1,822,022 $ 37,162,609 $ 40,908,106 67% x $ 3,745,497 $ 2,496,998

06/30/2006 972,843 1,864,880 33,582,170 35,185,589 33% x 1,603,419 = 534,473
06/30/2005 813,906 1,624,681 30,924,368 32,026,105 0% x 1,101,737 = 0
06/30/2004 29,481,183 = 0
Total Phase-Out of Gain/ (Loss) = $ 3,031,471

Total Market Value of Assets = 40,908,106

Total Actuarial Value of Assets $ 37,876,635

Total Actuarial Value of Assets = Total Market Value of Assets less the Total Phase-Out amount
Phase-Out amounts will be recognized in future years.
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Exhibit 6:

Los Angeles County Employees
Retirement Association

(Dollars in Thousands)

June 30, 2007 June 30, 2006

Allocation of Valuation and Non-Valuation Assets

1. Total Market Value of Assets $ 45,090,607 $ 38,581,306
2. Current Liabilities 4,182,501 3,395,717
3. Net Assets Held in Trust for Pension Benefits $ 40,908,106 $ 35,185,589
4. Market Stabilization Reserve™ 3,031,471 1,436,192
5. Actuarial Value of Fund Assets $ 37,876,635 $ 33,749,397
6. Non-Valuation Reserves®
a. Unclaimed Deposits $ - $ -
b. Contingency Reserve 378,766 337,494
c. Advanced Employer Contributions - -
d. County Contribution Credit Reserve 444,737 557,678
e. Reserve for STAR Program 11,300 34,500
f. Total $ 834,803 $ 929,672
7. Valuation Assets®
a. Member Reserves $ 12,003,875 $ 11,268,431
b. Employer Reserves for Funding Purposes $ 25,037,957 $ 21,551,294
c. Total $ 37,041,832 $ 32,819,725

(1) The Market Stabilization Reserve represents the difference between the Market Value of the fund,
less Current Liabilities, and the Actuarial Value of the fund as determined in Exhibit 5.

(2) The values used for funding purposes for all reserves are based on the Board’s Interim Funding
Policy. Amounts used for funding purposes may differ from those reported in the financial report as
shown in Exhibit 4.
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Los Angeles County Employees
Retirement Association

Section 4: Actuarial Liabilities

In the previous section, an actuarial valuation was compared
with an inventory process, and an analysis was given of the
inventory of LACERA'’s assets as of the valuation date, June
30, 2007. In this section, the discussion will focus on the
commitments of LACERA for retirement benefits, which are
referred to as its actuarial liabilities.

In an active system, the actuarial liabilities will almost always
exceed the actuarial assets. This is usually expected in all but a
fully closed down fund, where no further contributions of any sort
are anticipated. This deficiency has to be provided by future
contributions and investment returns. An actuarial valuation
method sets out a schedule of future contributions that will deal
with this deficiency in an orderly fashion. The determination of
the level of future contributions needed is discussed in the next

section.
Actuarial Balance First, we need to determine the amount of the deficiency. We
Sheet — Liabilities compare the Actuarial Value of the Valuation Assets to the

Actuarial Liabilities. The difference is the amount that needs to
be funded by the Member and County contributions in the future.
Both the current and future assets (contributions) are compared
to the actuarial liabilities in the Actuarial Balance Sheet.

Exhibit 7 contains an analysis of the actuarial present value of all
future benefits for inactive members, (both retired and deferred
vested members), and active members. The analysis is given by
class of membership, by plan and by type of benefit. Note that
for purposes of this exhibit the valuation assets are shown
allocated by plan in proportion to each plan’s reserves (employer
and member).

The actuarial liabilities include the actuarial present value of all
future benefits expected to be paid with respect to each member.
For an active member, this value includes measures of both
benefits already earned and future benefits to be earned. For all
members, active and inactive, the value extends over the rest of
their lives and for the lives of any surviving beneficiaries.

The actuarial assumptions used to determine the liabilities are
based on the results of the 2007 Investigation of Experience
Report. New assumptions were adopted by the Board effective
with the June 30, 2007 actuarial valuation.
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Los Angeles County Employees
Retirement Association

Exhibit 7: Actuarial Balance Sheet — June 30, 2007
(Dollars in millions)

General Safety
LIABILITIES Plan A Plan B Plan C Plan D Plan E Plan A Plan B All Plans
Present Value of Benefits - Inactives
- Retirees and Beneficiaries $ 11,692 $ 149 $ 80 $ 1,310 $ 776 $ 6,810 $ 961 $ 21,778
- Vested Terminated 69 8 3 203 283 2 51 619
- Inactive Total 11,761 157 83 1,513 1,059 6,812 1,012 22,397
Present Value of Benefits - Actives
- Service Retirement $ 2,250 $ 214 $ 133 $ 9,058 $ 4,578 $ 541 $ 4,362 $ 21,136
- Transfer Service (prior LACERA plan) 12 1 2 65 271 4 4 359
- Disability Retirement 54 6 4 775 N/A 229 3,070 4,138
- Death 22 2 2 294 N/A 2 58 380
- Termination (No Refund) * * * 242 152 * 53 447
- Refund of Member Contributions * * * 88 N/A * 11 99
- Active Total 2,338 223 141 10,522 5,001 776 7,558 26,559
Total Actuarial Liabilities $ 14,099 $ 380 $ 224 $ 12,035 $ 6,060 $ 7,588 $ 8,570 $ 48,956
ASSETS
Valuation Assets $ 9,350 $ 426 $ 251 $ 8,511 $ 6,895 $ 4,794 $ 6,815 $ 37,042
PV Future Member Contributions 26 8 6 2,368 * 1 1,107 3,516
PV Future County Normal Cost Contribs. 108 9 6 2,678 1,401 33 1,703 5,938
UAAL or (Surplus Funding) 4,615 (63) (39) (1,522) (2,236) 2,760 (1,054) 2,461
Total Current and Future Assets $ 14,099 $ 380 $ 224 $ 12,035 $ 6,060 $ 7,588 $ 8,570 $ 48,956

* Less than $0.5 million
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Actuarial Liabilities
(continued)

Actuarial Balance All liabilities reflect the benefits effective through June 30, 2007.
Sheet — Liabilities This includes the permanent STAR COLA adopted for 2007 and
(continued) actual benefits and retroactive payments pursuant to the final

Ventura settlement. Also, estimated liabilities of $50 million for
recently settled court cases (Bugh case and Local 1014 case)

are included.
Actuarial Balance For the purpose of the Actuarial Balance Sheet, LACERA’s
Sheet — Assets assets are equal to the sum of:

(a) assets currently available to pay benefits and considered for
funding purposes, the Valuation Assets,

(b) the present value of future contributions expected to be
made by current active Members, and

(c) the present value of future contributions expected to be
made by the County.

Actuarial Cost The Actuarial Balance sheet determines the amount of future

Method contributions that are needed, but the method used to determine
the incidence of when those future contributions are yet to be
made in future years is called the “actuarial cost method”. For
this valuation, the entry age actuarial cost method has been
used. Under this method — or essentially any actuarial cost
method — the contributions required to meet the difference
between current assets and current actuarial liabilities are
allocated each year between two elements:

¢ A normal cost amount; and

¢ Whatever amount is left over, which is used to amortize what
is called the UAAL.

The two items described above — the normal cost and UAAL —
are the keys to understanding the actuarial cost method.

Normal Cost The normal cost is the theoretical contribution rate that will meet
the ongoing costs of a group of average new employees.
Suppose that a group of new employees was covered under a
separate fund from which all benefits and to which all
contributions and associated investment returns were paid.

Under the entry age actuarial cost method, the normal cost
contribution rate maintains the funding of benefits as a level
percentage of pay. If experience follows the actuarial
assumptions precisely, the fund would be completely liquidated
when the last payment to the last survivor of the group was
made.
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Normal Cost
(continued)

Actuarial Accrued

Actuarial Liabilities

(continued)

By applying the normal cost contribution rate to the present value
of salaries expected to be paid in the future, we determine the

present value of future normal cost contributions. Future

contributions are expected to be made by both the Members and

the County. The member contribution rates are determined
based upon requirements established in the 37 Act and the
actuarial assumptions. Based on these member contribution

rates, we determine the present value of future member
contributions. We subtract that value from the total future normal

cost contributions expected, based on the entry age cost

method. The remaining difference is the County’s portion of the
future normal cost contributions.

The difference between the present value of all future obligations

Liability and the present value of the future normal cost contributions is

referred to as the “actuarial accrued liability”. The Actuarial

Accrued Liability is then compared to the value of assets

available to fund benefits, and the difference is referred to as the

UAAL. The results for LACERA for all plans are summarized

below:

Percent
(Dollars in millions) 2007 2006 Change
A. Actuarial present value of all
future benefits for contributing
members, former contributing
members, and their survivors
$ 48,956 $ 44,055 11.1%
B. Actuarial present value of total
future normal costs for current
members $ 9,453 $ 7,796 21.3%
C. Actuarial accrued liability [A-B] $ 39,503 $ 36,259 8.9%
D. Valuation Assets $ 37,042 $ 32,820 12.9%
E. UAAL or Surplus Funding [C-D] $ 2,461 $ 3,439 -28.4%
F. Funded Ratio [D/C] 93.8% 90.5% 3.6%
] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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Actuarial Liabilities
(continued)

Actuarial Accrued It is interesting to note the maturity of LACERA’s fund. Nearly
Liability one half, 45.8%, of the total actuarial obligation (both accrued
(continued) and future benefits) is for retired and deferred vested members.

Of the $26.6 billion in obligations for the active members, the
cost method allocates about two-thirds to service already
rendered. Of course, Plans A-C for general members and Plan
A for safety members are no longer open for new employees.
To the extent those older plans represent more costly plan
benefits, this adds to the weighting for accrued obligations.

Unfunded Actuarial The portion allocated to service already rendered or accrued is
Accrued Liability/ called the Actuarial Accrued Liability. The difference between
Surplus Funding the Actuarial Accrued Liability and the Valuation Assets is called

the Unfunded Actuarial Accrued Liability (UAAL). If a UAAL
amount exists, it usually results from prior years’ benefit or
assumption changes and the net effect of accumulated gains
and losses. If the County had always contributed the current
Normal Cost, if there were no prior benefit or assumption
changes and if actual experience exactly matched the actuarial
assumptions, the present value of all future Normal Cost
contributions would be sufficient to fund all benefits and there
would be no UAAL.

The term "fully funded" is often applied to a system in which
contributions for everyone at the normal cost rate are sufficient to
pay for the benefits of existing employees. More often than not,
systems are not fully funded, either because of past benefit
improvements that have not been completely paid for or because
of actuarial deficiencies that have occurred because experience
has not been as favorable as anticipated. Under these
circumstances, a UAAL exists, implying that past experience has
varied from what was assumed to have occurred based on the
current benefit levels and actuarial assumptions.

However, even if a system does not have a positive UAAL, a
portion or all of the normal cost contribution payments will need
to be continued in order to have sufficient funds to pay future
benefits. The use of the term “fully funded” may seem to imply
no further contributions are required. Therefore, a better term is
a “well-funded” plan. This occurs when the value of the assets
equals or exceeds the Actuarial Accrued Liability and the
difference can be referred to as the Surplus Funding.

Exhibit 7 shows how the UAAL, or Surplus Funding, was derived
for each level of plan benefits. In the Actuarial Balance sheet,
the total actuarial liability for all future benefits must be equal to
the current and future assets.
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Actuarial Liabilities
(continued)

Unfunded Actuarial The Actuarial Balance Sheet for each plan, as well as its UAAL,
Accrued Liability/ or Surplus Funding amount, is based on an estimated allocation
Surplus Funding of the total LACERA Valuation Assets, as disclosed in Exhibit 7.
(continued) The allocation is based on the relative value of each plan's

employer and member reserves as reported to us by LACERA.
These allocations are shown for illustrative purposes only, as the
UAAL contribution rates are assumed paid by the County based
on the valuation results in aggregate.

Funding Adequacy A key consideration in determining the adequacy of the funding
of LACERA is how the UAAL is being funded. If the UAAL
amount is positive, that is, the actuarial accrued liability to be
funded is greater than the Valuation Assets, then the UAAL is
amortized. Under the new Retirement Benefits Enhancement
Agreement with the County, any positive amount as of
June 30, 2002 through 2008 must be amortized over a rolling 30-
year period.

If future experience is more favorable than expected based on
the actuarial assumptions, then LACERA may move to a Surplus
Funding position. Conversely, if experience is less favorable, a
larger UAAL will develop.

Funding Policy The 1994 Funding Agreement applied to valuations in 1994
through 1998. In 2000, an Interim Funding Policy was adopted
as described more fully in Section 3, Assets, and has been
applied since then. The current Retirement Benefits
Enhancement Agreement applies to the 2002 — 2008 valuations.
This valuation reflects the combined funding policy as directed
by those agreements.

Analysis of Change The UAAL, at any date after establishment of a system, is

in Unfunded affected by any actuarial gains or losses arising when the actual
Actuarial Accrued experience of the system varies from the experience anticipated
Liability by the actuarial assumptions used in the valuations. To the

extent actual experience, as it develops, differs from that
expected according to the assumptions used, so also will the
emerging costs differ from the estimated costs.

The funded status of LACERA from 1996 to 2002 remained at
approximately 100%. In the two years following this period, the
funding level decreased significantly due to losses on the
Valuation Assets reflected under the asset-smoothing method.
The last three years the funding level has increased due to the
recognition of current and deferred asset gains under this same
smoothing method.
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Actuarial Liabilities
(continued)

Analysis of Change The 2007 actuarial valuation reflects an actuarial experience
in Unfunded gain of $1.38 billion for the fiscal year just ended. The gain was
Actuarial Accrued mainly due to a $2.19 billion gain on actuarial assets. This was
Liability somewhat offset by a loss due to larger than assumed salary
(continued) increases. The effect of the experience gains and losses on the

UAAL or Surplus Funding is shown in Exhibit 8a. In addition to
the investment return, some other factors which impacted the
liabilities are:

v' Salary Increases — Individual salaries for continuing active
members increased at a rate greater than the valuation
assumption. This resulted in a loss.

v" Mortality Experience — An actuarial loss due to mortality
generally indicates that retired members are living longer
than the current assumption would predict. This year, there
was a small gain due to mortality.

v" Actual CPI versus Assumption — The CPI used for retiree
COLAs was greater than 3%. Thus, all members received
increases in their benefits equal to the assumption (3.0% for
Plan A, 2.0% for Plans B-D, pro-rated portion of 2.0% for
Plan E), and there was no gain or loss due to CPI.

¥" Transfers Between Plans D & E — 583 members
transferred from Plan E to Plan D during the past year. 176
members transferred from Plan D to Plan E. This resulted in
a small increase in liabilities.

v" Improved Retiree Data Reporting — Milliman worked with
LACERA staff to refine the retiree data process. Changes
made in the procedures resulted in an increase in liabilities.

v' Other — Examples of this are gains and losses from
termination, service retirement, disability retirement, death,
service purchases, reciprocity, and data revisions.

Change in Unfunded Exhibit 8b shows the sources of change in the UAAL over the
Actuarial Accrued past five valuations. As is generally the case, the biggest source
Liability - History of change is a return on investments that is either greater than or

less than the assumption, causing asset gains and losses.
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Los Angeles County Employees
Retirement Association

Exhibit 8a: Analysis of Change in Unfunded Actuarial Accrued Liability
(Dollars in millions)

As a Percent of
June 30, 2007

Actuarial
Amount Accrued Liability
Unfunded Actuarial Accrued Liability - June 30, 2006 $ 3,439 8.7%
Increase in UAAL due to new assumptions 515 1.3%
Interest Accrued 267 0.7%
Benefits Accrued (Normal Cost) 882 2.2%
Contributions (with Assumed Interest)
Employer - Cash (781) -2.0%
Employer - Contribution Credit (116) -0.3%
Member 361 -0.9%
Total (1,258) -3.2%
Expected Unfunded Actuarial Acc. Liability - June 30, 2007 $ 3,845 9.7%
Source of Change
Asset (Gains) and Losses
(Gain)/Loss due to investment income (2,187) -5.5%
(Gain)/Loss due to recognition of STAR reserves - 0.0%
Total (2,187) -5.5%
Actuarial (Gains) and Losses
Salary Increases 673 1.7%
CPI Less than Expected - 0.0%
Transfers Between Plan D & Plan E 4 0.0%
Improved Retiree Data Reporting 81 0.2%
Mortality Experience (22) -0.1%
All Other Experience 67 0.2%
Total 803 2.0%
Recognition of Liabilities due to Court Cases - 0.0%
Total Changes (1,384) -3.5%
Unfunded Actuarial Accrued Liability - June 30, 2007 $ 2,461 6.2%
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Exhibit 8b:

Los Angeles County Employees
Retirement Association

(Dollars in millions)

History of Changes in Unfunded Actuarial Accrued Liability

Historical Changes in UAAL / (Surplus)

3,500

2,500 +

1,500 -+

500 -

(500)

Change in $Millions

(1,500)

(2,500)
2003

2004

2005

2006

2007

\l Investment Return O Assumptions & Methods B Benefits @ Year-to-Year Experience **

Prior Valuation UAAL / (Surplus) $

Increase in UAAL due to:

Expected Increase / (Decrease)

Asset (Gains) and Losses
Changes in Benefits*
Changes in Assumptions
Changes in Methods
Salary Increases

CPI Less than Expected
Transfers Between D & E
Mortality Experience

All Other Experience

Total Increase / (Decrease)

Valuation UAAL / (Surplus)
Funded Ratio

* Benefit changes are as follows:

2003 2004 2005 2006 2007 2003-07
175 $ 3910 $ 5611 $ 4,878 3,439 175
(45) 312 128 (31) (109) 255

3,351 871 (790) (1,642) (2,187) (397)
207 50 - 257

697 - - 515 1,212

40 - 81 121

(66) (270) (115) 156 673 378

(31) - - - (31)

29 15 13 10 4 71

90 61 1) (22) (22) 106

129 46 32 40 67 314

3,735 1,701 (733) (1,439) (978) 2,286

$ 3910% 5611 $ 4878 $ 3,439 2,461 2,461
87.2% 82.8% 85.8% 90.5% 93.8% 93.8%

2003: Domestic partner benefits and estimated increase in benefits due to Ventura lawsuit.
2006: Benefits due to Bugh and Local 1014 Court Cases.

** Year-to-Year Experience includes changes due to Salary, CPI, Transfers, Mortality and Other Experience.
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Los Angeles County Employees
Retirement Association

Section 5: Member Contributions

Member contributions are of two types: Normal contributions and
cost-of-living contributions.

Normal contributions for each plan are defined in the following
sections of the County Employees' Retirement Law:

37 Act
Plan Reference Formula
’C\Ilgrnrtnr?l;utions General A 31621.3 1/240th of FAC at age 55
General B 31621.1 1/120th of FAC at age 55
General C 31621 1/120th of FAC at age 60
General D 31621 1/120th of FAC at age 60
General E N/A Plan E is non-contributory
Safety A 31639.5 1/200th of FAC at age 50
Safety B 31639.25 1/100th of FAC at age 50

* FAC = Final Average Compensation

Normal member contributions are determined using the Entry
Age Normal Funding Method and the following actuarial
assumptions:

1. Expected rate of return on assets
2. Individual salary increase rate (wage growth + merit)
3. Mortality for members on service retirement

Effective with the 2007 valuation, the assumed rate of individual
salary increase was changed, necessitating a change in the
member normal rates. Member rates increased, particularly at
the younger entry ages.

Cost-of-Living The determination of the member cost-of-living contributions is

Contributions based on Section 31873 of the County Employees' Retirement
Law. This section requires that the cost of this benefit be shared
equally between members and the County. Unlike the member
normal contributions, these rates are based on the actuarial cost
of the benefits and reflect all assumptions used in the valuation
of liabilities.
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Member Contributions
(continued)

Cost-of-Living As this is a triennial valuation, we are recommending a change in
Contributions the member cost-of-living contribution rates. The cost-of-living
(continued) contributions, expressed as a percentage of the normal rates,
are based on the June 30, 2007 actuarial valuation and are as
follows:
New Old
General Plan A: 79.57% 78.28%
General Plan B: 22.29% 21.96%
General Plan C: 23.97% 23.75%
General Plan D: 21.97% 20.98%
Safety Plan A: 101.27% 100.24%
Safety Plan B: 31.40% 30.86%

The relative magnitude of these amounts reflects the differences
in the normal contribution rates for each plan and the different
cost-of-living benefits offered by the different plans.

A sample of the current member contribution rates (normal plus
cost-of-living) can be found in Exhibit 9.

Full disclosure of the member rates, showing both the normal
and the total (normal plus cost-of-living) contribution rates, can
be found in Appendix D.
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Los Angeles County Employees
Retirement Association

Exhibit 9: Sample Member Contribution Rates

Recommended Rates (Based on 2007 Valuation)

Entry Cost of Total as a Prior Rate Ratio
Age Normal Living % of Pay (Total) (New/Old)

General Members

Plan A 25 2.90% 2.31% 5.21% 4.96% 105%
35 3.56% 2.83% 6.39% 6.20% 103%
45 4.32% 3.44% 7.76% 7.61% 102%
55 4.63% 3.68% 8.31% 8.24% 101%
Plan B 25 5.79% 1.29% 7.08% 6.79% 104%
35 7.12% 1.59% 8.71% 8.48% 103%
45 8.64% 1.93% 10.57% 10.43% 101%
55 9.26% 2.06% 11.32% 11.27% 100%
Plan C 25 4.91% 1.18% 6.09% 5.79% 105%
35 6.02% 1.44% 7.46% 7.21% 103%
45 7.42% 1.78% 9.20% 9.02% 102%
55 8.65% 2.07% 10.72% 10.65% 101%
Plan D 25 4.91% 1.08% 5.99% 5.66% 106%
35 6.02% 1.32% 7.34% 7.05% 104%
45 7.42% 1.63% 9.05% 8.82% 103%
55 8.65% 1.90% 10.55% 10.42% 101%

Safety Members

Plan A 25 4.08% 4.13% 8.21% 7.79% 105%
35 4.95% 5.01% 9.96% 9.73% 102%
45 577% 5.84% 11.61% 11.49% 101%
55 5.80% 5.87% 11.67% 11.57% 101%
Plan B 25 8.16% 2.56% 10.72% 10.18% 105%
35 9.89% 3.11% 13.00% 12.72% 102%
45 11.54% 3.62% 15.16% 15.02% 101%
55 11.59% 3.64% 15.23% 15.13% 101%

Note: A portion of some of the member contribution rates is paid for (“picked up”) by the
County and is not considered part of the member’s contribution account for refund purposes.
Such contributions are referred to as the surcharge amount and are subject to change each
year. The rates shown in the table are prior to any surcharge payments.
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Los Angeles County Employees
Retirement Association

Section 6: County Contributions

Contributions to LACERA are determined using the Entry Age
Normal Cost Funding Method. The portion of the actuarial
present value of retirement benefits allocated to a valuation year
by the Actuarial Cost Method is called the Normal Cost. These
amounts are usually expressed as a percentage of payroll and
called the Normal Cost Contribution Rate. Exhibit 10 illustrates
the Normal Cost Rates by type of benefit and for each plan based
on this valuation. A comparison with last year is also shown.

During the fiscal year 1994-1995, a Retirement Association
Funding Agreement was negotiated with the County. This
agreement resulted in the issuance of approximately $2 billion in
Pension Obligation Bonds, the proceeds of which were used to
fund the UAAL of the Association. The agreement also allowed
that surplus earnings on Association assets for the period July 1,
1994 through June 30, 1998 would be split between the County
(75%) and the STAR program (25%). Those excess earnings
were used to create the County Contribution Credit Reserve,
which can be used by the County to meet its required contribution
requirement without adding in new cash deposits to the fund.

Under the 1994 Funding Agreement, the County’s contribution
rate is set equal to the County’s portion of the Normal Cost
contribution not payable by the member contributions and some
payment towards the UAAL, but only under certain conditions.
From 1995 to 2001, no UAAL contributions were required and the
County contributed only their portion of the Normal Cost
contribution. Under the new 2002 Retirement Benefits
Enhancement Agreement, the County must pay the Normal Cost
contribution adjusted for a portion of either a positive UAAL or a
positive Surplus Funding.

The total calculated County contribution rates for each plan, along
with a comparison to the prior year's computed rates, can be
found in Exhibit 11. These results are expressed as a percentage
of payroll and annual contribution dollars. Note that LACERA’s
UAAL contribution rate is not determined separately for each plan,
but is funded evenly as a percentage of pay over salaries for all
members. The total County contribution rate was 12.91% for the
fiscal year beginning in 2007.

For the fiscal year beginning in 2008, the required rate decreased
to 12.40%. This is equal to the net aggregate calculated normal
cost contribution rate, of 10.16% based on the 2007 valuation,
plus a 30-year amortization payment of the UAAL.
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County Contributions
(continued)

County Contribution (All values as a % of Payroll)

Rate County Normal Cost 10.16%
30-year Amortization of UAAL 2.24
Total County Contribution 12.40%

The 0.51% decrease in the total County contribution rate was
primarily due to the investment gains which caused a 2.14%
decrease in the UAAL rate. This was somewhat offset by
increases in the contribution rate due to changes in assumptions
and salary increases that exceeded the assumption. The UAAL
rate reflects a 30-year amortization from the valuation date and
the one-year deferral in the implementation of the new County
contribution rate effective July 1, 2008.

For the June 30, 2007 actuarial valuation, the normal cost rate
increased due to the changes in assumptions adopted with the
recent investigation of experience.

Apart from the experience study, the change in the calculated
normal cost contribution rates from year-to-year is generally due
to two factors. These factors are listed in order of magnitude
(i.e., experience had the greatest impact this year):

(1) Experience: Normal experience from year-to-year, reflecting
differences in both the weighting between membership
groups and in their characteristics, as well as on what was
assumed to occur during the past fiscal year and what
actually occurred, particularly with respect to salary
increases. Based on current plan provisions, the aggregate
normal cost rate is expected to decrease as a greater
number of members are covered by General Plans D and E
and Safety B. Additionally, as members transfer between
Plan D and Plan E, this will also have an impact.

(2) Contribution Shut-Off: For general members hired prior to
April 1973 and all Safety members, member contributions
are not collected after the member has 30 years of service.
Therefore, the member contributions towards the total annual
normal cost is zero, resulting in a sizable increase in the
County’s share of the normal cost contributions for the years
when the member has more than 30 years of service. The
County’s share of the normal cost rates for those groups can
be expected to increase rather than remain level, as
otherwise expected under the entry age cost method. As
most general members hired prior to April 1973 have now
attained 30 years of service, this statement applies mainly to
Safety groups.
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Los Angeles County Employees
Retirement Association

Exhibit 10: Calculated Normal Cost Contribution Rates — June 30, 2007
General Safety Grand
A. Normal Cost Contribution Rate Plan A Plan B Plan C Plan D Plan E Total Plan A Plan B Total Total
Service Retirement 15.67% 13.54% 12.19% 12.41% 7.81% 10.96% 12.34%  12.08%  12.09% 11.18%
Disability Retirement 1.07% 0.98% 0.94% 1.49% 0.00% 0.95% 12.99% 12.71%  12.72% 3.25%
Death 0.38% 0.36% 0.34% 0.49% 0.00% 0.31% 0.32% 0.29% 0.29% 0.31%
Termination (No Refund) 0.42% 0.30% 0.28% 0.67% 0.62% 0.64% 0.50% 0.57% 0.57% 0.62%
Refund of Member Contributions 0.09% 0.12% 0.11% 0.51% 0.00% 0.29% 0.25% 0.38% 0.37% 0.31%
Total 17.63% 15.30% 13.86% 15.57% 8.43% 13.15% 26.40%  26.03%  26.04% 15.67%
B. Member Contributions (2.86)% (6.75)% (5.88)% (7.02)% 0.00% (4.38)% (0.58)% (10.67)% (10.18)% (5.51)%
C. Net County Normal Cost as of
June 30, 2007 (A) - (B) 14.77% 8.55% 7.98% 8.55% 8.43% 8.77% 25.82%  15.36%  15.86% 10.16%
D. Net County Normal Cost as of
June 30, 2006 14.03% 7.95% 7.65% 7.84% 7.80% 8.15% 23.24% 14.48%  15.00% 9.42%
E. Increase (Decrease) as a
Percentage of Payroll (C) - (D) 0.74% 0.60% 0.33% 0.71% 0.63% 0.62% 2.58% 0.88% 0.86% 0.74%
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Los Angeles County Employees
Retirement Association

Exhibit 11: Total County Contributions

General Safety All
PlanA PlanB PlanC PlanD PlanE Total PlanA PlanB Total Plans

A. Normal Cost

1. Basic Benefits 10.21% 6.84% 6.51% 7.18% 7.10% 7.26% 14.99% 12.52% 12.62% 8.69%

2. Cost-of-Living Benefits 456% 1.71% 1.47% 1.37% 1.33% 1.51% 10.83% 2.84% 3.24% 1.47%

3. Total June 30, 2007 14.77% 855% 7.98% 8.55% 8.43% 8.77% 25.82% 15.36% 15.86% 10.16%
B. UAAL Contribution Rate 224% 2.24% 2.24% 2.24% 2.24% 2.24% 224% 2.24% 2.24% 2.24%
C. Total June 30, 2007 Contribution Rate (A) + (B) 17.01% 10.79% 10.22% 10.79% 10.67% 11.01% 28.06% 17.60% 18.10% 12.40%
D. Total June 30, 2006 Contribution Rate 17.52% 11.44% 11.14% 11.33% 11.29% 11.64% 26.73% 17.97% 18.49% 12.91%

E. Estimated Payroll for fiscal year

beginning July 1, 2008 $ 227 $ 29 $ 20 $2,929 $1,717 $4,922 $ 60 $1,138 $1,198 $6,120
F. Estimated Annual Contribution* (C x E) $ 39 $ 3 % 2 $ 316 $ 183 $ 542 $ 17 $ 200 $ 217 $ 759
G. Last Year's Estimated Annual Contribution $ 42 $ 3 $ 2 $ 292 $ 185 $ 524 $ 17 $ 174 $ 190 $ 714
H. Increase / (Decrease) in Annual Contribution $ 3 $ - $ - $ 24 % (2% 18 $ - $ 26 $ 27 $ 45

* Based upon annualized salary rate as of June 30, 2007 increased by 4.00% wage inflation. Dollar figures in millions.
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Los Angeles County Employees
Retirement Association

Section 7:  Accounting Information

: | GASB reporting standards are required for defined benefit
\\\‘_\.\‘_\ pension plan reporting and disclosures (Statement No. 25).
\ \@ The reporting requirements for Statement No. 25 include certain
i supplementary information that must be added to the financial
T statements. These include:

(1) A Schedule of Funding Progress
(2) A Schedule of Employer Contributions

The Schedule of Funding Progress, Exhibit 12, compares
actuarial assets and liabilities of the System, based on the
actuarial funding method used. The required Schedule of
Employer Contributions, Exhibit 13, compares the employer
contributions required based on the actuarial valuation — the
actuarial required contribution (ARC) — with the employer
contributions actually made. Information shown in this exhibit
comes from LACERA's audited financial statements. The ARC
must be calculated based on certain parameters required for
disclosure purposes.

We believe the actuarial methods and assumptions used in this
valuation to determine the employer’s contribution for funding
purposes satisfy the GASB reporting requirements.

GASB Statement No. 27 is required for pension accounting by
state and local governmental employers.

The comparability of the data from year-to-year can be affected
by changes in actuarial assumptions, benefit provisions,
accounting policies, etc. For example, assumptions were
changed in 2007 based on the triennial Investigation of
Experience.

Exhibit 14 compares the Actuarial Value of Valuation Assets to
the types of Actuarial Accrued Liabilities, applying them first to
Active Member contributions, then to retirees and beneficiaries,
and then the remaining amount to the Active Members benefits.
This is referred to as the Solvency Test. Although not required
under GASB, this test is part of the CAFR guidelines specified by
the Government Finance Officers Association (GFOA).
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Los Angeles County Employees

Retirement Association

Exhibit 12; Schedule of Funding Progress
(All Dollars In Thousands)
(a) (b-a)
Actuarial (b) Unfunded [(b-a)/c]
Value Actuarial Actuarial UAAL as a
Actuarial of Valuation Accrued Accrued (a/b) (c) Percentage of

Valuation Date Assets Liabilities Liabilities (UAAL) Funded Ratio Covered Payroll(l) Covered Payroll
June 30, 1998 $20,851,133 $ 20,959,946 $ 108,813 99.5% $ 3,562,416 3.1%
June 30, 1999 23,536,116 22,784,706 (751,410) 103.3% 3,858,090 -19.5%
June 30, 2000 25,426,507 24,720,380 (706,127) 102.9% 4,107,964 -17.2%
June 30, 2001? 26,490,000 26,489,976 (24) 100.0% 4,398,443 0.0%
June 30, 2002® 28,262,129 28,437,493 175,364 99.4% 4,744,340 3.7%
June 30, 2003 26,564,328 30,474,025 3,909,697 87.2% 4,933,615 79.2%
June 30, 2004? 27,089,440 32,700,505 5,611,065 82.8% 4,919,531 114.1%
June 30, 2005 29,497,485 34,375,949 4,878,464 85.8% 4,982,084 97.9%
June 30, 2006 32,819,725 36,258,929 3,439,204 90.5% 5,205,804 66.1%
June 30, 2007? 37,041,832 39,502,456 2,460,624 93.8% 5,615,736 43.8%

(1) Covered Payroll includes compensation paid to all active employees on which contributions are calculated, as reported by LACERA. Covered Payroll differs
from the Active Member Valuation Payroll shown in Table C-1, which is an annualized compensation of only those members who were active on the actuarial
valuation date. For years prior to 1999, Covered Payroll is estimated.

(2) Assumption changes based on triennial Investigation of Experience.

(3) Benefits were enhanced under MOU package.

. - -
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Los Angeles County Employees
Retirement Association

Exhibit 13: Schedule of Contributions from the Employer
(All Dollars In Thousands)

Actual Employer Contributions

Annual

Fiscal Required Percentage
Year Contribution Transfer from of ARC

Ending (ARC) Cash Payment Reserve Accounts Total Contributed
6/30/1998 $243,489 $9,420 $239,777 $249,197 102%
6/30/1999 317,285 84,226 248,403 332,629 105%
6/30/2000 342,060 130,319 211,832 342,151 100%
6/30/2001 390,679 193,650 197,029 390,679 100%
6/30/2002 414,708 258,884 155,824 414,708 100%
6/30/2003 518,922 324,709 194,213 518,922 100%
6/30/2004 521,978 395,062 126,916 521,978 100%
6/30/2005 750,352 527,810 222,542 750,352 100%
6/30/2006 855,531 676,667 179,368 856,035* 100%
6/30/2007 863,626 751,851 111,775 863,626 100%

* Total actual employer contributions differ from the Annual Required Contribution due to transfers
from CalPERS and certain adjustments for court cases.
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Los Angeles County Employees
Retirement Association

Exhibit 14:  Solvency Test
(Dollars In Millions)

Actuarial Accrued Liabilities for

Active Members Portion of Actuarial Accrued
Actuarial (Employer Liabilities Covered by
Value of Active Member Retirees and Financed Assets
Actuarial Valuation Contributions Beneficiaries” Portion)

Valuation Date Assets (A) (B) (© (A) (B) (©)
June 30, 1998 $ 20,851 $ 2,643 $ 11,268 $ 7,049 100% 100% 98%
June 30, 1999 23,536 2,710 11,863 8,211 100% 100% 109%
June 30, 2000 25,427 3,190 12,922 8,609 100% 100% 108%
June 30, 2001 26,490 3,320 14,368 8,802 100% 100% 100%
June 30, 2002 28,262 3,596 15,424 9,417 100% 100% 98%
June 30, 2003 26,564 3,790 16,844 9,840 100% 100% 60%
June 30, 2004 27,089 4,042 18,857 9,802 100% 100% 43%
June 30, 2005 29,497 4,308 20,238 9,829 100% 100% 50%
June 30, 2006 32,820 4,628 21,377 10,254 100% 100% 66%
June 30, 2007 37,042 4,852 22,398 12,253 100% 100% 80%

(1) Includes deferred vested members.
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Los Angeles County Employees
Retirement Association

Section 8: Supplemental Information

Exhibits 15a and 15b are a chart and graph that illustrate both
the cash flow history for the past 10 years and a projection on
the valuation basis for the next 10 years.

Contributions include both employer and member contributions.
The table shows that net cash flow has decreased over the last
10 years. It has leveled off somewhat for the past five years, but
it is expected to begin to significantly decrease for the next 10
years. This is a typical pattern for a mature retirement system
where it is expected that contributions will be less than benefits
and that the system will begin drawing on the fund that has been
built up over prior years. The projection shows that the negative
projected cash flow is expected to more than double in size from
2008 to 2017.

Cash Flow
Projection

Note that the actual cash contributions since 1998 do not reflect
the transfers made between reserve funds, but only cash coming
into the System. Starting in 2008, we assumed no further
transfers, only full cash contributions.

The projected cash flows include contributions, statutory benefits
and administrative expenses only. They are based on the
actuarial assumptions as stated in Appendix A of this valuation
report. The total County contribution rate is assumed to be
12.91% for the first year and 12.40% for the rest of the 10-year
projection. The ultimate rate is equal to the required County
normal cost rate plus a contribution to finance the UAAL, as
calculated in the 2007 valuation. The aggregate member rate is
assumed to stay at the calculated rate for June 30, 2007 of
5.51% of payroll. Expenses are based on the expenses for the
year ended June 30, 2007, increased annually with the actuarial
inflation assumption of 3.5%.

Any increases or reductions in future contribution rates will
increase or decrease the net cash flow. The projected cash
flows do not include:

o Projected STAR benefits. STAR benefits that were vested
as of January 2007 are included.

e Projected benefits payable under certain insurance contracts
for a group of retired members. These payments are netted
against the total expected retiree benefits.

] e This work product was prepared solely for LACERA for the purposes described herein and may not be
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Los Angeles County Employees
Retirement Association

Exhibit 15a: Cash Flow History and Projections — Dollars

Cash Flow History

Plan Benefits &

Year Administrative Net

Ending Contributions Expenses® Cash Flow

1998 $ 189 $ 968 $ (779)
1999 288 1,024 (736)
2000 329 1,094 (765)
2001 410 1,187 (777)
2002 564 1,276 (712)
2003 559 1,379 (820)
2004 658 1,484 (826)
2005 814 1,601 (787)
2006 973 1,842 © (869)
2007 1,100 1,835 (735)

Cash Flow Projections®

Plan Benefits &

Year Administrative Net

Ending Contributions Expenses(z) Cash Flow

2008 $ 1,061 $ 1,948 $ (887)
2009 1,096 2,077 (981)
2010 1,140 2,218 (1,078)
2011 1,186 2,355 (1,169)
2012 1,233 2,496 (1,263)
2013 1,283 2,641 (1,358)
2014 1,334 2,790 (1,456)
2015 1,387 2,946 (1,558)
2016 1,443 3,109 (1,666)
2017 1,500 3,278 ,777)

@ Future contributions are assumed to be at the 10.16% normal cost rate plus
a UAAL payment of 2.24% after the first year.

@ Investment expenses are assumed to be covered by investment return.

® Benefit payments for the plan year ending 2006 include approximately $94 million
in retroactive benefit payments pursuant to the Ventura settlement.
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Los Angeles County Employees
Retirement Association

Appendix A: Actuarial Procedures and Assumptions

E= - The actuarial procedures and assumptions used in this valuation
E=3 are described in this section. The assumptions were reviewed
and changed June 30, 2007 as a result of the 2007 triennial
Investigation of Experience Study.

The actuarial assumptions used in the valuations are intended to
estimate the future experience of the members of LACERA and
of LACERA itself in areas that affect the projected benefit flow
and anticipated investment earnings. Any variations in future
experience from that expected from these assumptions will result
in corresponding changes in the estimated costs of LACERA's
benefits.

Table A-1 summarizes the assumptions. The mortality rates are
taken from the sources listed.

Tables A-2 and A-3 show how members are expected to leave
retired status due to death.

Table A-4 presents the probability of refund of contributions upon
termination of employment while vested.

Table A-5 presents the expected annual percentage increase in
salaries.

Tables A-6 to A-13 were developed from the experience as
measured by the 2007 Investigation of Experience Study. The
rates are the probabilities a member will leave the system for
various reasons.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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Actuarial Cost The actuarial valuation is prepared using the entry age actuarial

Method cost method (CERL 31453.5). Under the principles of this
method, the actuarial present value of the projected benefits of
each individual included in the valuation is allocated as a level
percentage of the individual's projected compensation between
entry age and assumed exit (until maximum retirement age).

For members who transferred between plans, entry age is based
on original entry into the system.

The portion of this actuarial present value allocated to a
valuation year is called the normal cost. The portion of this
actuarial present value not provided for at a valuation date by the
sum of (a) the actuarial value of the assets, and (b) the actuarial
present value of future normal costs is called the Unfunded
Actuarial Accrued Liability (UAAL). The UAAL (or Surplus
Funding) is amortized as a level percentage of the projected
salaries of present and future members of LACERA over a 30-
year period from the valuation date, this is commonly referred to
as a “rolling 30-year amortization method”.

Records and Data The data used in this valuation consist of financial information
and the age, service, and income records for active and inactive
members and their survivors. All of the data were supplied by
LACERA and are accepted for valuation purposes without audit.

Replacement of The ages and relative salaries at entry of future members are

Terminated Members assumed to follow a new entrant distribution based on the
pattern of current members. Under this assumption, the normal
cost rates for active members will remain fairly stable in future
years unless there are changes in the governing law, the
actuarial assumptions or the pattern of the new entrants.

Growth in For benefit determination purposes, no growth in the

Membership membership of LACERA is assumed. For funding purposes, if
amortization is required, the total payroll of covered members is
assumed to grow due to the combined effects of future wage
increases of current active members and the replacement of the
current active members by new employees. No growth in the
total number of active members is assumed.

Internal Revenue The Internal Revenue Code Section 415 maximum benefit
Code Section 415 limitations are not reflected in the valuation for funding purposes.
Limit Any limitation is reflected in a member’s benefit after retirement.
Internal Revenue The Internal Revenue Code Section 401(a)(17) maximum

Code Section compensation limitation is not reflected in the valuation for
401(a)(17) funding purposes. Any limitation is reflected in a member’s

benefit after retirement.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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County
Contributions

Member
Contributions

Valuation of Assets

Investment Earnings
and Expenses

Post-retirement
Benefit Increases

Interest on Member
Contributions

Future Salaries

The County contribution rate is set by the Retirement Board
based on actuarial valuations.

The member contribution rates vary by entry age and are
described in the law. Code references are shown in Appendix B
of the valuation report. The methods and assumptions used are
detailed later in this section.

The individual member rates by entry age, plan and class are
illustrated in Appendix D of the valuation report.

The assets are valued using a three-year smoothed method
based on the difference between the expected market value and
the actual market value of the assets as of the valuation date.
The expected market value is the prior year's market value
increased with the net increase in the cash flow of funds, all
increased with interest during the past fiscal year at the expected
investment return rate assumption. The expected market value,
with three-year smoothing valuation basis for all assets was
adopted effective June 30, 2000.

The future investment earnings of the assets of LACERA are
assumed to accrue at an annual rate of 7.75% compounded
annually, net of both investment and administrative expenses.
This rate was adopted June 30, 2004.

Post-retirement increases are assumed for the valuation in
accordance with the benefits provided as described in
Appendix B. These adjustments are assumed payable each
year in the future as they are less than the expected increase in
the Consumer Price Index of 3.5% per year. This rate was
adopted June 30, 2004.

The annual credited interest rate on member contributions is
assumed to be 7.75% compounded semi-annually for an
annualized rate of 7.90%. This rate was adopted June 30, 2004.

The rates of annual salary increase assumed for the purpose of
the valuation are illustrated in Table A-5. In addition to increases
in salary due to promotions and longevity, this scale includes an
assumed 4.00% per annum rate of increase in the general wage
level of the membership. These rates were adopted June 30,
2007.

Increases are assumed to occur mid-year (i.e., January 1%) and
only apply to base salary, excluding megaflex compensation.
The mid-year timing reflects that salary increases occur
throughout the year, or on average mid-year.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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Future Salaries For plans with a one-year final average compensation period,

(Continued) actual average annual compensation is used. For Plan E, the
monthly rate as of June of the valuation year was annualized.
Due to irregular compensation payments now included as
pensionable earnings, actual annual pay is preferred over
annualizing a single monthly payment amount.

Note: In 2007, a one-time salary load of 2.0% to active non-
Plan E General members and 4.0% to active Safety members
was added. This was to reflect negotiated salary increases
during the 2006-2007 year which had not been fully reflected in
the one-year final compensation number. Loads were developed
based on conversations with LACERA staff and an analysis of
the relative year-over-year increase in the unadjusted “Salary”
data field (which reflects the latest monthly pay rate) as
compared to the “Average Salary” field (which has the
compensation amount for a full year).

Social Security Wage Plan E members have their benefits offset by an assumed Social

Base Security Benefit. For valuation funding purposes, we need to
project the Social Security Benefit. We assume the current
Social Security provisions will continue and the annual Wage
Base will increase at the rate of 4.00% per year. Note, statutory
provisions describe exactly how to compute the offset for
purposes of determining a member’s offset amount at time of
termination or retirement. This rate was adopted June 30, 2007.

Note that it is assumed all Plan E members born after 1950 have
less than 10 years of Social Security-covered service and,
therefore, do not have their benefit offset.

Retirement After members attain age 50 (55 for Plan E members) and have
ten years of service, they may retire with a benefit commencing
immediately. All members, except Plan E members, may also
retire regardless of age after 20 years of service for safety
members and after 30 years of service for general members.
The retirement rates vary by age and are shown by plan in
Tables A-6 through A-13.

All general members who attain or who have attained age 75 in
active service and all safety members who have attained age 60
in active service are assumed to retire immediately.

All deferred vested members are assumed to retire at the later of
age 50 and earliest eligibility, except for Plan E who are
assumed to retire at age 65.

] p—— This work product was prepared solely for LACERA for the purposes described herein and may not be
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Retirement The assumptions regarding termination of employment, early

(Continued) retirement, and unreduced service retirement are treated as a
single set of decrements in regards to a particular member. For
example, a general member hired at age 30 has a probability to
withdraw from LACERA due to death, disability or other
termination of employment until age 50. After age 50, the
member could still withdraw due to death, disability or retirement.
Thus, in no year during the member's projected employment
would they be eligible for both a probability of other termination
of employment and a probability of retirement.

The retirement probabilities were adopted June 30, 2007.
Disablement The rates of disablement used in the valuation are also

illustrated in Tables A-6 through A-13. These rates were
adopted June 30, 2007.

Post-Retirement The same post-retirement mortality rates are used in the

Mortality — Other valuation for active members, members retired for service, and
Than Disabled beneficiaries. These rates are illustrated in Table A-2. Current
Members beneficiary mortality is assumed to be the same assumption as

healthy members of the same sex. Future beneficiaries are

assumed to be of the opposite sex, and have the same mortality

as General members. These rates were adopted June 30, 2004.

Males General members: RP-2000 Combined Mortality
Table for Males, with ages set back two years.

Safety members: RP-2000 Combined Mortality Table
for Males, with ages set back three years.

Females General members: RP-2000 Combined Mortality
Table for Females, with ages set back two years.

Safety members: RP-2000 Combined Mortality Table
for Females, with ages set back two years.

Post-Retirement For disabled members, the mortality rates used in the valuation
Mortality — Disabled rates are illustrated in Table A-3. These rates were adopted
Members June 30, 2007.

Males General members: RP-2000 Combined Mortality
Table for Males, with ages set forward one year.

Safety members: RP-2000 Combined Mortality Table
for Males, with ages set back two years.

Females General members: RP-2000 Combined Mortality
Table for Females with no age adjustment.

Safety members: RP-2000 Combined Mortality Table
for Females with ages set back two years.
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Mortality while in
Active Status

Other Employment
Terminations

Probability of Eligible
Survivors

Valuation of Vested
Terminated Members

For active members, the mortality rates used in the valuation
rates are illustrated in Tables A-6 through A-13. These rates
were adopted June 30, 2007.

Class Sex Mortality Table Adjustment
General Male RP2000 Employee Male +0
General Female RP2000 Employee Female -1
Safety Male RP2000 Employee Male -9
Safety Female RP2000 Employee Female -1

Tables A-6 to A-13 show, for all ages, the rates assumed in this
valuation for future termination from active service other than for
death, disability or retirement. These rates do not apply to
members eligible for service retirement. These rates were
adopted June 30, 2007.

Terminating employees may withdraw their contributions
immediately upon termination of employment and forfeit the right
to further benefits, or they may leave their contributions with
LACERA. Former contributing members whose contributions are
on deposit may later elect to receive a refund, may return to work
or may remain inactive until becoming eligible to receive a
retirement benefit under either LACERA or a reciprocal
retirement system. All terminating members who are not eligible
for vested benefits are assumed to withdraw their contributions
immediately.

All terminating members are assumed to not be rehired.

Table A-4 gives the assumed probabilities that vested members
will withdraw their contributions and elect a refund immediately
upon termination and the probability the remaining members will
elect a deferred vested benefit. All non-vested members are
assumed to elect a refund and withdraw their contributions.
These rates were adopted June 30, 2007.

For members not currently in pay status, 82% of all males and
65% of all females are assumed to have eligible survivors
(spouses or qualified domestic partners). Survivors are
assumed to be four years younger than male members and four
years older than female members. Survivors are assumed to be
of the opposite sex as the member. There is no explicit
assumption for children’s benefits. We believe the survivor
benefits based on this assumption are sufficient to cover
children’s benefits as they occur.

The deferred retirement benefit is calculated based on the
member’s final compensation and service at termination. The
compensation amount is projected until the assumed retirement
age for members who are assumed to be employed by a
reciprocal agency. For members who are missing compensation
data, Final Compensation is estimated as the average amount
for all members who terminated during the same year and had a
valid compensation amount.
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Reciprocal 15% of General and 35% of Safety current and future deferred

Employment vested members are assumed to work for a reciprocal employer.
Current vested reciprocal members are assumed to receive
annual salary increases of 5%. Future reciprocal vested
members are assumed to receive the same salary increases
they would have received if they had stayed in active employ-
ment with LACERA and retired at the assumed retirement age.

Valuation of Annuity Over 30 years ago, LACERA purchased single life annuities from

Purchases two insurance companies for some retired members (currently
less than 5% of the retired population). The total liability for
these members is calculated and then offset by the expected
value of the benefit to be paid by the insurance companies.

For affected members, the insurance companies are responsible
for:

(1) Straight life annuity payments

(2) Statutory COLAs

LACERA is responsible for:
(1) Benefit payments payable to any beneficiary
(2) STAR COLAs

Member Contribution The following assumptions summarize the procedures used to
Rate Assumptions compute member contribution rates based on entry age:

In general, the member rate is determined by the present value
of the future benefit (PVFB) payable at retirement age, divided
by the present value of all future salaries payable between age
at entry and retirement age. For these purposes, per the CERL,
the:

A. Annuity factor used for general members is based on a
40% / 60% blend of the male and female annuity factors
using current valuation assumptions. For Safety members it
is based on a 90% / 10% blend of the male and female
annuity factors using current valuation assumptions.

B. The annuity factor used in de