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iy z Phil Franey
PRUDENT INVESTMENT = QUUALITY SERVICE Juan Gonzales

Marko Horvat
Bob Jefferson
Jordan Kaufman

Rick Kratt
Dominic D. Brown Lauren Skidmore
Acting Executive Director John Mattly (Alt.)

November 27, 2017

Dear Board Members:

As Acting Executive Director of the Kern County Employees’ Retirement
Association (KCERA), | am pleased to present the Comprehensive Annual
Financial Report (CAFR) for the fiscal years ended June 30, 2017 and 2016.
This Letter of Transmittal is presented as a narrative introduction, overview
and analysis in conjunction with the Management’s Discussion and Analy-
sis included in the Financial Section of the Comprehensive Annual Financial
Report.

. . . . Acting Executive Director
KCERA is a public employee retirement system that was established on January

1, 1945 by the County of Kern. The KCERA Plan provides retirement, disability, death,

beneficiary, cost-of-living and supplemental retirement benefits. For the fiscal year ended June 30, 2017,
KCERA had 9,668 active and deferred-vested members and paid retirement benefits to 8,087 retirees and
their beneficiaries.

KCERA AND ITS SERVICES

KCERA was established on January 1, 1945 to provide retirement allowances and other benefits to all
permanent general and safety employees of the County of Kern and of participating special districts. As of
June 30, 2017, fourteen districts participated in the retirement plan: Berrenda Mesa Water District, But-
tonwillow Recreation and Park District, East Kern Cemetery District, Inyokern Community Services District,
Kern County Hospital Authority, Kern County Superior Court, Kern County Water Agency, Kern Mosquito
and Vector Control District, North of the River Sanitation District, San Joaquin Valley Air Pollution Control
District, Shafter Recreation and Park District, West Side Cemetery District, West Side Mosquito and Vector
Control District, and West Side Recreation and Park District.

The Plan is administered by the Kern County Board of Retirement (Board), which consists of nine members
and two alternate members. The Board is responsible for establishing policies governing the administra-
tion of the retirement plan, determining benefit allowances and managing the investments of KCERA’s
assets. The Board oversees the Acting Executive Director and the KCERA staff in the performance of their
duties in accordance with the County Employees’ Retirement Law of 1937 and the bylaws, procedures and
policies adopted by the KCERA Board.
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MAJOR INITIATIVES

Board Election and Appointments

General members voted in November 2016 to return Bob Jefferson to the Third Member seat on the
Board of Retirement. Retirees Phil Franey and John Mattly were appointed to the Eighth Member and
Eighth Member Alternate seats, respectively, in lieu of election. The Board of Supervisors reappointed
Dustin Dodgin as the Fifth Member and appointed Marko Horvat as the Ninth Member. On June 20,
2017, a special election was held to fill the vacant Second Member seat, resulting in the election of
Juan Gonzalez.

New Plan Sponsor Joins KCERA

KCERA welcomed the Kern County Hospital Authority as its fifteenth plan sponsor on July 1, 2016, after
being spun off from the County of Kern as a separate legal entity. Months earlier, the Hospital Authority
had applied for membership in KCERA and was approved by the Board of Retirement following receipt
of a Private Letter Ruling from the IRS. Approximately 1,400 eligible officers and employees of the for-
mer county hospital transferred to the Hospital Authority, making it the second largest plan sponsor in
KCERA.

Member Web Portal

After nearly two years of planning, configuration and testing, KCERA launched its Member Web Portal
in April 2017. Developed by CPAS Systems, Inc., the portal offers plan members and surviving benefi-
ciaries access to their retirement account information in a secure interface accessible from the KCERA
website.

Board Adopts Revised Asset Allocation

In July 2016, the Board of Retirement approved adjustments to its strategic asset allocation that in-
cluded reducing equity and commodities exposures, adding a private credit category and increasing
real estate’s target range. In December 2016, the Board approved an implementation plan and slated
approximately $350 million to transition from equities to fixed income. In the longer term, KCERA will
prospect and select managers for its new mandates and fund its illiquid mandates as capital is called.

KCERA Extends Educational Reach

In addition to individual counseling sessions, an information-rich website, online videos and semian-
nual retirement planning seminars, KCERA launched an initiative to extend its educational reach. This
spring, KCERA participated in two “mid-career seminars” with Kern County Deferred Compensation,
focusing on subjects relevant to employees in the middle of their careers. In addition, KCERA plans to
host a districts-only retirement planning seminar this summer.

KCERA Hires Assistant Executive Director

Following a nationwide recruitment, the Board of Retirement hired Dominic Brown as KCERA’s Assistant
Executive Director on August 10, 2016. Mr. Brown joined KCERA after an eight-year tenure as a division
chief in the Kern County Auditor-Controller’s office. He also served a term on the KCERA board, includ-
ing a year as chairman.
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FUNDING

KCERA’s funding objective is to meet long-term benefit obligations through level contributions to the Plan
and the accrual and compounding of investment income. As of June 30, 2016, the funded ratio of the Plan
was 63.4% using actuarial assets and actuarial liabilities of $3,685,447,000 and $5,813,092,000, respec-
tively. The funded percentage increased 1.0% from June 30, 2015 due primarily to lower-than-expected
salary and cost-of-living increases.

Pursuant to provisions in the County Employees’ Retirement Law of 1937, KCERA engages an independent
actuarial consulting firm, Segal Consulting, to conduct annual actuarial valuations. Every three years, an
experience study is performed to review all economic and demographic assumptions. The economic and
demographic assumptions are updated at the time each triennial valuation is performed. Triennial valu-
ations serve as the basis for changes in member and employer contribution rates necessary to properly
fund the Plan. The last triennial analysis was performed as of June 30, 2016.

The triennial analysis covered several changes to economic and non-economic assumptions that were
adopted by the Board of Retirement on July 12, 2017 for the June 30, 2017 actuarial valuation. The actu-
ary recommended changes in the assumptions for inflation, investment return, promotional and merit
salary increases, retirement from active employment, percent married, spousal age difference, mortality,
termination, disability incidence, percent of members assumed to work under a reciprocal system, and
reciprocal salary increases. The major changes included lowering the inflation assumption from 3.25% to
3.0%, lowering the investment return assumption from 7.5% to 7.25%, and changing the mortality tables
to a headcount-weighted generational approach.

FINANCIAL INFORMATION

The Comprehensive Annual Financial Report (CAFR) for the fiscal years June 30, 2017 and 2016 was pre-
pared by KCERA’s management, which is responsible for the accuracy, completeness, fair presentation of
information and all disclosures in this report. The report has been prepared in accordance with account-
ing principles generally accepted in the United States of America as promulgated by the Governmental
Accounting Standards Board (GASB).

KCERA maintains an internal control system to provide reasonable assurance that assets are properly
safeguarded from loss, theft or misuse, and the fair presentation of the financial statements and support-
ing schedules. Further, it should be recognized that there are inherent limitations in the effectiveness of
any system of internal controls due to changes in conditions. Moreover, the concept of reasonable as-
surance recognizes that the cost of a control should not exceed the benefits to be derived. The Board of
Retirement has established a finance committee to oversee the financial reporting process and to review
the scope and results of independent audits. The independent auditors have unrestricted access to the
finance committee to discuss their related findings as to the integrity of the financial reporting and ad-
equacy of internal controls.

“ INTRODUCTORY




KCERA 2017 | Letter of Transmittal

Page 4

KCERA'’s external auditor, CliftonLarsonAllen, LLP, has conducted an audit of the basic financial statements
in accordance with auditing standards generally accepted in the United States of America, performing
such tests and other procedures as they deem necessary to express an opinion in their report to the
Board of Retirement. The financial audit ensures that KCERA'’s financial statements are presented in con-
formity with accounting principles generally accepted in the United States of America and are free of
material misstatements. Their opinion is that KCERA’s financial statements present fairly, in all material
respects, the Fiduciary Net Position of KCERA as of June 30, 2017 and 2016 and its Changes in Fiduciary
Net Position for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

INVESTMENTS

The Board of Retirement has exclusive control of all investments of KCERA and is responsible for establish-
ing investment policies, objectives and strategies. The Board is authorized to invest in any form or type of
investment deemed “prudent” in the informed opinion of the Board. The members of the Board serve as
fiduciaries for the members and beneficiaries of the retirement association and are held to a high stan-
dard of care in all transactions.

The Board operates under a standard of care in California commonly known as the “prudent person” rule,
which allows the Board to invest or delegate the authority to invest the assets of the Plan when prudent
in the informed opinion of the Board. In addition, the rule requires the Board to diversify the investments
of the Plan, unless it is clearly prudent not to do so under the circumstances. The Board therefore makes
basic policy decisions with respect to the Plan, including, but not limited to, the allocation of assets to
various investment classes. The Board delegates much discretion to professional investment advisors to
execute investment policy subject only to policy and guidelines provided by the Board.

KCERA’s assets are managed exclusively by external, professional investment managers. The KCERA staff
monitors the activity of these managers and assists the Board with the development and implementation
of investment policies and long-term investment strategies. These policies and guidelines are outlined
in KCERA's Investment Policy Statement, which states the investment philosophy, investment guidelines,
performance objectives and asset allocation of the Plan. The Board employs the services of independent
investment consultants Verus Investments and Albourne America to assist the Board in formulating poli-
cies, setting goals and manager guidelines, and selecting and monitoring the performance of the money
managers.

For fiscal year 2017, the investments of the Plan returned 11.8%* (net of fees). KCERA’s annualized rate of
return, net of fees, was 4.4% in the past three years, 7.7% in the past five years, and 3.7% in the past ten
years. The investment expenses of the fund are linked to the performance of the investment portfolio and
other factors and therefore vary year to year.

* References in this document to KCERA's investment rate of return assume a time-weighted rate of return unless
otherwise specified as a money-weighted rate of return, per GASB 67 guidelines.
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PROFESSIONAL SERVICES

The Board retains professional consultants and investment managers to provide professional services
essential to the effective and efficient operation of KCERA. These entities are included in the Schedule of
Investment Fees on pages 75-77.

Opinions from the certified public accountant and the actuary for the Plan are included in this report. The
consultants and investment managers retained by the Board are listed on page 72 of this report.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certifi-
cate of Achievement for Excellence in Financial Reporting to KCERA for its Comprehensive Annual Finan-
cial Report for the fiscal year ended June 30, 2016. The Certificate of Achievement is a prestigious national
award recognizing excellence in the preparation of state and local government financial reports.

In order to be awarded the Certificate of Achievement, a government unit must publish an easily read-
able and well-organized comprehensive annual financial report. This report must satisfy both accounting
principles generally accepted in the United States of America and applicable legal requirements.

The Certificate of Achievement is valid for a period of one year only. We believe that our current Com-
prehensive Annual Financial Report continues to meet the Certificate of Achievement Program’s require-
ments, and we will again submit it to the GFOA for appraisal.

ACKNOWLEDGMENTS

The compilation of this report reflects the combined effort of the KCERA staff. This report is intended to
provide complete information as a basis for management decisions, as a means for establishing compli-
ance with legal requirements, and as a means for determining the responsible stewardship of the KCERA
fund.

| wish to take this opportunity to thank the members of KCERA for their confidence in KCERA and to ex-
press my gratitude to the Board of Retirement for your support of the KCERA administration and the best
interests of the beneficiaries of the Plan throughout the fiscal year. | also wish to thank the consultants
and staff for their continued commitment to KCERA and their diligent work to ensure the successful ad-
ministration of the Plan.

Respectfully submitted,

Dominic D. Brown
Acting Executive Director
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As of June 30, 2017

Dustin Dodgin

Chairman of the Board

Appointed by Board of Supervisors
Present term expires 12/31/2019

David Couch
Appointed by Board of Supervisors
Present term expires 12/31/2018

Phil Franey
Elected by Retired Members
Present term expires 12/31/2019

Juan Gonzalez
Elected by General Members
Present term expires 12/31/2018

Bob Jefferson
Elected by General Members
Present term expires 12/31/2019

Marko Horvat
Appointed by Board of Supervisors
Present term expires 12/31/2019

Thad Kennedy, Alternate
Vice-Chairman of the Board
Elected by Safety Members
Present term expires 12/31/2018

Jordan Kaufman
County Treasurer-Tax Collector
Ex-Officio Member

Rick Kratt
Elected by Safety Members
Present term expires 12/31/2018

John Mattly, Alternate
Elected by Retired Members
Present term expires 12/31/2019

Lauren Skidmore
Appointed by Board of Supervisors
Present term expires 12/31/2018
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Board of R‘.EtirEl'I"IEI"It

Executive Director

As of June 30, 2017

Office Services
Coordinator

Retirement Retirement
Investment Officer ( , ) General Counsel
Assistant

Executive Director

I l I |

Information Technology Financial ' Retirement Communications
Services Division Services Division Services Division J Division

Tech m:wrlt:u;n-r Services Retirement Retirement Marketing & Promotions
Manager Financial Officer Supervisor Associate
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Professional Consultants

ACTUARY
The Segal Company, Inc.

AUDITOR
CliftonLarsonAllen, LLP

CUSTODIAN
The Northern Trust Company

INVESTMENT CONSULTANTS
Verus Investments
Albourne America LLC

LEGAL

Foley & Lardner, LLP
Hanson Bridgett, LLP
Ice Miller, LLP
Nossaman, LLP
Reed Smith, LLP

OTHER SPECIALIZED SERVICES

Agility Recovery Solutions
Aurora Systems Consulting, Inc.
Cortex Applied Research, Inc.
Glass, Lewis & Co., LLC
Deutsche Bank

As of June 30, 2017

Refer to the Investment Section for a list of Investment Managers and the Schedule of Investment Management Fees.
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INDEPENDENT AUDITORS' REPORT

Board of Retirement and the Finance Committes
Kern County Employees’ Retiremeant Association
Bakersfield, California

Report on the Financial Statements

We have audited the accompanying financial statements of the Kern County Employees' Retirement
Association, as of and for the years ended June 30, 2017 and 2016, and the related notes to the
financial statements, which collectively comprise the entity’s basic financial statements as listed in the
table of contents.

Management's Responsibility for the Financial Statements

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

Auditors” Responsibility

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

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

We believe that the audit evidence we have abtained is sufficient and appropriate to provide a basis for
our audit opinions,

A memibar of

Nexia

Intermational
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Board of Retirament and the Finance Committes
Kern County Employees’ Retirement Association

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position the Kern County Employees’ Retirement Assecciation as of June 30, 2017
and 2016, and the respective changes in financial position for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and schedules of changes in the net pension liability and
related ratios, employer contributions and money-weighted rate of return as listed in the table of
contents be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inguiries of management about the
methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

QCur audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Kern County Employees’ Retirement Association's basic financial statements.
The other supplementary information listed in the table of contents is presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The other supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our apinion,
the other supplementary information is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.

The introductory, investment, actuarial and statistical sections have not been subjected to the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not express
an opinion or provide any assurance on it.
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Board of Retirament and the Finance Committes
Kern County Employees’ Retirement Association

Other Reporting Required by Government Auditing Standards

In accordance with Government Audiing Standards, we have also issued our report dated
Movember 27, 2017, on our consideration of the Kem County Employees' Retirement Association's
internal control over financial reperting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements and cther matters. The purpose of that report is
solely to describe the scope of our testing of internal control over financial reporting and compliance
and the result of that testing, and not to provide an opinion on the effectiveness of Kem County
Employees' Retirement Association’s internal contral ever financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering Kern County Employees’ Retirement Association's internal control over financial reporting
and compliance,

%me L2

CliftonLarsonAllen LLP

Denver, Colorado
Movember 27, 2017
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This section presents management’s discussion
and analysis of the Kern County Employees’ Retire-
ment Association’s (KCERA) financial statements
and the significant events and conditions that af-
fected the operations and performance during the
years ended June 30, 2017 and 2016. It is present-
ed as a narrative overview and analysis in conjunc-
tion with the Acting Executive Director’s Letter of
Transmittal included in the Introductory Section of
the Comprehensive Annual Financial Report.

Financial Highlights

e KCERA's net position increased by $391.3 mil-
lion during the fiscal year ended June 30, 2017,
an 11.0% increase from the last fiscal year. The
increase was principally due to strength in fi-
nancial markets, notably KCERA’s U.S. and non-
U.S. equities, fixed income and commodities
allocations.

e Member contributions increased by $1.4 mil-
lion, or 4.1%, mainly as a result of scheduled
member contribution rate changes and other
demographic changes. Employer contributions
increased by $6.4 million, or 2.7%, due to a
change in the prepayment methodology. The
average employer contribution rate decreased
from 45.64% of payroll for fiscal year 2015-16
to 45.11% for fiscal year 2016-17.

e The total fund’s investment performance sur-
passed the actuarial assumed rate of return
for the fiscal year. The investment portfolio re-
ported a total return of 11.8% (net of fees)*
versus the actuarial assumed rate of return of
7.5% for the fiscal year ended June 30, 2017.
The total fund realized a return in excess of the
total fund’s policy return of 10.0%. Outperfor-
mance was mainly driven by the fixed income
and commodities allocations.

e \Vested pension benefits increased by $16.5
million, or 6.1%, over the prior year. The in-
crease is attributable to a 3.4% increase in
retired members and beneficiaries receiving
pension benefits, and a 2.6% increase in the
average monthly benefit, which rose to $2,975
in the fiscal year.

e Asoflune 30,2016, the date of the most recent
actuarial valuation, the funded ratio for KCERA
was 63.4% compared to the funded ratio of
62.4% as of June 30, 2015. The increase in the
ratio is mainly due to lower-than-expected sal-
ary and cost-of-living increases, offset largely
by investment losses and lower-than-expected
actual contributions.

Overview of Basic Financial Statements
and Accompanying Information

1) The Statement of Fiduciary Net Position is
the basic statement of position for a defined
benefit pension plan. This statement presents
asset and liability account balances at fiscal
year end. The difference between assets and
liabilities represents the net position available
for future payments to retirees and their ben-
eficiaries. Assets and current liabilities of the
Plan reflect full accruals. The statement re-
flects investments at fair value and accounting
liabilities as distinct from actuarial liabilities.

2) The Statement of Changes in Fiduciary Net
Position is the basic operating statement for a
defined benefit pension plan. Changes in plan
net position are recorded as additions or de-
ductions from the Plan. All additions and de-
ductions are reported on a full accrual basis.

* References in this document to KCERA’s investment rate of return assume a time-weighted rate of return unless otherwise
specified as a money-weighted rate of return, per GASB 67 guidelines.
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Overview of Basic Financial Statements
and Accompanying Information (cont.)

3) Notes to the Basic Financial Statements are
an integral part of the financial statements and
provide important additional information.

4) Required Supplementary Information consists
of three required schedules and their related
notes: Schedule of Changes in Net Pension
Liability and Related Ratios, Schedule of Em-
ployer Contributions, and Schedule of Money-
Weighted Rate of Return.

5) Other Supplemental Information includes
schedules of administrative expenses, invest-
ment manager fees, other investment expens-
es, and payments to consultants.

The required financial statements and disclosures
have been prepared in accordance with accounting
principles generally accepted in the United States
of America and are in compliance with Govern-
mental Accounting Standards Board (GASB) State-
ments.

Financial Analysis

Fiduciary Net Position Restricted for Pension
Benefits

KCERA provides pension benefits to the employees
and their beneficiaries of the County of Kern and
other public agencies. KCERA's benefits are funded
by member and employer contributions, and by in-
vestment income. KCERA’s fiduciary net position—
restricted for pension benefits at June 30, 2017
was $4.0 billion, an increase of $391.3 million, or
11.0%, from June 30, 2016. KCERA’s fiduciary net
position-restricted for pension benefits at June 30,
2016 was S$3.6 billion, a decrease of $53.5 million,
or -1.5%, from June 30, 2015. Key elements of the
increase in net position are described below and in
Tables 1 and 2 on page 20.

Contributions and Investment Income
Additions to net position include member and
employer contributions and investment income.

n FINANCIAL

Member contributions were approximately $34.6
million, $33.3 million and $30.3 million for the
years ended June 30, 2017, 2016 and 2015, respec-
tively. Employer contributions were $241.1 million,
$234.7 million and $215.5 million for the years
ended June 30, 2017, 2016 and 2015, respectively.

Member contributions increased by $1.4 million
(4.1%) in 2017 and increased by $3.0 million (9.7%)
in 2016. The increase in member contributions in
2017 and 2016 was mainly the result of changes in
the demographics of the tiers and scheduled mem-
ber contribution rates.

Employer contributions increased by approxi-
mately $6.4 million (2.7%) in 2017 and increased
by approximately $19.2 million (8.9%) in 2016. The
increase in 2017 employer contributions was pri-
marily due to a change in the prepayment method-
ology for the County of Kern and the San Joaquin
Valley Air Pollution Control District.

Net investment and securities lending income was
$426.6 million, -$27.5 million and $81.9 million for
the years ended June 30, 2017, 2016 and 2015, re-
spectively. The increase in 2017 can be attributed
to robust earnings in U.S. and international equi-
ties and private equity.

For the fiscal years ended June 30, 2017, 2016 and
2015, the KCERA portfolio returned (net of fees)
11.8%, -0.5% and 2.4%, respectively. More infor-
mation on KCERA’s investment portfolio is con-
tained in the investment section of this report.

Benefits, Refunds and Expenses

Deductions to plan fiduciary net position
include pension benefits, lump sum payments,
supplemental benefits, refunds of member
contributions, and administrative expenses. The
pension benefits (annuity, pension and cost-of-
living allowances) were $288.8 million, $272.3
million and $257.2 million for the years ended June
30, 2017, 2016 and 2015, respectively. Pension
benefits increased by approximately $16.5 million
(6.1%) in 2017 and $15.1 million (5.9%) in 2016.
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Financial Analysis (cont.)

Benefits, Refunds and Expenses (cont.)

These increases were mainly due to a consistently
growing population of retired members and
beneficiaries receiving pension benefits and
an increase in the average monthly benefit,
attributable to higher final average compensations.
Retired members and beneficiaries increased by
3.4% in 2017 and by 3.3% in 2016. The average
monthly benefit for retirees and beneficiaries
increased by 2.6% in 2017 and 2.5% in 2016.

KCERA previously adopted California Government
Code Section 31618, which provides for the es-
tablishment of the Supplemental Retiree Benefit
Reserve (SRBR). SRBR currently provides retirees
with 80% purchasing power parity and a $5,000
death benefit. In addition to pension benefits, the
supplemental retirement benefits paid were $13.1

n FINANCIAL

million, $13.2 million and $13.2 million for the
years ended June 30, 2017, 2016 and 2015, respec-
tively. Refunds of member contributions were $3.9
million, $3.3 million and $3.5 million for the years
ended June 30, 2017, 2016 and 2015, respectively.

KCERA’s administrative expenses were $5.2 million,
$5.2 million and $4.9 million for the years ended
June 30, 2017, 2016 and 2015, respectively.

June 2017 June 2016 June 2015
$24.1 million  $22.7 million  $21.4 million
8,087 7,824 7,574




KCERA 2017 | Management’s Discussion and Analysis

FIDUCIARY NET POSITION

Table 1 (In thousands)

Assets

Current Assets $ 247,801 $ 72,899 $ 174902 $ (46,630) $ 221,532

Investments 4,000,484 412,622 3,587,862 (33,148) 3,621,010

Securities Lending Collateral 123,154 47,154 76,000 2,874 73,126

Capital Assets 3,805 (674) 4,479 (703) 5,182
Total Assets 4,375,244 532,002 3,843,243 (77,607) 3,920,850

Liabilities

Current Liabilities 289,195 93,539 195,656 (26,975) 222,631

Liabilities for Security Lending 123,154 47,154 76,000 2,874 73,126
Total Liabilities 412,349 140,694 271,656 (24,101) 295,757

Fiduciary Net Position —

Restricted for Pension Benefits $ 3,962,895 $ 391,308 $3,571,587 $ (53,506) $ 3,625,093

CHANGES IN FIDUCIARY NET POSITION

Table 2 (In thousands)

Additions
Member Contributions $ 34,649 $ 1,371 $ 33278 $ 2,953 $ 30,325
Employer Contributions 241,112 6,398 234,714 19,237 215,477
Net Investment Income (Loss) 426,607 454,142 (27,535) (109,465) 81,930
Total Additions 702,368 461,911 240,457 (87,275) 327,732
Deductions
Pension Benefits 288,750 16,481 272,269 15,116 257,153
Supplemental Retirement Benefits 13,143 (44) 13,187 27) 13,214
Refunds of Member Contributions 3,924 642 3,282 (216) 3,498
Administrative Expenses 5,243 18 5,225 339 4,886
Total Deductions 311,060 17,097 293,963 15,212 278,751
Increase (Decrease) in Net Position 391,308 444,814 (53,506) (102,487) 48,981
Fiduciary Net Position —
Restricted for Pension Benefits
At Beginning of Year $3,571,587 $ (53,506) $3,625,093 § 48,981 $ 3,576,112
At End of Year $3,962,8905 $ 391,308 $3,571,587 $ (53,506) $ 3,625,093

m FINANCIAL
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Reserves

KCERA's reserves are established for the purpose
of managing benefit operations in accordance
with the County Employees Retirement Law of
1937 (CERL). The total amount of reserves equals
KCERA's Fiduciary Net Position — Restricted for Pen-
sion Benefits at the end of the year.

Investments are stated at fair value instead of at
cost and include the recognition of unrealized
gains and losses. Unrealized gains and losses effect
the reserves indirectly through an actuarial asset
“smoothing” process and are held in the Market
Stabilization Reserve with a portion allocated to
all other reserves. KCERA uses a five-year smooth-
ing methodology to recognize unrealized gains and
losses. The five-year smoothing is calculated by
subtracting the expected return of the actuarial as-
sumed interest rate of 7.5% from the total fund’s

actual return on net position. The Market Stabiliza-
tion Reserve was ($74.4) million, ($235.3) million
and ($26.0) million for the years ended June 30,
2017, 2016 and 2015, respectively.

Interest at the actuarial rate of 7.5%, or at the high-
est rate possible if net earnings are not sufficient to
credit the full actuarial rate, is credited semiannu-
ally on December 31 and June 30. Interest is credit-
ed to all reserves, except the contingency reserve.
KCERA credited the reserves 6.62% in fiscal year
2017 and 4.70% in fiscal year 2016. In addition, in
fiscal year 2017, no funds were credited to reduce
the negative contingency reserve, in accordance
with the Board of Retirement’s Interest Crediting
Policy. As investment returns improve, resulting in
positive changes in net position, the Contingency
and Market Stabilization Reserves will turn to a
positive position.

(In thousands)

KCERA Reserves
2017 2016 2015
Member Reserve $ 351,592 $ 320,400 $ 295,448
Employer Reserve 786,356 724,857 680,206
Cost of Living Reserve 1,178,952 1,085,752 1,014,755
Retired Member Reserve 1,558,678 1,512,898 1,493,040
Supplemental Retiree Benefit Reserve 178,079 179,365 183,959
Contingency Reserve (16,355) (16,355) (16,355)
Market Stabilization Reserve (74,407) (235,330) (25,960)
Total $ 3,962,895 $ 3,571,587 $ 3,625,093

Fiduciary Responsibilities

The Board of Retirement and management staff
are fiduciaries of the pension trust fund. Under
the California Pension Protection Act of 1992, the
Board of Retirement has plenary authority and fi-
duciary responsibility for the investment of monies
and for the administration of KCERA.

The Board of Retirement has the sole and exclu-
sive fiduciary responsibility over the assets of the
Plan. The assets are held for the exclusive purpose
of providing benefits to KCERA members and their
survivors, as mandated.

n FINANCIAL

Requests for Information

This financial report is designed to provide a gen-
eral overview of KCERA’s finances and accountabil-
ity for the plan sponsors and members. Questions
concerning any of the information provided in
this report or requests for additional information
should be directed to Sheryl Lawrence, KCERA's
financial officer, at sheryl.lawrence@kcera.org or
(661) 381-7700.
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As of June 30, 2017 and 2016

(In thousands)

Assets
Cash and Cash Equivalents $ 84,238 $ 73,532
Receivables:
Investments Sold 153,925 89,980
Interest and Dividends 6,621 7,300
Contributions and Other Receivables 2,949 4,055
Total Receivables 163,495 101,335
Investments at Fair Value:
Domestic Debt Securities and Bonds 1,313,639 935,451
International Bonds 257,854 148,493
Domestic Equities 788,828 957,087
International Equities 737,122 727,075
Real Estate Investments 229,250 185,273
Alternative Investments 513,713 503,784
Commodities 155,853 135,433
Swaps/Options 4,225 (4,734)
Collateral Held for Securities Lending 123,154 76,000
Total Investments at Fair Value 4,123,638 3,663,862
Capital Assets:
Computer Software 6,298 6,298
Equipment/Computers 562 562
Accumulated Depreciation (3,055) (2,381)
Total Capital Assets 3,805 4,479
Prepaid Expenses 68 35
Total Assets 4,375,244 3,843,243
Liabilities
Securities Purchased 286,618 189,852
Collateral Held for Securities Lent 123,154 76,000
Contributions and Other Liabilities 2,577 5,804
Total Liabilities 412,349 271,656
Fiduciary Net Position — Restricted for Pension Benefits $ 3,962,895 $ 3,571,587

See accompanying notes to the financial statements.

ﬂ FINANCIAL
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Years Ended June 30, 2017 and 2016

(In thousands)

Additions
Contributions:
Employer $ 241,112 $ 234,714
Member 34,649 33,278
Total Contributions 275,761 267,992

Investment Income:
Net Appreciation (Depreciation)

in Fair Value of Investments 400,655 (45,569)
Interest 30,913 28,967
Dividends 13,106 20,677
Real Estate Investments 6,042 (11,511)
Other Investment Income - 3
Total Investment Income (Loss) 450,716 (7,433)
Less: Investment Expenses 24,609 20,420
Net Investment Income (Loss) 426,107 (27,853)
Securities Lending Income:
Earnings: 555 383
Less: Rebates & Bank Fees 55 65
Net Securities Lending Income 500 318
Total Additions 702,368 240,457
Deductions
Retirement and Survivor Benefits 288,750 272,269
Supplemental Retirement Benefits 13,143 13,187
Refunds of Member Contributions 3,924 3,282
Administrative Expenses 5,243 5,225
Total Deductions 311,060 293,963
Net Increase (Decrease) 391,308 (53,506)
Fiduciary Net Position — Restricted for Pension Benefits
At Beginning of Year 3,571,587 3,625,093
Fiduciary Net Position — Restricted for Pension Benefits
$ 3,962,895 $ 3,571,587

At End of Year

See accompanying notes to the financial statements.

m FINANCIAL




KCERA 2017 |

Notes to Basic Financial Statements

NOTE 1 — DESCRIPTION OF PLAN

The Kern County Employees’ Retirement Associa-
tion (KCERA) was established on January 1, 1945
by the County of Kern Board of Supervisors under
the provisions of the County Employees’ Retire-
ment Law of 1937 (CERL). KCERA is a cost-sharing,
multiple-employer defined benefit plan (the Plan)
covering all permanent employees of the County
of Kern, Berrenda Mesa Water District, Button-
willow Recreation and Park District, East Kern
Cemetery District, Inyokern Community Services
District, Kern County Hospital Authority, Kern

County Superior Court, Kern County Water Agency,
Kern Mosquito and Vector Control District, North
of the River Sanitation District, San Joaquin Valley
Air Pollution Control District, Shafter Recreation
and Park District, West Side Cemetery District,
West Side Mosquito and Vector Control District,
and West Side Recreation and Park District. The
Plan is administered by the Kern County Board of
Retirement, which consists of nine members and
two alternate members.

As of June 30, 2017, employee membership data related to the pension plan was as follows:

Active — Vested 4,078 1,383 5,461
Active — Non-Vested 2,893 384 3,277
Total Active Members 6,971 1,767 8,738
Terminated — Deferred Vested 806 124 930
Retirees and Beneficiaries 6,181 1,906 8,087
Total Members 13,958 3,797 17,755

As of June 30, 2016, employee membership data related to the pension plan was as follows:

Active — Vested 4,183 1,363 5,546
Active — Non-Vested 2,612 477 3,089
Total Active Members 6,795 1,840 8,635
Terminated — Deferred Vested 784 108 892
Retirees and Beneficiaries 5,967 1,857 7,824
Total Members 13,546 3,805 17,351

Benefit Provisions

KCERA provides service retirement, disability,
death, survivor and supplemental benefits to eli-
gible employees. All regular full-time employees
of the County of Kern or contracting districts who
work 50% or more of the regular standard hours
required become members of KCERA effective on
the first day of the payroll period following the
date of hire. Safety membership includes those in
active law enforcement, fire suppression, criminal
investigation and probation officers.

m FINANCIAL

General members (excluding Tier Ill) are eligible
to retire at age 70 regardless of service or at age
50 with 10 or more years of retirement service
credit. A member with 30 years of service is eli-
gible to retire regardless of age. General Tier lll
members are eligible to retire at age 70 regard-
less of service or at age 52 with 5 or more years of
retirement service credit.
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Notes to Basic Financial Statements

NOTE 1 — DESCRIPTION OF PLAN

Benefit Provisions (cont.)

Safety members are eligible to retire at age 70 re-
gardless of service or at age 50 with 10 or more
years of retirement service credit. A member with
20 years of service is eligible to retire regardless
of age.

The retirement benefit the member will receive
is based on age at retirement, final average com-
pensation (FAC), years of retirement service credit
and retirement benefit tier.

General member benefits for Tier | and Tier Il are
calculated pursuant to California Gov. Code Sec-
tions 31676.17 and 31676.01, respectively. The
monthly allowance is equal to 1/50% of FAC times
years of accrued retirement service credit times
age factor from Section 31676.17 (Tier 1) or 1/90t"
of FAC times years of accrued retirement service
credit times age factor from Section 31676.01
(Tier I1). General Tier Il member benefits are cal-
culated pursuant to the provisions found in Cali-
fornia Government Code Section 7522.20(a).

The monthly allowance is equal to the FAC multi-
plied by years of accrued retirement credit multi-
plied by the age factor from Section 7522.20(a).

Safety member benefits for Tier | and Tier |l are cal-
culated pursuant to California Gov. Code Sections
31664.1 and 31664, respectively. The monthly al-
lowance is equal to 3% of FAC times years of ac-
crued retirement service credit times age factor
from Section 31664.1 (Tier 1) or 1/50™ (2%) of FAC
times years of accrued retirement service credit
times age factor from Section 31664 (Tier Il).

For members in Tier | or Tier Il, the maximum
monthly retirement allowance is 100% of FAC.
There is no FAC limit on the maximum retirement
benefit for General Tier Il members.

n FINANCIAL

The maximum amount of compensation earnable
that can be taken into account for 2017 for mem-
bers with membership dates on or after July 1,
1996 but before January 1, 2013 is $270,000. The
maximum amount of compensation earnable that
was taken into account for 2016 was $265,000.
For General Tier lll members enrolled in Social
Security who joined on or after January 1, 2013,
the maximum pensionable compensation that
can be taken into account for 2017 is $118,775.
The maximum pensionable compensation taken
into account for 2016 was $117,020. These lim-
its are adjusted on an annual basis. Members are
exempt from paying member contributions and
employers are exempt from paying employer con-
tributions on compensation in excess of the an-
nual cap.

FAC consists of the highest 12 consecutive months
of pay for a General Tier | or Tier lIA member or
a Safety Tier | or Tier IIA member, and the highest
36 consecutive months of pay for a General Tier
[IB or Tier lll member or a Safety Tier 1IB member.

The member may elect an unmodified retire-
ment allowance or an optional retirement allow-
ance. The unmodified option provides the high-
est monthly benefit and a 60% continuance to
an eligible surviving spouse or domestic partner.
An eligible spouse or partner is one married to or
registered with the member for at least one year
prior to the effective retirement date. Certain sur-
viving spouses or partners may also be eligible
if marriage or partnership occurred at least two
years prior to the date of death and the surviv-
ing spouse or partner is age 55 as of the date of
death. There are also four optional retirement al-
lowances the member may choose. Each option
requires a reduction in the unmodified allowance
to grant the member the ability to provide certain
benefits to a surviving spouse, domestic partner
or named beneficiary having an insurable interest
in the life of the member.
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NOTE 1 — DESCRIPTION OF PLAN

Death Benefits:

Death Before Retirement

An active member’s beneficiary is entitled to re-
ceive death benefits, which consist of accumu-
lated contributions and interest and one month
of salary for each full year of service, up to a maxi-
mum of six months’ salary.

If a member is vested and his/her death is not the
result of job-caused injury or disease, the spouse
or registered domestic partner will be entitled to
receive, for life, a monthly allowance equal to 60%
of the retirement allowance they would have been
entitled to receive if they had retired for a non-
service-connected disability on the date of their
death. This same choice is given to their minor
children under the age of 18 (continuing to age 22
if enrolled full time in an accredited school).

If a member dies in the performance of duty,
his/her spouse or registered domestic partner re-
ceives, for life, a monthly allowance equal to at
least 50% of the member’s final average salary.
This can also apply to minor children under age
18 (continuing to age 22 if enrolled full time in an
accredited school).

Death After Retirement

If a member dies after retirement, a death benefit
of $5,000 is payable to his/her designated benefi-
ciary or estate.

If the retirement was for a nonservice-connected
disability and the member chose the unmodified
allowance option, the surviving spouse, registered
domestic partner or minor children will receive a
monthly continuance equal to 60% of the benefit.
If the retirement was for a service-connected dis-
ability, the spouse, registered domestic partner or
minor children will receive a 100% continuance of
the member’s benefit.
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Disability Benefit:

A member with five years of service, regardless
of age, who becomes permanently incapacitated
for the performance of duty will be eligible for a
nonservice-connected disability retirement. Any
member who becomes permanently incapaci-
tated for the performance of duty as a result of
injury or disease arising out of and in the course
of employment, is eligible for a service-connected
disability, regardless of service length or age.

Cost-of-Living Adjustment:

An annual cost-of-living adjustment (COLA) of up
to 2.0% was adopted for all retirees and continu-
ance beneficiaries as of April 1, 1973. An addition-
al 0.5% COLA was granted by the Ventura Settle-
ment as of April 1, 2002, resulting in a maximum
COLA of 2.5%, depending on the rate of inflation.

Supplemental Benefits:

The Board of Retirement and the Board of Super-
visors adopted Government Code Section 31618
on April 23, 1984, which provides for the estab-
lishment of the Supplemental Retiree Benefit Re-
serve (SRBR). The SRBR is used only for the benefit
of future and current retired members and their
beneficiaries. The supplemental benefit is not a
guaranteed benefit. The distribution of the SRBR
is determined by the Board of Retirement. SRBR
currently provides for 80% purchasing power pro-
tection and a $5,000 death benefit.
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NOTE 2 — SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Reporting Entity

KCERA, with its own governing board, is an inde-
pendent governmental entity separate and dis-
tinct from the County of Kern.

Basis of Accounting

KCERA follows Governmental Accounting Stan-
dards Board (GASB) accounting principles and
reporting guidelines. The financial statements are
prepared using the accrual basis of accounting
and reflect the overall operations of KCERA. Em-
ployer and member contributions are recognized
in the period in which the contributions are due,
and benefits and refunds of prior contributions
are recognized when due and payable in accor-
dance with the terms of the Plan.

Investment income is recognized as revenue when
earned. The net appreciation (depreciation) in the
fair value of investments is recorded as an increase
(decrease) to investment income based on invest-
ment valuations, which includes both realized and
unrealized gains and losses on investments.

Administrative Expenses

KCERA’s board annually adopts the operating
budget for the administration of KCERA. Costs of
administering the Plan are charged against the
Plan’s earnings. KCERA’s administrative budget is
calculated pursuant to Government Code Section

31580.2(a), which provides that the administra-
tive expensesincurred in any year may not exceed
the greater of either twenty-one-hundredths of
1 percent (0.21%) of the actuarial accrued liabil-
ity of the system or $2,000,000, as adjusted an-
nually by the amount of the annual cost-of-living
adjustment computed in accordance with Article
16.5. Government Code Section 31580.2(b) pro-
vides that expenditures for computer software,
hardware and computer technology consulting
services in support of the computer products
shall not be considered a cost of administrative
expenses in the calculation.

Cash Equivalents

Cash equivalents are assets that are readily con-
vertible into cash, such as short-term government
bonds or Treasury bills and commercial paper.
Cash equivalents are distinguished from other
investments through their short-term existence;
they mature within 3 months. A cash equivalent
must also be an investment with an insignificant
risk of change in value. Although cash equivalents
are not cash, they are presented on the Statement
of Fiduciary Net Position together with cash using
the title “Cash and Cash Equivalents.”

Fair Valuation of Investments
Fair value for investments are derived by various
methods as indicated in the following table:

FINANCIAL
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NOTE 2 — SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Risks and Uncertainties

KCERA invests in various investment securities,
which are exposed to various risks, including inter-
est rate, market and credit risks. Due to the level
of risk associated with certain investment securi-
ties, it is at least reasonably possible that changes
in the values of investment securities will occur in
the near term and that such changes could ma-
terially affect the amounts reported in the State-
ment of Fiduciary Net Position.

Capital Assets

Assets shall be recorded at historical cost or, if
that amount is not practicably determined, at es-
timated historic cost. Accumulated depreciation
shall be summarized and reflected on KCERA’s an-
nual financial statements. Capital assets shall be
depreciated over their estimated useful lives us-
ing the straight-line depreciation method. Intangi-
ble assets with limited useful lives (e.g., by legal or
contractual provisions) should be amortized over
their estimated useful lives. Amortization of com-
puter software should begin when the program is
placed into service.

Capitalization Thresholds and Useful Life

Capital Asset Thresholds | Useful Life
Furniture $2,500 5-15 years
Equipment/Computers $5,000 3-10 years
Internally generated

computer software $1,000,000 5-12 years
Computer software $100,000 3-10 years

Income Taxes

The Plan qualifies under Section 401(a) of the In-
ternal Revenue Code and is therefore not subject
to tax under present income tax laws. No provision
for income taxes has been made in the accompa-
nying financial statements, as the Plan is exempt
from federal and state income taxes under the
provisions of Internal Revenue Code, Section 501
and California Revenue and Taxation Code, Sec-
tion 23701, respectively.

ﬂ FINANCIAL

Management’s Estimates

The preparation of financial statements in confor-
mity with accounting principles generally accept-
ed in the United States of America requires man-
agement to make estimates and assumptions.
These affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and
liabilities at the date of the financial statements,
and the reported amounts of revenue and ex-
penses during the reporting period. Actual results
could differ from those estimates.

GASB Pronouncements

In March 2016, GASB issued Statement No. 82
(GASB 82), Pension Issues, an Amendment of GASB
Statements No. 67, No. 68, and No. 73. The objec-
tive of this Statement is to address certain issues
that have been raised with respect to Statements
No. 67, Financial Reporting for Pension Plans, No.
68, Accounting and Financial Reporting for Pen-
sions, and No. 73, Accounting and Financial Re-
porting for Pensions and Related Assets That Are
Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB State-
ments 67 and 68. Specifically, this Statement ad-
dresses issues regarding (1) the presentation of
payroll-related measures in required supplemen-
tary information, (2) the selection of assumptions
and the treatment of deviations from the guidance
in an Actuarial Standard of Practice for financial
reporting purposes, and (3) the classification of
payments made by employers to satisfy employee
(plan member) contribution requirements. KCERA
implemented GASB 82 starting with the fiscal year
ended June 30, 2017. There was no material im-
pact on KCERA's financial statements as a result of
the implementation of GASB 82.
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NOTE 3 — DEPOSITS AND INVESTMENTS

The Board of Retirement (the Board) has the fidu-
ciary responsibility and authority to oversee the
investment portfolio. The Board is governed by
the County Employees’ Retirement Law of 1937.
Itis also governed by California Government Code
Sections 31594 and 31595, which provide for pru-
dent person governance of the Plan. Under this
law, the type and amount of plan investments as
well as the quality of securities are not specifically
delineated; rather, the investments made are as-
sumed to be in the best interest of the Plan such
that others with similar information would ac-
quire similar investments. The Board is required
to diversify the investments of the Plan so as to
minimize the risk of loss and to maximize the rate
of return, unless it is clearly prudent not to do so.
The investments shall be made for the exclusive
purpose of providing benefits to the participants
and their beneficiaries and defraying reasonable
expenses to the Plan.

The Board maintains a formal Investment Policy
Statement, which addresses guidelines for the in-
vestment process. The primary investment objec-
tives for KCERA's assets shall be:

1. Funding benefits
2. Long-term growth of capital
3. Preservation of purchasing power

A specific investment objective for KCERA's assets
is for the asset value, exclusive of contributions or
withdrawals, to grow over the long run. Another
objective is for the assets to earn, through a com-
bination of investment income and capital ap-
preciation, a rate of return (net of fees) in excess
of the established benchmarks over a full market
cycle (typically 3-5 years).

The Board retains a number of professional in-
vestment managers. Investment manager selec-
tion is an important decision involving complex
due diligence. The Board’s investment policy re-
quires independent performance measurement
of investment managers and establishes total re-
turn objectives for the total portfolio and major
categories of investments. The Board adopts in-
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vestment guidelines for KCERA’s investment man-
agers which are included within their respective
investment management agreements.

KCERA's policy regarding the allocation of invested
assets is established and may be amended by the
Board. It is the policy of the Board to pursue an
investment strategy that reduces risk through the
prudent diversification of the portfolio across a
broad selection of distinct asset classes. The fol-
lowing was the Board’s adopted asset allocation
as of June 30, 2017:

Asset Class Target
Domestic Equity 19%
International Equity 18%
Fixed Income 29%
Real Estate 10%
Hedge Funds 10%
Private Equity 5%
Private Credit 5%
Commodities 4%

For the year ended June 30, 2017, the annual
money-weighted rate of return on pension plan
investments, net of pension investment expens-
es, was 12.0%. For the year ended June 30, 2016,
it was 0.3%. The money-weighted rate of return
expresses investment performance, net of invest-
ment expense, adjusted for the changing amounts
actually invested.

Deposits

Cash and cash equivalents are carried at cost plus
accrued interest, which approximates fair value.
All cash and cash equivalents are held as follows:
by the County of Kern as part of Kern County’s
treasury pool; by Wells Fargo Bank as cash for
benefit payments and KCERA Property, Inc.; and
by KCERA’s master global custodian, The Northern
Trust Company. The County Treasury Oversight
Committee is responsible for regulatory oversight
of the Kern County Treasury Pool. Substantially all
of the cash held at The Northern Trust Company is
swept daily into collective, short-term investment
funds.
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NOTE 3 — DEPOSITS AND INVESTMENTS

Deposits (cont.)

Below is a summary of cash, deposits and short-
term investments as of June 30, 2017 and 2016:

(In thousands)

Held by 2017 2016
County of Kern $10,186 $ 9,644
Wells Fargo 1,288 1,256
Northern Trust 72,688 62,586
Disbursements

in excess of

cash balances 76 46
Total $ 84,238 $ 73,532

Custodial Credit Risk - Deposits

Custodial credit risk for deposits is the risk that,
in the event of the failure of a depository finan-
cial institution, the Plan will not be able to recover
deposits or will not be able to recover collateral
securities that are in the possession of an out-
side party. KCERA does not have a formal policy
for custodial credit risk but limits custodial credit
risk for deposits by maintaining cash in an exter-
nal investment pool managed by the County of
Kern and cash and short-term investments man-
aged by The Northern Trust Company. At June 30,
2017, KCERA had $2.4 million in deposits held at
The Northern Trust Company that were uninsured
and uncollateralized.

n FINANCIAL

Investments

Investments of the Plan are reported at fair value.
In fulfilling its responsibilities, the Board of Retire-
ment has contracted with investment managers
and a master global custodian. For the year ended
June 30, 2017, The Northern Trust Company is the
global custodian for the majority of the invest-
ments of the Plan.

Credit Risk

Credit risk is the risk that an issuer or other coun-
terparty to a debt investment will not fulfill its ob-
ligations. The KCERA investment policy’s minimum
average credit quality rating for fixed income, with
the exception of high yield, shall be at least A- and
the minimum issue quality shall be B-rated. The
minimum overall average credit quality for high
yield shall be at least B.

At June 30, 2017 and 2016, KCERA's assets consist-
ed of securities with credit quality ratings issued
by nationally recognized statistical rating organi-
zations, as shown on the next page.



KCERA 2017 | Notes to Basic Financial Statements

NOTE 3 — DEPOSITS AND INVESTMENTS

Standard & Poor’s (S&P) Credit Quality by Investment Type

As of June 30, 2017 (In thousands)
Asset-Backed Securities $ 6,258 $ 2267 $ 1,311 $ 1,894 $ 3,029 $§ 2,766 $ - |$ 17,525
Bank Loans - - - 9,426 107 3,437 - 12,970
Collateralized Bonds - - - - - 800 800
Commercial Mortgage- )

Backed Securities 1,336 638 - 976 - 10,513 - 13,463
Corporate Bonds 9,575 5,061 28,867 252,384 17,469 28,452 341,808
Corporate Convertible )

Bonds - - - 2,605 187 518 - 3,310
Government Agencies - 3,421 - 3,741 - - 115 7,277
Government Bonds - 1,066 6,817 32,563 634 3,083 - 44,163

Government Mortgage-
Backed Securities - - - - - 878 136,515 137,393

Government-Issued
Commercial Mortgage-

Backed Securities - - - - - - 564 564
Municipal / Provincial

Bonds - 940 2,040 546 - 1,321 - 4,847
Non-Government-Backed

C.M.O.s 169 1,523 335 1,073 501 7,239 - 10,840
Collective / Commingled

Funds 97,957 649,054 - 8,454 - 75,649 - 831,114
Total 115,295 663,970 39,370 313,662 21,927 134,656 137,194 1,426,074
U.S. Treasuries & Notes 145,419
Total Fixed Income $1,571,493

* “Agency” refers to a position for which an issue is implicitly guaranteed by the U.S. Government.

n FINANCIAL
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NOTE 3 — DEPOSITS AND INVESTMENTS

Standard & Poor’s (S&P) Credit Quality by Investment Type

As of June 30, 2016

(In thousands)

Asset-Backed Securities $ 4781 $ 2,805 $ 2,041 $ 199 $ 3598 $ 1,789 $ 274 ($ 17,384
Bank Loans - - - 8,475 354 1,871 - 10,700
Commercial Mortgage-

Backed Securities 2,103 1,288 110 2,170 - 8,512 - 14,183
Corporate Bonds - 4,779 35,968 216,226 14,856 20,650 - 292,479
Corporate Convertible

Bonds - - - 50 - 124 - 174
Government Agencies - 3,710 - 896 - - - 4,606
Government Bonds - 320 12,755 22,321 - 8,356 - 43,752
Government Mortgage-

Backed Securities - - 95 - - 676 123,399 124,170
Government-Issued

Commercial Mortgage-

Backed Securities - - - - - - 651 651
Municipal / Provincial

Bonds - 2,787 997 1,008 - 630 - 5,422
Non-Government-Backed

C.M.O.s 243 1,773 775 1,003 1,089 8,065 - 12,948
Collective / Commingled

Funds - 265,124 - 15,180 - 146,793 - 427,097
Total $ 7,027 $282,586 $52,841 $269,325 $19,897 $197,466 $124,324 [$ 953,566
U.S. Treasuries & Notes 130,378
Total Fixed Income $1,083,944

* “Agency” refers to a position for which an issue is implicitly guaranteed by the U.S. Government.

n FINANCIAL
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NOTE 3 — DEPOSITS AND INVESTMENTS

Investments (cont.)

Custodial Credit Risk — Investments

Custodial credit risk for investments is the risk
that, in the event of the failure of the counter-
party to a transaction, the Plan will not be able to
recover the value of the investment or collateral
securities that are in the possession of an outside
party. KCERA does not have a formal policy for
limiting custodial credit risk. As of June 30, 2017,
there were no investment securities exposed to
custodial credit risk.

Concentration of Credit Risk

The KCERA investment policy limits exposure to
any single investment manager or product. The
maximum allocation to a single active manager is
up to 12% of the aggregate fair value of the Fund.
The maximum allocation to a single active man-
agement product is 8%. This limitation applies
to any non-index investment vehicle. With the
exception of any sovereign entity (both U.S. and

non-U.S.) U.S. agency-backed and U.S. agency-
issued mortgages, portfolios may not invest more
than 5% per investment-grade issuer. Securities of
a single noninvestment-grade issuer should not
represent more than 2% of the fair value of the
portfolio. KCERA’s investment portfolio contained
no investments in any one single investment-
grade issuer greater than 5% of plan net position
as of June 30, 2017 and 2016 (other than the ex-
ceptions listed above).

Interest Rate Risk

Interest rate risk is the risk that changes in inter-
est rates will adversely affect the fair value of an
investment. KCERA’s investment policy requires
active managers to be within 20% of their bench-
mark. The overall Fund duration is expected to be
within 20% of the Fund’s benchmark duration. At
June 30, 2017 and 2016, the segmented time dis-
tribution of the fixed income portfolio, by invest-
ment type, was as follows:

(In thousands)

Asset-Backed Securities $ 17,525 $ - $§ 537 § 7201 $ 9,787 $ -
Bank Loans 12,970 1,484 6,629 4,857 - -
Collateralized Bonds 800 - - 800 - -
Commercial Mortgage-Backed 13,463 - 244 - 13,219 -
Corporate Bonds 341,808 15,042 142,140 132,805 49,886 1,935
Corporate Convertible Bonds 3,310 - 736 831 1,743 -
Government Agencies 7,277 - 2,322 3,731 1,224 -
Government Bonds 165,404 1,630 50,489 43,404 69,881 -
Government Mortgage-Backed 137,393 - 621 1,041 51,348 84,383
Government-Issued Commercial

Mortgage-Backed 564 - 191 342 31 -
Index-Linked Government Bonds 24,178 - 5,472 16,751 1,955 -
Municipal / Provincial Bonds 4,847 - 178 1,303 3,366 -
Non-Government-Backed C.M.O.s 10,840 818 499 885 8,638 -
Collective / Commingled Funds 831,114 - - - - 831,114
Total $ 1,571,493 $18,974 $210,058 $213,951 $211,078 $917,432

n FINANCIAL
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NOTE 3 — DEPOSITS AND INVESTMENTS

Investments (cont.)

(In thousands)

Asset-Backed Securities $ 17,384 $ 4 $ 1,781 $ 4954 $ 10,605 $ -
Bank Loans 10,700 857 8,532 1,311 - -
Commercial Mortgage-Backed 14,183 257 - - 13,926 -
Corporate Bonds 292,479 7,235 129,463 98,310 55,224 2,247
Corporate Convertible Bonds 174 - 124 - 50 -
Government Agencies 4,605 10 2,325 645 1,625 -
Government Bonds 139,189 1,608 39,472 32,078 66,031 -
Government Mortgage-Backed 124,170 - 644 1,319 49,879 72,328
Government-Issued Commercial

Mortgage-Backed 651 - 127 455 69 -
Index-Linked Government Bonds 34,942 1,960 208 18,057 14,717 -
Municipal / Provincial Bonds 5,422 - 887 - 4,535 -
Non-Government-Backed C.M.O.s 12,948 - - 1,583 11,365 -
Collective / Commingled Funds 427,097 - - - - 427,097
Total $1,083,944 $11,971 $183,563 $158,712 $228,026 $ 501,672

Foreign Currency Risk

Foreign currency risk is the risk that changes in ex-
change rates will adversely affect the value of an
investment.

The Board of Retirement considers the currency
risk exposure when setting the asset allocation
targets of the Plan. KCERA’s investment policy
permits a 18% allocation to non-U.S. equities

n FINANCIAL

and a 4% allocation to emerging market debt.
In addition, the core fixed income and high yield
managers invest in a diversified portfolio, which
caninclude upto 10% in foreign currency exposure
and 30% in non-dollar securities.

The direct holdings shown on the following page
represent KCERA’s foreign currency risk exposure
as of June 30, 2017 and 2016.
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As of June 30, 2017 (In thousands, USD)

As of June 30, 2016 (In thousands, USD)

E FINANCIAL

Cash Argentine Peso $ 39 Cash Brazilian Real $ 76
Australian Dollar 41 Canadian Dollar 9
Brazilian Real 301 Chinese Yuan Renminbi 51
Canadian Dollar 6,473 Euro ]7
Swiss Franc o 179 British Pound Sterling 36
Chinese Yuan Renminbi 146 Hungarian Forint 40
Eu.rc') . 464 Japanese Yen 263
British Pound Sterling 320 Mexican Peso 333
Hong Kong Dollar 102 . .
. . Malaysian Ringgit 38
Hungarian Forint 81 :
Russian Ruble 17
Japanese Yen 137 . Doll |
Mexican Peso 219 Singapore Dollar
New Zealand Dollar 1 .
Russian Ruble 216 Cash Collateral / Canadian Dollar 217
Swedish Krona 7 Variation Margin Euro 98
Turkish Lira 30 British Pound Sterling 37
Japanese Yen 17
Cash Collateral / Canadian Dollar (184)
Variation Margin Euro 942 Equities Australian Dollar 10,566
British Pound Sterling 140 Canadian Dollar 9,965
Japanese Yen 78 Swiss Franc 24,124
Danish Krone 2,407
Equities Australian Dollar 10,115 Euro 72,000
Car}adlan Dollar 11,770 British Pound Sterling 54,670
SW]S.S Frane 9,891 Hong Kong Dollar 17,925
Danish Krone 4,286 Indonesian Rupiah 945
Euro 44,486 .
. . New Israeli Shekel 1,083
British Pound Sterling 22,232
Japanese Yen 65,001
Hong Kong Dollar 14,388 hEK. 475
New Israeli Shekel 1,744 South Korean Won 157
Japanese Yen 36,302 Norw'eglan Krone 532
South Korean Won 4,998 Swedish Krona 3,291
Norwegian Krone 471 Singapore Dollar 1,426
Swedish Krona 3,011 South African Rand 1,982
Singapore Dollar 1,491
South African Rand 4,099 Fixed Income Brazilian Real 2,441
Chilean Peso 320
Fixed Income Argentine Peso 1,310 Chinese Yuan Renminbi 1,638
Brazilian Real 4,389 Colombian Peso 462
Canadian Dollar 545 Euro 1,099
Chilean Peso o 320 British Pound Sterling 1,188
Chmese.Yuan Renminbi 69 Hungarian Forint 1,448
Colqmblan Peso 469 Mexican Peso 9,669
Danish Krone 7,869 Malaysian Ringgit 1,817
Euro 757 .
" . Polish Zloty 3,086
British Pound Sterling 1,125 .
. . Russian Ruble 2,818
Hungarian Forint 1,520 Turkish Li 1216
Mexican Peso 5,187 urkish Lira ’
Malaysian Ringgit 405 .
Polish Zloty 1,630 Swaps / Options Australian Dollar 5)
Russian Ruble 3,777 Canadian Dollar (195)
Turkish Lira 1,527 Euro 153
British Pound Sterling 51
Swaps / Options Canadian Dollar 217
Euro 159 Total Foreign Cash & Investments $299,200
British Pound Sterling (84)
Total Foreign Cash & Investments $ 210,167
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Highly Sensitive Investments

KCERA utilizes investments that are highly sensi-
tive to interest rate changes in its fixed income,
separately managed investment accounts. Highly
sensitive investments include mortgage-backed
securities, asset-backed securities, collateralized
mortgage obligations, and collateralized bond ob-
ligations (CBO). Mortgage-backed securities, col-
lateralized mortgage obligations and asset-backed
securities are created from pools of mortgages

or other assets (receivables). A CBO is an invest-
ment-grade, asset-based security comprised of
low-rated bonds that are transferred to a special
purpose vehicle that manages the issue.

Such securities are subject to credit and interest
rate risks, including uncollectible mortgages or
receivables backing a security, home mortgages
that are prepaid at the option of the homeowner,
and the duration and maturity of the issues.

Fair Value (In thousands)
June 30, 2017 June 30, 2016
Mortgage-Backed Securities $ 151,420 $ 139,004
Asset-Backed Securities 17,525 17,384
Collateralized Mortgage Obligation Securities 10,840 12,948
Collateralized Bond Obligations 800 -
Total $ 180,585 $ 169,336

NOTE 4 — FAIR VALUE MEASUREMENT

KCERA's investments are measured and reported
within the fair value hierarchy established by
generally accepted accounting principles. The fair
value hierarchy, which has three levels, is based
on the valuation inputs used to measure an
asset’s fair value:

e Level 1 - Investments reflect prices quoted in
active markets.

e Level 2 — Investments reflect prices that are
based on a similar observable asset, either
directly or indirectly, which may include
inputs in markets that are not considered to
be active.

e Level 3 — Investments reflect prices based on
unobservable sources.

m FINANCIAL

The categorization of investments within the
hierarchy is based upon the pricing transparency
of the instrument and should not be perceived as
the particular investment’s risk.

Debt, equities and investment derivatives
classified in Level 1 of the fair value hierarchy are
valued directly from a predetermined primary
external pricing vendor. Assets classified in Level
2 are subject to pricing by an alternative pricing
source due to lack of information available by the
primary vendor. Assets classified in Level 3, due to
lack of an independent pricing source, are valued
using an internal fair value as provided by the
investment manager.
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NOTE 4 — FAIR VALUE MEASUREMENT

Investments and Short-Term Holdings Measured at Fair Value

(In thousands)

Investments by Fair Value

Debt Securities: $ 747,593 $ 145,419 $ 581,099 $ 21,075
Asset-Backed Securities 177,266 - 165,066 12,200
Bank Loans 12,971 - 12,971 -
Bond Funds 7,213 - 7,213 -
Collateralized Debt Obligations 6,740 - - 6,740
Corporate Debt Securities 344,264 - 342,984 1,280
Government Debt Securities 172,061 121,241 50,820 -
State & Local Government Debt Secur. 2,045 - 2,045 -
Structured Debt 24,178 24,178 - -
Escrow 855 - - 855

Equity Investments: 652,493 574,546 77,886 61
Common Stock 404,199 403,304 834 61
Convertible Equity 1,834 432 1,402 -
Equity Funds 239,610 163,960 75,650 -
Preferred Stock 5,214 5,214 - -
Stapled Securities 1,636 1,636 - -

Real Assets: 4,317 - - 4,317
Real Estate 4,317 - - 4,317

Investments Measured at the

Net Asset Value (NAV) 2,591,857 - - -
Real Estate Funds 224,933 - - -
Hedge Funds 348,133 - - -
Private Equity 165,580 - - -
Commingled Commodity Fund 155,853 - - -
Commingled Equity Fund 949,107 - - -
Commingled Bond Funds 748,251 - - -

Derivatives 4,224 2,364 1,860 -
Credit Contracts 115 - 115 -
Interest Rate Contracts 1,879 82 1,797 -
Other 2,230 2,282 (52) -

Invested Securities Lending Collateral 123,154 - 123,154 -
Indemnified Repurchase Agreements 123,154 - 123,154 -

Total $ 4,123,638 $ 722,329 $ 783,999 $ 25,453

FINANCIAL
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NOTE 4 — FAIR VALUE MEASUREMENT

Investments and Short-Term Holdings Measured at Fair Value

(In thousands)

Investments by Fair Value

Debt Securities: $ 667,327 $ 130,378 $ 503,857 $ 33,092
Asset-Backed Securities 171,342 - 144,404 26,938
Bank Loans 10,700 - 10,700 -
Bond Funds 10,480 - 10,480 -
Collateralized Debt Obligations 1,525 - - 1,525
Corporate Debt Securities 292,653 - 289,016 3,637
Government Debt Securities 141,779 95,436 46,343 -
State & Local Government Debt Secur. 3,905 - 2914 991
Structured Debt 34,942 34,942 - -
Escrow 1 - - 1

Equity Investments: 767,591 695,727 71,192 672
Common Stock 637,616 636,944 - 672
Convertible Equity 325 325 - -
Equity Funds 120,578 49,386 71,192 -
Preferred Stock 6,632 6,632 - -
Stapled Securities 2,440 2,440 - -

Real Assets: 4,375 - - 4,375
Real Estate 4,375 - - 4,375

Investments Measured at the

Net Asset Value (NAV) 2,153,304 - - -
Real Estate Funds 180,899 - - -
Hedge Funds 325,654 - - -
Private Equity 178,130 - - -
Commingled Commodity Fund 135,433 - - -
Commingled Equity Fund 987,763 - - -
Commingled Bond Fund 345,425 - - -

Derivatives 4,735) 2,770 (7,506) 1
Credit Contracts (177) - (177) -
Equity Contracts - - - -
Foreign Exchange Contracts (11) - (11) -
Interest Rate Contracts (7,334) (12) (7,322) -
Other 2,787 2,782 4 1

Invested Securities Lending Collateral 76,000 - 76,000 -
Indemnified Repurchase Agreements 76,000 - 76,000 -

Total $ 3,663,862 $ 828,876 $ 643,543 $ 38,139

n FINANCIAL
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NOTE 4 — FAIR VALUE MEASUREMENT

The valuation method for investments measured at the net asset value (NAV) per share, or equivalent,

is presented in the table below.

(In thousands)

Commingled Bond Funds $ 748,251 Daily, Quarterly, None 2-30 Days $ -
Commingled Commodity Funds @ 155,853 Daily, Monthly 1-30 Days -
Commingled Equity Fund Domestic ) 559,691 Daily, Quarterly 1-60 Days -
Commingled Equity Fund Non-US @ 389,416 Daily, Monthly 1-15 Days -
Hedge Funds:
CTA® 21,258 Monthly 30 Days -
Directional ® 42,547 Monthly 30-60 Days -
Equity Long/Short @ 22,619 Quarterly 45 Days -
Event-Driven © 46,965 Quarterly, Annually, 45-90 Days -
36 Months
Fund of Funds © 5 Semi-annually 91 Days -
Multi-Strategy 116,500 Quarterly, Annually 60-90 Days -
Relative Value ® 98,239 Monthly, Quarterly, 45-120 Days -
Semi-annually
Real Estate Funds @ 224,933 Quarterly, None 30-45 Days 30,843
Private Asset Funds © 165,580 N/A N/A 44,687
Total $ 2,591,857 $ 75,530

W Commingled Bond Funds, Commodity Funds and Equity Funds: Five bond funds, three commodity funds and five equity funds are
considered to be commingled in nature. Each is valued at the net asset value (NAV) of units held at the end of the period based upon the
fair value of the underlying investments.

() CTA: The objective of this fund is to provide consistent long-term appreciation of assets through implementation of a systematic trading
model or portfolio of systematic trading models that trade in a number of debt, equity, foreign exchange and commodity instruments and
derivative contracts.

@) Directional: The three global macro funds utilizing this strategy seek to generate consistent long-term appreciation through active,
direct and indirect, leveraged trading and investment on a global basis in multiple investment strategies. All three funds are valued at
NAV.

“ Equity Long/Short Hedge Fund: Consisting of one fund utilizing both long and short strategies seeking risk-adjusted returns principally
through investment in the Asian-Pacific region.

) Event-Driven Hedge Funds: Consisting of two funds, this strategy seeks to gain an advantage from pricing inefficiencies that may occur
in the onset or aftermath of a corporate action or related event. These investments are valued at NAV per share.
) Fund of Funds: Side pocket of illiquid investments from the constituent underlying funds for a fund-of-funds terminated on 2013.

) Multi-Strategy Hedge Funds: The three funds that make up this group aim to pursue varying strategies in order to diversify risks and
reduce volatility. These investments are valued at NAV per share.

® Relative Value Hedge Funds: Consisting of five funds, this strategy’s main focus is to benefit from valuation discrepancies that may be
present in related financial instruments by simultaneously purchasing or selling these instruments.

© Private Asset and Real Estate Funds: KCERA's Private Asset portfolio consists of 9 funds investing primarily in buyouts with some
exposure to distressed funds, venture capital and special situations. The Real Estate portfolio, comprised of 5 funds, invests mainly in U.S.
commercial real estate and utilizes a combination of Core open-end commingled funds and closed-end Value-Added funds. The open-end
funds are eligible for redemption on a quarterly basis. Distributions are received from the closed-end funds as underlying investments
within the funds are liquidated. Individual holdings contained in the funds are recorded at estimated fair value using a combination of the
income, cost and sales comparison approaches.

n FINANCIAL
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NOTE 4 — FAIR VALUE MEASUREMENT

The valuation method for investments measured at the net asset value (NAV) per share, or equivalent,

is presented in the table below.

(In thousands)

Commingled Bond Funds $ 345,425 Daily, Quarterly, None 2-30 Days $ -
Commingled Commodity Funds @ 135,433 Daily, Monthly 1-30 Days _
Commingled Equity Fund Domestic ) 595,496 Daily, Quarterly 1-60 Days _
Commingled Equity Fund Non-US @ 392,267 Monthly 3-15 Days _
Hedge Funds:
CTA® 25,574 Monthly 30 Days -
Directional ® 42,217 Monthly 30-60 Days -
Equity Long/Short @ 19,439 Quarterly 45 Days -
Event-Driven © 38,762 Quarterly, Annually, 45-90 Days -
36 Months
Fund of Funds © 3,007 Semi-annually 91 Days -
Multi-Strategy 103,674 Quarterly, Annually 60-90 Days -
Relative Value ® 92,981 Monthly, Quarterly, 45-120 Days -
Semi-annually
Real Estate Funds @ 180,899 Quarterly, None 30-45 Days 56,016
Private Asset Funds © 178,130 N/A N/A 59,288
Total $ 2,153,304 $ 115,304

W Commingled Bond Funds, Commodity Funds and Equity Funds: Five bond funds, three commodity funds and six equity funds are
considered to be commingled in nature. Each is valued at the net asset value (NAV) of units held at the end of the period based upon the
fair value of the underlying investments.

() CTA: The objective of this fund is to provide consistent long-term appreciation of assets through implementation of a systematic trading
model or portfolio of systematic trading models that trade in a number of debt, equity, foreign exchange and commodity instruments and
derivative contracts.

@) Directional: The three global macro funds utilizing this strategy seek to generate consistent long-term appreciation through active,
direct and indirect, leveraged trading and investment on a global basis in multiple investment strategies. All three funds are valued at
NAV.

“ Equity Long/Short Hedge Fund: Consisting of one fund utilizing both long and short strategies seeking risk-adjusted returns principally
through investment in the Asian-Pacific region.

) Event-Driven Hedge Funds: Consisting of two funds, this strategy seeks to gain an advantage from pricing inefficiencies that may occur
in the onset or aftermath of a corporate action or related event. These investments are valued at NAV per share.
) Fund of Funds: Side pocket of illiquid investments from the constituent underlying funds for a fund-of-funds terminated on 2013.

) Multi-Strategy Hedge Funds: The three funds that make up this group aim to pursue varying strategies in order to diversify risks and
reduce volatility. These investments are valued at NAV per share.

® Relative Value Hedge Funds: Consisting of five funds, this strategy’s main focus is to benefit from valuation discrepancies that may be
present in related financial instruments by simultaneously purchasing or selling these instruments.

© Private Asset and Real Estate Funds: KCERA's Private Asset portfolio consists of 9 funds investing primarily in buyouts with some
exposure to distressed funds, venture capital and special situations. The Real Estate portfolio, comprised of 5 funds, invests mainly in U.S.
commercial real estate and utilizes a combination of Core open-end commingled funds and closed-end Value-Added funds. The open-end
funds are eligible for redemption on a quarterly basis. Distributions are received from the closed-end funds as underlying investments
within the funds are liquidated. Individual holdings contained in the funds are recorded at estimated fair value using a combination of the
income, cost and sales comparison approaches.

n FINANCIAL
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NOTE 5 — SECURITIES LENDING

Under provisions of state statutes, the Board of
Retirement permits KCERA to participate in a se-
curities lending program, whereby securities are
transferred to independent broker-dealers and
other entities for collateral with a simultaneous
agreement to return the collateral for the same
securities plus a fee in the future. Deutsche Bank
is KCERA's agent for securities lending.

Deutsche Bank is authorized to lend U.S. govern-
ment obligations, U.S. bonds and equities, and in-
ternational bonds and equities that are being held
in custody to various borrowers, such as banks
and brokers. Securities are lent for collateral. All
securities loans can be terminated on demand by
either KCERA or the borrower.

U.S. securities are loaned versus collateral valued
at 102% of the fair value of the securities plus any
accrued interest. Non-U.S. securities are loaned
versus collateral valued at 110% of the fair value

As of June 30, 2017

of the securities plus any accrued interest. Mark-
ing to market is performed every business day
subject to de minimis rules of change in value;
the borrower is required to deliver additional col-
lateral when necessary so that the total collat-
eral held by the agent will at least equal the fair
value of the borrowed securities. Deutsche Bank
invests cash collateral in repurchase agreements
on an overnight and term basis collateralized by
readily liquid and marketable securities at 102%
or greater.

At June 30, 2017, KCERA had no credit risk
exposure to borrowers due to the nature of the
program’s collateralization of loans at 102% or
110% plus accrued interest.

The tables below show the balances relating to

securities lending transactions as of June 30, 2017
and 2016.

(In thousands)

Equities $ 53,179 $ 54,520 $ 15,603 $ 15,728
Corporate Bonds 57,171 58,533 - -
Government Bonds 9,877 10,101 - -
Total $ 120,227 $ 123,154 $ 15,603 $ 15,728

As of June 30, 2016 (In thousands)

Equities $ 37,765 $ 40,336
Corporate Bonds 28,671 29,354
Depository Receipt 462 476
Government Bonds 5,719 5,834
Total $ 72,617 $ 76,000

n FINANCIAL
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NOTE 6 — DERIVATIVES

Description of and Authority for Derivative
Investments

KCERA invests in derivative financial investments
(i.e., instruments) as authorized by the Board of
Retirement. Investment managers may use deriva-
tives where guidelines permit. A derivative instru-
ment is defined as a contract that derives its value,
usefulness and marketability from an underlying
instrument that represents a direct ownership of
an asset or a direct obligation of an issuer. Deriva-
tive instruments include, but are not limited to,
futures, options, forward contracts, and interest
rate or commodity swap transactions. All deriva-
tives are considered investments by KCERA.

Substitution and risk control are the two deriva-
tive strategies permitted. Substitution strategy
is when the characteristics of the derivative suf-
ficiently parallel that of the cash market instru-
ments; the derivatives may be substituted on a
short-term basis for the cash market instrument.
Risk control strategy is when the characteristics
of the derivative sufficiently parallel that of the
cash instrument; an opposite position from the
cash instrument could be taken in the derivative
instrument to alter the exposure to or the risk of
the cash instrument.

Portfolios may not sell securities short nor create
leverage through the use of financial futures and
options. Uncovered futures or options positions
are prohibited.

Financial futures and options may only be used to
hedge currency risk or to manage portfolio dura-
tion. Investment in structured notes is prohibited.
KCERA may invest in the following:

n FINANCIAL

Futures

Futures contracts are used to hedge against a
possible increase in the price of currency. Futures
contracts are classified by category of underlying
instrument, such as equity, fixed income, com-
modity or cash equivalent. Derivative positions
are tied to the performance of underlying securi-
ties. Futures contracts are priced “mark-to-mar-
ket,” and daily settlements are recorded as in-
vestment gains or losses. Accounting for the daily
mark-to-markets in this manner, the fair value of
the futures contract at the end of the reporting
period is the pending mark-to-market. For invest-
ment performance, risk and exposure purposes,
KCERA’s custodian reports the notional fair values
of futures contracts with corresponding offsets.
When a futures contract is closed, futures are
removed from the record with the final gain/loss
equal to the fluctuation in value from the last
mark-to-market to the closing value.

Options

Options are used to manage risk exposures in
certain accounts as a result of asset allocation re-
qguirements or unusual flows of cash to or from
such accounts. Purchased put/call options are re-
ported as assets with cost equal to the premium
amount paid at inception, and written put/call
options are reported as liabilities with cost equal
to the premium received at inception. During the
term of the options contracts, options are reval-
ued at the end of each reporting period. Unreal-
ized gains and losses are reported as the differ-
ence between the premium (cost) and the current
fair value. At expiration, sale, or exercise, options
are removed from record, and realized gains and
losses are generally recognized. Because of the
nature of options transactions, notional values
are not included in the Investment Derivatives
Summary table on page 44.
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Description of and Authority for Derivative
Investments (cont.)

Swaps

Swap transactions are used to preserve a return
or spread on investments to protect against cur-
rency fluctuations as a duration management
technique or to protect against any increase in
the price of securities. Because the fair values of
swaps can fluctuate, swaps are represented as as-
sets (if fair value is greater than zero) and liabili-
ties (if fair value is less than zero). If a premium
is paid or received at inception of the swap, the
premium amount is generally recorded as the cost
of the swap. During the term of the swap agree-
ment, the periodic cash flows as either income or
expense associated with the swap agreement. At
each reporting period, swaps are revalued and
unrealized gains or losses are reported. KCERA’s
custodian generally obtains swap valuations from
a pricing vendor, the investment manager or the
counterparty. At closing, KCERA’s custodian re-
moves the swap assets and liabilities from the
record. The difference between any closing pre-
mium exchanged and the cost basis is recognized
as realized gain or loss.

Forward Exchange Contracts

Forward exchange contracts are used for the pur-
pose of hedging against adverse movement in
currency exchange rates and to facilitate settle-
ment of transactions in foreign securities. KCERA’s
reporting methodology for foreign exchange (FX)
contracts reflects payables and receivables for
the currencies to be exchanged while the forward
FX contracts are pending; the two pending cash
flows are valued separately. The overall cost basis

m FINANCIAL

for a pending FX deal is zero (the net of the cost
basis for the payable and receivable). Pending for-
ward FX contracts are valued using the closing for-
ward FX rate as of the report date. The difference
between the forward rate (base fair value) at the
reporting date and the contracted rate on trade
date (base cost) of the forward FX contract is un-
realized gain/loss. The difference between the
spot rate applied at settlement date and the con-
tracted rate on trade date is realized gain/loss at
the settlement of the forward FX contract. KCERA
does not discount the valuation of the anticipated
cash flows associated with pending forward FX
contracts.

Summary of Investment Derivatives

Investment derivative instruments are reported
as investments (if fair value is greater than zero)
or liabilities (if fair value is less than zero) as of
fiscal year end on the Statement of Fiduciary Net
Position. Listed market prices are used to report
the fair values for derivative instruments, if avail-
able. If listed market prices are not available for
derivative instruments, the price used may be
from a vendor, an investment manager or a coun-
terparty. All changes in fair value are reported in
the Statement of Changes in Fiduciary Net Posi-
tion as a component of investment revenue.

As of June 30, 2017 and 2016, KCERA has the fol-
lowing instruments outstanding (see Summary
table below) with an objective to earn a rate of re-
turn consistent with KCERA's investment policies.
Notional values listed on the Summary table that
are positive (assets) or negative (liabilities) are ag-
gregated for similar derivative types.
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Investment Derivative Credit Risk

The credit risk of using derivative instruments may
include the risk that counterparties to contracts
will not perform and/or the public exchange will
not meet its obligation to assume this counterpar-
ty risk. KCERA is exposed to credit risk on invest-
ment derivatives traded over the counter and are
reported in asset positions.

KCERA’s derivative investment policy states that
for non-exchange-traded derivative instruments,
counterparty credit status shall be of the highest
caliber with care taken to avoid credit guarantees

extended through to parties less credit-worthy
than the primary counterparty to the transaction.
Counterparty exposure is limited to firms with a
short-term rating of A1/P1 or with a long-term
credit rating of AA or better. Single counterparty
exposure should be limited to 10% of the value of
the fund.

A summary of counterparty credit ratings relating
to non-exchange-traded derivatives in asset posi-
tions as of June 30, 2017, in addition to a sum-
mary of KCERA's derivatives as of June 30, 2017
and 2016, are as follows:

Investment Derivatives Summary and Summary of Credit Ratings

As of June 30, 2017

(In thousands)

Futures $ 71 $ - $(19,188) $ - $(114) § - $ 96 § (13)
Options 109 (31) 3) - 49 - - 91
Swaps (3,075) 1,987 - - - - - (647)
Foreign Exchange Contracts 1,128 (646) - - - - - -
Rights/Warrants Equity Contracts 79 - - - - - - -
Total Value $(1,83) $ 1,310 $(19,191)

Total Subject to Credit Risk $ - 8§ (65 $ - $ 9% $(569)

As of June 30, 2016 (In thousands)

Futures $ 3,147 § - $ (44,782) - $ - 8§ - § - $ -
Options 939 (24) 13 5) 1 - (17) “4)
Swaps (3,169) (7,498) - - 6) (123) - 45
Foreign Exchange Contracts (821) 148 - - - - - 148
Rights/Warrants Equity Contracts - - - - - - - -
Total Value $ 9% $(7,374) $ (44,769)

Total Subject to Credit Risk $(5 $(5 $123) $(17) $ 189

n FINANCIAL
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Investment Derivative Interest Rate Risk

Interest rate risk is the risk that changes in inter-
est will adversely affect the fair value of an invest-

risk using duration. At June 30, 2017 and 2016,
KCERA had the following investment derivative
interest rate risks:

ment. KCERA measures derivative interest rate

As of June 30, 2017

(In thousands)

Futures $(19,188) $ - $ - $ - $ - $ - $ - $ -
Options 3) 31) 57 - 12 (100) - -
Swaps - 1,987 33 - - 201 1,510 243
Forward Exchange

Contracts - (646) (339) - (307) - - -
Total $ (19,191) $1,310 $ (249 $ - §$Q95) $ 101 $1,510 $243

As of June 30, 2016

(In thousands)

Futures $(44,782) | $ - $ - $ - $ - $ - 8 - 8 -
Options 13 24) (26) ) - 4 - -
Swaps - (7,498) - 3 - (479) (3,349) (3,672)
Forward Exchange

Contracts - 148 77 67 3 - - -
Total $(44,769) | $(7,374) $ 51 $ 68 $3 $(475) $(3,349) $(3,672)

n FINANCIAL
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Investment Derivative Foreign Currency Risk fair value of an investment. At June 30, 2017 and
Foreign currency risk is the risk that changes in 2016, KCERA had the derivative foreign currency

currency exchange rates will adversely affect the exposures listed in the table below.
As of June 30, 2017 (In thousands)

Cash Collateral/Variation Margin Canadian Dollar $  (184)

Euro 942

British Pound Sterling 140

Japanese Yen 78

Foreign Exchange Contracts Australian Dollar 1,567

Canadian Dollar (6,973)

Swiss Franc (782)

Chinese Yuan Renminbi (185)

Danish Krone (8,002)

Euro (700)

British Pound Sterling (520)

Japanese Yen 2,833

South Korean Won (2,217)

Mexican Peso (13)

New Zealand Dollar (1,568)

Options Euro 17

Swaps Canadian Dollar 217

Euro 142

British Pound Sterling (84)

Total Foreign Derivatives $ (15,292)
As of June 30, 2016 (In thousands)
Cash Collateral/Variation Margin Canadian Dollar § 217

Euro 98

British Pound Sterling 37

Japanese Yen 17

Foreign Exchange Contracts Australian Dollar 638
Chinese Yuan Renminbi (1,658)

Danish Krone (11)

Euro (681)

British Pound Sterling 501

Japanese Yen 182

South Korean Won (3,105)

Mexican Peso 1,017

Malaysian Ringgit (695)

Russian Ruble (117)

Singapore Dollar (1,303)

New Taiwan Dollar (591)

Options Australian Dollar (5)
Swaps Canadian Dollar (195)

Euro 153

British Pound Sterling 51

n FINANCIAL | Total Foreign Derivatives $ (5,450)
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Following the establishment of KCERA on January
1, 1945, eligible employees and their beneficiaries
became entitled to pension, disability and survi-
vor benefits under the provisions of the CERL. As a
condition of participation under the provisions of
the CERL, members are required to pay a percent-
age of their salaries, depending on their entry age
in the Plan, membership type and benefit tier.

The funding objective of the KCERA Board of Re-
tirement is to provide sufficient assets to permit
the payment of all regular benefits promised un-
der KCERA while minimizing the volatility of con-
tribution rates for participating employers from
year to year as a percentage of covered payroll.
There are three sources of funding for KCERA re-
tirement benefits: employer contributions, mem-
ber contributions and investment earnings.

Total contributions made during fiscal years
2017 and 2016, respectively, amounted to ap-
proximately $275.7 million and $268.0 million,
of which $241.1 million and $234.7 million were
contributed by employers, and $34.6 million and
$33.3 million were contributed by members.

Pension Obligation Bonds

In 1995 and 2003, the County of Kern issued pen-
sion obligation bonds and contributed $224.5 mil-
lion and $285.1 million to the Plan, respectively.
Special districts did not participate in the funding
provided by pension obligation bonds. Therefore,
different employer contribution rates are required
to fund the unfunded liabilities for each class of
participation.

FINANCIAL

Cost-of-Living Adjustment

On April 1, 1973, an annual cost-of-living adjust-
ment (COLA) of up to 2% for all retirees and con-
tinuance beneficiaries was adopted. The 2% COLA
was funded entirely from the unreserved fund
balance until February 5, 1983. After this date and
prior to fiscal year 2003, funding of the 2% COLA
was included in the employers’ contributions.
In fiscal year 2002, the County of Kern activated
Government Code Section 31617, which provides
that COLAs shall be funded first from excess earn-
ings, to the extent of such excess, and thereafter
from employer contributions. In fiscal year 2016,
the Plan had no excess earnings; SO was reserved
to fund the employer COLA contributions in fiscal
year 2017.

Employer Contributions

Each year, an actuarial valuation is performed for
the purpose of determining the funded position
of the retirement plan and the employer contribu-
tions necessary to pay benefits accruing to KCERA
members not otherwise funded by member con-
tributions or investment earnings. The employer
contribution rates are actuarially determined by
using the Entry Age Actuarial Cost Method. The
Plan’s employer rates provide for both “Normal
Cost” and a contribution to amortize any unfund-
ed or overfunded actuarial accrued liabilities.
Contribution rates determined in each actuarial
valuation (as of June 30) apply to the fiscal year
beginning 12 months after the valuation date.
Employer rates for fiscal year 2017 ranged from
27.33% to 62.97% of covered payroll, with a com-
bined average of 45.11% for all employers.
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NOTE 8 — RESERVE ACCOUNTS AND
DESIGNATIONS OF NET POSITION

Member Contributions

Member contributions are made through payroll
deductions on a pre-tax basis, per IRS Code Sec-
tion 414(h)(2). Member contribution rates for fis-
cal year 2017 ranged from 4.45% to 18.48% and
were applied to the member’s base pay plus “pen-
sionable” special pay; they were calculated based
on the member’s KCERA entry age and actuarially
calculated benefits. Members are required to con-
tribute depending on the member’s tier, employer
and bargaining unit. For certain safety bargaining
units, a flat member contribution rate is applied.
“New members,” as defined in PEPRA, hired on or
after January 1, 2013 pay a flat member contribu-
tion rate: 50% of the total Normal Cost rate.

For members covered by Social Security, the mem-
ber contribution rates above apply to monthly
salaries over $350. (A one-third reduction in the
rates applies to the first $350 of monthly salary.)

As a result of the 1997 Memorandum of Under-
standing (MOU), some members received an
employer “pick up” of their contributions. Gen-
eral members hired after MOU-specified dates
in 2004 or 2005 and safety members hired after
MOU-specified dates in 2007 were required to
pay 100% of the employees’ retirement contri-
butions with the employer paying no part of the
employees’ contributions. Effective in 2014, non-
contributing County general and safety members
were required to pay one-third of their employee
contributions. Buttonwillow Recreation and Park
District and San Joaquin Valley Air Pollution Con-
trol District did not elect the 1997 MOU. Button-
willow employees continue to pay 50% of their
full rates. San Joaquin’s Tier | members pay 39%
of the Normal Cost rate as of June 30, 2017. Em-
ployees of the Kern County Superior Court are re-
quired to pay an additional 8% of base salary.

Interest is credited to member contributions
semiannually on June 30 and December 31, in ac-
cordance with Article 5.5 of the CERL. Member
contributions and credited interest are refund-
able upon termination of membership.

n FINANCIAL

Member and employer contributions are allocated
to various legally required reserve accounts based
on actuarial determinations. Member, employer
and retired members’ reserves are fully funded.
KCERA maintains the following reserve and desig-
nation accounts:

Members’ Deposit Reserve — member contribu-
tions and interest allocation to fund member re-
tirement benefits.

Employers’ Advance Reserve — employer contri-
butions and interest allocation to fund member
retirement benefits.

Cost-of-Living Reserve — employer contributions
and interest allocation to fund annual cost-of-liv-
ing increases for retirees and their continuance
beneficiaries.

Retired Members’ Reserve — transfers from mem-
bers’ deposit reserve and employers’ advance
reserve, and interest allocation for funding of re-
tirees’ and their beneficiaries’” monthly annuity
payments.

Supplemental Retiree Benefit Reserve — mon-
ies reserved for enhanced, non-vested benefits
to current and future retired members and their
beneficiaries.

COLA Contribution Reserve — monies reserved to
credit future employer COLA contributions.

Contingency Reserve — excess income to supple-
ment deficient earnings. The contingency reserve
satisfies the Government Code Section 31616 re-
quirement for KCERA to reserve at least 1% of as-
sets, up to a maximum of 3% of assets. At fiscal
year ended June 30, 2017, -0.41% of the Plan’s net
position were in contingencies, according to the
Board of Retirement’s Interest Credit Policy.
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DESIGNATIONS OF NET POSITION

Balances in these reserve accounts and designa- the five-year smoothed market asset valuation
tions of net position available for pension and method for actuarial valuation purposes) are as
other benefits at June 30, 2017 and 2016 (under follows:

(In thousands)

Members’ Deposit Reserve — General $ 225,695 $ 207,468
Members’ Deposit Reserve — Safety 103,224 91,699
Members’ Deposit Reserve — Special District 22,673 21,233
Employers’ Advance Reserve — General 359,449 336,966
Employers’ Advance Reserve — Safety 388,434 350,036
Employers’ Advance Reserve — Special District 38,473 37,855
Cost-of-Living Reserve — General 661,092 610,830
Cost-of-Living Reserve — Safety 469,813 431,644
Cost-of-Living Reserve — Special District 48,047 43,278
Retired Members’ Reserve — General 1,089,422 1,043,456
Retired Members’ Reserve — Safety 469,256 469,442
Supplemental Retiree Benefit Reserve (SRBR) 124,229 121,471
SRBR allocated for 0.5% COLA 53,850 57,894
Contingency Reserve (16,355) (16,355)
Total reserves at five-year smoothed market actuarial

valuation 4,037,302 3,806,917
Market Stabilization Reserve™ (74,407) (235,330)
Total Fiduciary Net Position — Restricted for Pension

Benefits $ 3,962,895 $ 3,571,587

* The Market Stabilization Reserve represents the difference between the five-year smoothed fair value of the
fund and the fair value as of the fiscal year end.

n FINANCIAL
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NOTE 10 — RELATED PARTY TRANSACTIONS

NOTE 9 — COMMITMENTS AND
CONTINGENCIES

Capital Commitments

In fiscal year 2013, KCERA's Board approved fund-
ing new direct hedge fund managers. As of June
30, 2017, KCERA had funded $348.1 million be-
tween 15 hedge funds managers to reach a target
hedge fund allocation of 10% of the total portfo-
lio.

As of June 30, 2017, KCERA's Board also had com-
mitted $602.5 million to the private assets and
real estate funds listed in the table below, with fair
value totaling $231.3 million. The general partner
draws down invested capital from all limited part-
ners, when necessary, to fund investments.

As of June 30, 2017

Office Lease

KCERA, asthe sole shareholder, formed a title hold-
ing corporation, KCERA Property, Inc. (KPI) for the
purpose of accommodating the administrative of-
fices of the Plan. In October 2010, KCERA entered
into a build-to-suit lease agreement with KPI to
occupy 14,348 square feet. KCERA is required to
pay a monthly rate of $1.75 per square foot as
well as taxes, insurance and operating costs as de-
fined in the agreement. The base rent was subject
to an automatic 10.4% increase beginning on the
fifth anniversary of the commencement date, No-
vember 2015, and on each fifth year anniversary
date thereafter during the lease term. The sum of
payments due for fiscal year ended June 30, 2017
is $332,644 for base rent and $18,356 for HVAC,
parking lot maintenance, insurance and assess-
ment fees. KCERA’s base rent and other costs are
abated from KPI’s rental income.

(In thousands)

Abbott Capital Private Equity Fund IV $ 50,000 $ 48,250 $ 74,250 $ 10,276
Abbott Capital Private Equity Fund V 65,000 61,750 64,645 24,047
Abbott Capital Private Equity Fund VI 50,000 45,500 20,500 42,858
Colony Distressed Credit and Special

Situations Fund IV 60,000 34,228 4,087 32,206
Fidelity Real Estate Growth Fund III 100,000 89,254 115,966 2,182
Invesco Real Estate Fund III 60,000 54,874 52,494 26,178
Invesco U.S. Value-Add Fund IV 50,000 35,029 6,756 31,634
Pantheon USA Fund III 7,500 7,335 8,198 76
Pantheon USA Fund V 25,000 24,175 35,900 2,370
Pantheon USA Fund VI 35,000 33,075 36,365 14,690
Pantheon USA Fund VII 50,000 46,200 41,075 34,741
Pantheon Global Secondary Fund IIT “B” 50,000 47,300 41,850 10,090
Total $ 602,500 $ 526,970 $ 502,086 $231,348

m FINANCIAL
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The components of the net pension liability are as follows:

Total Pension Liability
Plan Fiduciary Net Position
Net Pension Liability
Plan Fiduciary Net Position as Percentage
of Total Pension Liability

$ 6,326,870,318

3.962.895.176
$ 2,363,975,142

$ 5,985,226,950

(3.571.587.594)
$ 2,413,639,356

62.64% 59.67%

The Plan’s Fiduciary Net Position includes assets
held for the Supplemental Retiree Benefit Reserve
(SRBR). A split of the Total Pension Liability (TPL),
Plan’s Fiduciary Net Position (FNP) and Net Pen-

sion Liability (NPL) by the regular benefits (non-
SRBR) and the SRBR benefits as of June 30, 2017
and June 30, 2016 are shown in the tables below.

Total Pension Liability
Plan Fiduciary Net Position
Net Pension Liability (Asset)

$6,270,652,272 $ 56,218,046
$ 3,838,605,847 $ 124,229,329

$2,431,986,425

$6,326,870,318
$3,962,895,176

$ (68,011,283) $2,363,975,142

Total Pension Liability
Plan Fiduciary Net Position
Net Pension Liability (Asset)

$5,919,517,878
$ 3,450,116,704 $ 121,470,890

$2,469,401,174

$ 65,709,072 $5,985,226,950
$3,571,587,594

$ (55,761,818) $2,413,639,356

The net pension liability was measured as of June
30, 2017 and 2016. Plan fiduciary net position
(plan assets) was valued as of the measurement
date while the total pension liability was deter-
mined based upon rolling forward the total pen-
sion liability from actuarial valuations as of June
30, 2016 and 2015, respectively.

Plan provisions. The plan provisions used in the
measurement of the net pension liability are the
same as those used in the KCERA actuarial valu-
ation as of June 30, 2017 and June 30, 2016, re-
spectively. The TPL and the Plan’s Fiduciary Net
Position include liabilities and assets held for the
Supplemental Retiree Benefit Reserve (SRBR).

“ FINANCIAL

Actuarial assumptions and methods. The total
pension liability as of June 30, 2017 that was
measured by an actuarial valuation as of June
30, 2016 was re-measured as of June 30, 2016 to
reflect the actuarial assumptions that the KCERA
Board of Retirement has approved for use in its
actuarial valuation as of June 30, 2017. Those ac-
tuarial assumptions were based on the results of
an Experience Study for the period from July 1,
2013 through June 30, 2016. They are the same as
the assumptions used in the June 30, 2017 fund-
ing valuation. In particular, the actuarial assump-
tions on the next page were applied to all periods
included in the measurement.
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As of June 30, 2017

Inflation: 3.00%

Salary Increases:

Investment Rate of Return:

Administrative Expenses:

General: 4.00% to 9.00%. Safety: 4.00% to 12.50%.
Varies by service, including inflation.

7.25%, net of pension plan investment expenses, including inflation.

0.90% of payroll allocated to both employers and members
based on the components of the total average contribution rate
(before expenses) for employers and members.

Salary Increases:

Investment Rate of Return:

Administrative Expenses:

Other Assumptions:

General: 4.25% to 9.25%. Safety: 4.25% to 11.75%.
Varies by service, including inflation.

7.50%, net of pension plan investment expenses, including inflation.

0.90% of payroll allocated to both employers and members
based on the components of the total average contribution rate
(before expenses) for employers and members.

Same as those used in the June 30, 2016 funding valuation.
These assumptions were developed in the analysis of actuarial
experience for the period July 1, 2010 through June 30, 2013.

Other Assumptions: Same as those used in the June 30, 2017 funding valuation.
These assumptions were developed in the analysis of actuarial
experience for the period July 1, 2013 through June 30, 2016.
As of June 30, 2016
Inflation: 3.25%

The Entry Age Actuarial Cost Method used in
KCERA’s annual actuarial valuation has also been
applied in measuring the Service Cost and TPL
with one exception. For purposes of measuring
the Service Cost and TPL, KCERA has reflected
the same plan provisions used in determining the
member’s Actuarial Present Value of Projected
Benefits. This is different from the version of this
method applied in KCERA’s annual funding valu-
ation, where the Normal Cost and Actuarial Ac-
crued Liability are determined as if the current
benefit accrual rate had always been in effect.

The long-term expected rate of return on pension
plan investments was determined using a build-

n FINANCIAL

ing-block method in which expected future real
rates of return (i.e., expected returns, net of pen-
sion plan investment expenses and inflation) are
developed for each major asset class. This data
is combined to produce the long-term expected
rate of return by weighting the expected future
real rates of return by the target asset allocation
percentage and by adding expected inflation.

The target allocation and projected arithmetic real
rates of return for each major asset class, after de-
ducting inflation but before investment expenses,
used in the derivation of the long-term expected
investment rate of return assumption are summa-
rized on the next page.
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Large Cap U.S. Equity 15% 5.61% 0.84%
Small Cap U.S. Equity 4% 6.37% 0.25%
Global Equity 6% 6.50% 0.39%
Developed International Equity 8% 6.96% 0.56%
Emerging Market Equity 4% 9.28% 0.37%
U.S. Core Fixed Income 19% 1.06% 0.20%
High Yield / Specialty 6% 3.65% 0.22%
Emerging Market Debt 4% 3.85% 0.15%
Core Real Estate 5% 4.37% 0.22%
Value-Added Real Estate 5% 6.00% 0.30%
Commodities 4% 3.76% 0.15%
Hedge Funds 10% 4.70% 0.47%
Private Equity 5% 8.70% 0.44%
Private Credit 5% 5.10% 0.26%
Total 100% 7.82%*

* Includes inflation at 3.00%.

Discount rate: The discount rate used to measure
the total pension liability was 7.25% as of June 30,
2017 and 7.50% as of June 30, 2016. The projec-
tion of cash flows used to determine the discount
rates assumed member contributions will be made
at the current contribution rate and that employ-
er contributions will be made at rates equal to the
actuarially determined contribution rates.

For this purpose, only employee and employer
contributions intended to fund benefits for cur-
rent plan members and their beneficiaries are
included. Projected employer contributions in-
tended to fund the service costs for future plan
members and their beneficiaries, as well as pro-
jected contributions from future plan members,
are not included. Based on those assumptions,
the pension plan’s fiduciary net position was pro-
jected to be available to make all projected fu-
ture benefit payments for current plan members.

Therefore, the long-term expected rate of return
on pension plan investments was applied to all
periods of projected benefit payments to deter-
mine the total pension liability as of both June 30,
2017 and June 30, 2016.

The discount rate assumptions have been devel-
oped without taking into consideration any impact
of the 50/50 allocation of future excess earnings
between the retirement and Supplement Retiree
Benefit Reserve (SRBR) asset pools.

Sensitivity of the net pension liability to changes in
the discount rate: The following presents the net
pension liability of KCERA as of June 30, 2017, cal-
culated using the discount rate of 7.25%, as well
as what KCERA’s net pension liability would be if
it were calculated using a discount rate that is 1
percentage point lower (6.25%) or 1 percentage
point higher (8.25%) than the current rate:

Net Pension Liability as of June 30, 2017 $3,214,150,584 $2,363,975,142 $ 1,665,995,113

Net Pension Liability as of June 30, 2016 $3,185,339,715 $2,413,639,356 $1,774,768,225

ﬂ FINANCIAL
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Fiscal Years Ended June 30

SCHEDULE OF CHANGES IN NET PENSION LIABILITY AND RELATED RATIOS
FOR LAST 10 FISCAL YEARS ENDED JUNE 30

(In thousands)

2017 2016 2015 2014 2013
Total Pension Liability:
Service Cost $ 122,184 | $ 123,181 | $§ 125,161 § 125,118 [ $ 125,644
Interest 438,385 427,646 415,820 400,559 384,837
Change of Benefit Terms - - 5,036 - -
Differences between Expected and
Actual Experience (109,368) (105,053) (89,300) (57,034) (49,064)
Changes of Assumptions 196,259 - - 205,039 -
Benefit Payments, including Refunds (305,817) (288,738) (273,865) (257,495) (242,630)
Net Change in Total Pension Liability 341,643 157,036 182,846 416,187 218,787
Total Pension Liability: Beginning of Year 5,985,227 5,828,191 5,645,345 5,229,159 5,010,372
Total Pension Liability: End of Year (a) 6,326,870 5,985,227 5,828,191 5,645,346 5,229,159
Plan Fiduciary Net Position:
Contributions — Employer 224,351 234,713 215,477 220,393 211,677
Contributions — Employee 51,410 33,279 30,325 25,810 20,283
Net Investment Income 426,606 (27,535) 81,931 487,591 319,432
Benefit Payments, including Refunds (305,817) (288,738) (273,864) (257,495) (242,630)
Administrative Expense (5,243) (5,224) (4,887) (4,958) (4,0106)
Miscellaneous - - - - -
Net Change in Plan Fiduciary Net Position 391,307 (53,505) 48,982 471,341 304,746
Plan Fiduciary Net Position: Beginning of Year 3,571,587 3,625,093 3,576,112 3,104,770 2,800,024
Plan Fiduciary Net Position: End of Year (b) 3,962,895 3,571,587 3,625,093 3,576,112 3,104,770
Net Pension Liability: (a) - (b) $2,363,975 | $2,413,639 | $2,203,098 | $2,069,234 | $2,124,389
Plan Fiduciary Net Position as a Percentage of
Total Pension Liability 62.64% 59.67% 62.20% 63.35% 59.37%
Covered Employee Payroll * $ 546,671 § 537,540 | $ 531,598 | $§ 533,851 | $§ 543,558
Plan Net Pension Liability as a Percentage of
Covered Employee Payroll 432.43% 449.02% 414.43% 387.61% 390.83%

The pension schedules in the required supplementary information are intended to show information for ten years. Data is provided
only for those years for which information is available. Additional years’ information will be displayed when it becomes available.

* “Covered employee payroll” represents compensation earnable and pensionable compensation. Only compensation earnable and
pensionable compensation that would possibly go into the determination of retirement benefits are included.
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Years Ended June 30, 2017 and 2016

SCHEDULE OF EMPLOYER CONTRIBUTIONS

2008 $ 137,264,000 $ 137,264,000 $ 482,879,000 28.43%
2009 $ 138,815,000 $ 138,815,000 $ 482,879,000 28.74%
2010 $ 151,127,000 $ 151,127,000 $ 559,872,000 26.99%
2011 $ 177,444,000 $ 177,444,000 $ 559,380,000 31.72%
2012 $ 189,837,000 $ 189,837,000 $ 526,079,162 36.09%
2013 $ 211,677,000 $ 211,677,000 $ 516,465,189 40.99%
2014 $ 220,393,000 $ 220,393,000 $ 533,850,811 41.28%
2015 $ 215,477,000 $215,477,000 $ 531,598,183 40.53%
2016 $ 216,229,000 $216,229,000 $ 537,539,991 40.23%
2017 $ 224,351,000 $ 224,351,000 $ 546,671,003 41.04%

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

Methods and assumptions used to establish actuarially determined contribution rates:

Valuation date:

Actuarial cost method:
Amortization method:

Remaining amortization
period:

Asset valuation method:

E FINANCIAL

Actuarially determined contribution rates are calculated as of June 30, two years
prior to the end of the fiscal year in which contributions are reported.

Entry Age Actuarial Cost Method.
Level percent of payroll for total unfunded liability (assuming 3.625% increase).

18.5 years as of June 30, 2017 for all UAAL as of June 30, 2011. Effective June
30, 2012, any changes in UAAL due to actuarial gains or losses or due to changes
in actuarial assumptions or methods will be amortized over an 18-year closed
period, effective with each valuation. Any change in unfunded actuarial accrued
liability that arises due to plan amendments is amortized over its own declining
15-year period (except for a change due to retirement incentives, which is amor-
tized over a declining period of up to 5 years).

Fair value of assets less unrecognized returns in each of the last five years. Un-
recognized returns are equal to the difference between the actual market return
and the expected return on a fair value basis and are recognized semiannually
over a five-year period. The Actuarial Value of Assets is reduced by the value of
the non-valuation reserves.
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Years Ended June 30, 2017 and 2016

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION (cont.)

Actuarial Assumptions:

Investment rate of return

Inflation rate

Real across-the-board
salary increase

Projected salary increases™

Administrative expenses

Cost-of-living adjustments

Other assumptions

7.25%, net of investment expenses,
including inflation

3.00%

0.50%

General: 4.00% to 9.00%
Safety: 4.00% to 12.50%

0.90% of payroll allocated to both
the employer and member based on
the components of the total average
contribution rate (before expenses)
for the employer and member

2.5% (actual increases based on CPI
increases with a 2.5% maximum)

Same as those used in the June 30,
2017 funding actuarial valuation

7.50%, net of investment expenses,
including inflation

3.25%

0.50%

General: 4.25% t0 9.25%
Safety: 4.25% to 11.75%

0.90% of payroll allocated to both
the employer and member based on
the components of the total average
contribution rate (before expenses)
for the employer and member

2.5% (actual increases based on CPI
increases with a 2.5% maximum)

Same as those used in the June 30,
2016 funding actuarial valuation

* For 2017, includes inflation at 3.00% plus real across-the-board salary increase of 0.50% plus merit and promotional
increases. For 2016, includes inflation at 3.25% plus real across-the-board salary increase of 0.50% plus merit and

promotional increases.

SCHEDULE OF MONEY-WEIGHTED RATE OF RETURNS
FOR LAST 10 FISCAL YEARS ENDED JUNE 30

Annual Money-Weighted
Rate of Return*

12.0% 0.3% 3.0%

15.5%

10.8%

* Net of investment expenses.

Data is provided only for those years for which information is available.
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SCHEDULE OF ADMINISTRATIVE EXPENSES
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

Staffing:
Salaries $ 1,804,212 $ 1,630,998
Benefits 1,339,368 1,340,845
Temporary staff 16,380 16,731
Staffing Total 3,159,960 2,988,574
Staff Development 44,427 45,853
Professional Fees:
Actuarial fees 51,964 53,672
Audit fees 51,000 45,045
Back file/microfiche conversion - 109,031
Consultant fees 28,873 79,100
Legal fees 82,396 89,342
Professional Fees Total 214,233 376,190
Office Expenses:
Building expenses 53,361 42,683
Communications 16,339 14,462
Equipment lease 13,011 13,506
Equipment maintenance 7,447 9,646
Memberships 8,012 8,974
Office supplies & misc. admin. 25,586 28,068
Payroll & accounts payable fees 6,010 5,885
Postage 38,798 20,435
Subscriptions 6,655 6,862
Utilities 41,422 37,569
Office Expenses Total 216,641 188,090
Insurance 128,124 107,055
Member Services:
Benefit payment fees 43,791 54,538
Disability - legal fees 50,465 24,362
Disability - medical advisors 120,445 43,836
Disability - professional services 34,054 9,230
Member communications 37,050 24,364
Members Services Total $ 285,805 $ 156,332

See accompanying independent auditors’ report. Schedule continued on next page.

FINANCIAL
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SCHEDULE OF ADMINISTRATIVE EXPENSES
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016 (cont.)

Systems:
Audit - security & vulnerability scan $ 9,800 $ 8,575
Business continuity expenses 10,437 69,499
Hardware 97,192 55,363
Licensing & support 247,290 363,462
Member self-serve portal - 42,240
Software 72,014 29,975
Website design 1,560 -
Systems Total 438,293 569,113
Board of Retirement:
Board compensation 9,203 14,598
Board conferences & training 24,827 27,512
Board elections 46,299 14,046
Board meetings 1,621 2,057
Board of Retirement Total 81,950 58,212
Depreciation / Amortization 673,792 735,032
Total Administrative Expenses $ 5,243,225 $ 5,224,452

“ FINANCIAL
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SCHEDULE OF INVESTMENT EXPENSES
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

Investment Manager Fees:

Equity $ 5,587,224 $ 7,092,156
Fixed income 2,972,414 1,978,271
Commodities 1,241,604 729,346
Real estate 2,225,336 1,884,677
Private equity / Credit funds 2,187,500 2,243,330
Hedge funds 9,064,841 5,001,057
Total Investment Manager Fees 23,278,919 18,928,837

Other Investment Expenses:
Custodian 327,627 347,819
Actuarial valuation 140,894 259,961
Investment consultants 761,855 745,000
Legal fees 28,675 91,574
Due diligence 36,001 14,626
Real estate 34,579 31,630
Total Other Investment Expenses 1,329,631 1,490,610
Total Fees and Other Investment Expenses 24,608,550 20,419,447
Securities Lending Rebates and Bank Fees 55,521 65,138
Total Investment Expenses $ 24,664,071 $ 20,484,585

See accompanying independent auditors’ report.
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SCHEDULE OF PAYMENTS TO CONSULTANTS
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

Cortex Applied Research, Inc. Policy consultants $ 20,641 $ 40,200
Segal Consulting Actuarial services 51,964 53,672
Kern County Counsel Legal counsel 56,747 25,009
Hanson Bridgett Legal counsel 3,236 12,046
Nossaman LLP Legal counsel 56,322 36,482
Ice Miller Legal counsel 4,611 23,521
Reed Smith LLP Legal counsel 11,945 14,145
Alliance Resources Consulting Recruiting services - 27,500
Upside Strategies HR consultants 8,216 -
Ralph Anderson & Associates Compensation study - 11,400
CliftonLarsonAllen External auditors 51,000 45,045
Agility Recovery Solutions Disaster recovery 8,073 7,378
Aurora Systems Consulting System audit 9,800 8,575
BMI Imaging Systems Back filing - 38,693
Fidelity National Tech. Imaging Back filing - 69,332
Total Payments to Consultants $ 282,555 $ 412,998

These payments were made to outside consultants other than investment professionals.

A Schedule of Investment Fees is presented on pages 75-77 in the Investment Section.

See accompanying independent auditors’ report.
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Movember 3, 2017

Mr. Dominic Brown

Acting Executive Director

Kern County Employvess’ Retirement Association
11125 River Run Boulevard

Bakersfield, CA 93311

Dear Mr. Brown,

Verus is pleased to have had the opportunity to serve the Kern County Employees’ Retirement
Association since July 2011 and to provide this investment review for the fiscal year ending June 30,
2017,

Verus independently calculated the Fund's fiscal year performance results utilizing a time-weighted
annualized rate of return methodology {modified Dietz method) with data on market valuations and
transactions provided by the Fund's custodian bank, the Northern Trust Company. For the fiscal year
ended June 30, 2017, KCERA's retirement fund had an investment gain of 12.2% (gross of fees) and
11.8% (net of fees) and ended the fiscal year with total assets of approxdmately $3.94 billion.

All KCERA's investments are managed according to guidelines codified in KCERA's Statement of
Investment Goals, Objectives and Policies. This Statement is reviewed periodically to ensure best
practices are employed in all aspects of our work and was last updated in July 2016.

Capital Markets Review
Developed and emerging economies around the world have exhibited synchronized growth faor the

first time during this recovery, which positively impacted the markets. Compared to economies
around the globe, the .5, economy s further along in its oycle, as the current expansion has
continued for about eight years. Despite the length of the expansion, the L5, economy continues to
chug along. Headline unemployment is still improving and is currently at 4,2%, a low not seen since
2001. A broader measure of unemployment that captures underemployed and discouraged workers
also Improved to 8.3% compared to 9.7% from the prior year, Productivity Is up as GDP grew 2,.2%
year-over-year compared to 1.2% for last year. Consumer sentiment rémains positive as well,
reflecting an overall upbeat view of the economy. The University of Michigan Consumer Sentiment
Survey unexpectedly increased from 95.1 to 101.1 which is the highest level since 2004,

2321 Rosecrans Avenue, Suite 2250, El Segunde Calfornia goags 300-207-1777 verusinvesiments.com
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Globally, interest rates are still at historic lows, and very little monetary tightening is priced in across

developed markets over the forthcoming pericd. One reason why the markets may not be pricing in

higher interest rates is that inflation in developed countries has yet to see much pressure outside the
U.K. and remains below central bank targets.

Lower inflation has also helped emerging market economies by allowing central banks to pursue
looser monetary policy. Monetary stimulus has the potential 1o provide a tailwind for future
economic growth. Also helping performance in emerging markets is the recent reversal in currency

trends,

Equity markets have responded positively to the condition of synchronized global growth, Egquities
measured by the U5, broad market Russell 3000 provided an 8.9% return over the year ending June
30, Over the same period, international equities of developed nations, measured by the M5C| EAFE
Index, returned 20.3%, and ermerging markets increased as well, as the M5CI EM index rose 23.7%.
Real Estate’s solid performance continued with the NCREIF-ODCE index advancing 7.9% for the fiscal
year. On the other hand, W5, fixed income was down -0.3% over the period as represented by the
Barclay's U.S, Aggregate, as interest rates have moved up gradually.

Asset Allocation
At fiscal year-end, KCERA's asset allocation was broadly in line with Investment Policy targets, as

shown in the table below:

Asset Class Target Year-End Allocation®
Domestic Equity 19% 18.6%
International Equity 18% 203%
Fixed Income 29% 38.2%
Real Estate 10% SAa%
Hedge Funds 10%: B.B%
Private Equity o% 3.5%
Private Credit 5% 0.8%
Commaodities A% 4.0%
Opportunistic ) 0.6%
Cash 0% 0.4%

“Moy nat sum to I00% dus te rounding

The overweight to fixed income at the end of the fiscal year is due to use of the asset class as a

holding place for scheduled investments in private credit and real estate.
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Investrment Performance

The total fund's investment performance beat the actuarial assumed rate of return for the fiscal year
as risk markets rose. Investment highlights for the fiscal year include:

*  KCERA's total fund returned 12,2% for the fiscal year, versus the policy benchmark return of
10.0%. Strong contributions relative to the policy came from the Plan’s domestic equities, fixed
income, and commodities allocations.

= KCERA's Domestic Equity composite return of 19.4% outperformed the benchmark Russell 3000
Index that returned 18.5% during the periad.

* The international Equity allocation returned 21.2% for the fizcal vear, slightly outperforming the
benchmark return of 21.0% over the same period.

= KCERA's Fixed Income composite, which includes a broad selection of domestic and internaticnal
bonds, returned 4.6% and outperformed the Barclays Aggregate Bond Index by 490 basis points.
Allocations 1o emerging market debt and high yield fixed income contributed to relative
performance.

* The Plan's Real Estate allocation includes two open-end funds that invest in mostly income
generating core properties, and three closed-end funds invested in value-added strategies.
Overall, the real estate portfolio returned 6.3% for the yvear, underperforming the benchmark
return of 7.9%,

*  The direct hedge fund portfolio delivered a return of 8.0% just slightly underperforming its
custom benchmark, which returned 8.1%.

As always, Verus greatly appreciates the opportunity to assist the KCERA Board in meeting the Plan's
long-term investment objectives, We look forward to continuing in our role of investment advisor

and providing guidance to help navigate ever-changing capital markets.

Sincerely,

Scott ). Whalen, CFA
Executive Managing Director
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POLICIES ADOPTED BY THE BOARD OF
RETIREMENT ON MARCH 9, 2016

General Information

The Board of Retirement (the Board) has exclusive
control of the investments of the retirement fund
and, therefore, establishes investment policies
and implements investment decisions. The over-
all objective of KCERA's investment program is to
prudently invest assets such as to offset some of
the costs of the Plan in providing the retirement
benefits required by the County Employees’ Re-
tirement Law of 1937.

The Board is governed by Government Code Sec-
tions 31594 and 31595, which provide a standard
of care commonly known as the “prudent expert
rule,” a rule that recognizes that special skill and
knowledge may be necessary in order to invest
the fund prudently. Accordingly, the Board retains
a number of professional investment advisers and
investment consultants. The Board is required to
diversify the investments of the Plan so as to mini-
mize the risk of loss and to maximize the rate of
return, unless it is clearly prudent not to do so.

The Board consists of nine members and two al-
ternate members. Four members of the Board are
appointed by the Kern County Board of Supervi-
sors; four members are elected by active and
retired members of KCERA; and the County Trea-
surer-Tax Collector is a statutory member of the
Board.

Summary of Investment Guidelines
The Board of Retirement has adopted an Invest-
ment Policy Statement to serve as the framework

m INVESTMENT

for investment policy making and investment ob-
jective setting within the context of applicable
California laws. The Statement establishes invest-
ment guidelines, objectives and policies, and de-
fines the responsibilities of the Board members
in regard to KCERA's investments. The investment
philosophy articulated in the Statement is out-
lined below:

e Protecting the corpus of the Fund;

e Managing the fund in a prudent manner, rec-
ognizing risk and return trade-offs;

e Earning adequate investment returns in order
to protect and pay the benefits promised to
the participants with a minimum amount of
associated risk;

e Maintaining sufficient liquidity to fund ex-
penses and benefit payments as they come
due; and

e Complying with applicable law.

Summary of Proxy Voting Guidelines

The Board has established the KCERA Proxy Voting
Policy for dealing with proxies. This policy consid-
ers shareholder voting on corporate issues to rep-
resent assets of the Plan to be voted in the best
interests of the beneficiaries of the Plan. The vot-
ing of proxies is delegated to a third party to vote
on behalf of the Board according to the guidelines
established in the policy. The Board is responsible
to monitor proxy voting to see that its policies are
implemented effectively.
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ASSET ALLOCATION

The Board of Retirement periodically establishes
an asset allocation policy aimed at achieving a
long-term rate of return on the fund’s investments
such as to prudently add income to the fund to
help provide the benefits promised. The asset al-
location statement provides a target allocation
or weighting to each of the broad investment
classes of assets along with allowable ranges of
weightings around each target weight. The target
weights are viewed as longer-term objectives to
be funded in a manner consistent with efficiency
and cost savings. The asset allocation policy pro-
vides the target level of diversification among as-
set classes anticipated for the future. Asset alloca-
tion is reviewed on an annual basis to ensure that
the expectations and assumptions incorporated
in the policy remain valid and appropriate. Invest-
ment performance is monitored on quarterly,
annual and multi-year basis. The asset allocation
of the fund is rebalanced, as needed, but also in
view of the costs of such transactions.

The Board engages external professional invest-
ment advisers to invest various portions of the
fund. The advisers are, however, constrained to
invest as provided in KCERA’s investment policies
and allocation guidelines. Investment advisers for-
mally notice their compliance with such policies,
and their portfolios are scrutinized for compliance
at regular intervals. KCERA’s investment consul-
tant and investment staff participate in policy for-
mulation and new manager searches, as well as
in the termination of existing managers failing to
perform or maintain compliance with their invest-
ment mandates.

The Board of Retirement adopted the current as-
set allocation policy in July 2016. KCERA's strategic
target asset allocation and actual asset allocation
as of June 30, 2017 are as follows:

Target Ranges

Asset Class Actual Minimum Maximum
Domestic Equity 18.5% 19.0% 10.0% 30.0%
International / Global Equity 20.2% 18.0% 10.0% 30.0%
Global Fixed Income 38.1% 29.0% 19.0% 39.0%
Real Estate 5.8% 10.0% 3.0% 15.0%
Private Equity 3.4% 5.0% 0.0% 10.0%
Hedge Funds 8.8% 10.0% 0.0% 15.0%
Commodities 3.9% 4.0% 0.0% 8.0%
Private Credit 0.8% 5.0% 0.0% 8.0%
Cash and Equivalents 0.5% 0.0% 0.0% 5.0%
Total 100.0% 100.0%

INVESTMENT
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Year Ended June 30, 2017

Fair Value % of Total

Type of Investment (In thousands) Fair Value

Domestic Equities:

All Cap Passive $ 101,531 2.56
Large Cap Enhanced 458,160 11.57
Large Cap - 0.00
Small Cap Growth 78,783 1.99
Small Cap Value 93,747 2.37

Total Domestic Equities 732,221 18.49

International / Global Equities:

Large Cap 283,351 7.16
Global 203,247 5.13
Small Cap 143,749 3.63
Emerging Markets 170,222 4.30
Total International Equities 800,569 20.22
Fixed Income:
Core 646,699 16.33
Core Plus 399,476 10.09
Structured Debt 90,744 2.29
High Yield 199,355 5.04
Emerging Markets 170,967 4.32
Total Fixed Income 1,507,241 38.07
Real Estate:
Core 164,939 4.17
Value Added 57,812 1.46
Real Estate Private Equity 2,181 0.06
Property 4,490 0.11
Total Real Estate 229,422 5.80

Alternative Investments:

Private Credit 32,206 0.81

Private Equities 133,374 3.37

Hedge Funds 348,133 8.79

Commodities 155,853 3.94

Total Alternative Investments 669,566 16.91

Cash & Cash Equivalents 19,886 0.50

Assets in Liquidation 291 0.01

Total Investments $ 3,959,196 100.00
KCERA Capital Assets 3,873
KCERA Receivables / Payables (174)
Fiduciary Net Position $ 3,962,895
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ANNUAL RETURNS (NET OF FEES)
FOR PERIODS ENDED JUNE 30
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FIVE-YEAR SMOOTHED ASSET VALUATION
FOR PERIODS ENDED JUNE 30
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KCERA uses the five-year smoothed spread gain
valuation method to allocate investment earnings
greater than (or less than) the assumed invest-
ment return (i.e., actuarial assumption rate minus
actual rate). The reserve account balances reflect
the five-year smoothed asset valuation method

INVESTMENT

2013 2014 2015 2016 2017

for actuarial purposes. In accordance with KCERA’s
Interest Crediting Policy, when investment returns
would result in a negative five-year smoothed
rate, KCERA sets the smoothed rate at 0.00% and
credits the Contingency Reserve with the negative
balance.
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RETURNS FOR PERIODS ENDED JUNE 30

Annualized
Current
Year 5-Year
Total Fund: 11.8 4.4 7.7 3.7
Benchmark: Policy Index* 10.0 3.8 6.9 4.7
Domestic Equity: 18.9 9.7 14.7 7.2
Benchmark: Russell 3000 18.5 9.1 14.6 7.3
International Equity: 20.5 23 9.1 1.8
Benchmark: MSCI ACWI ex-US 21.0 1.3 7.7 1.6
Global Fixed Income: 4.3 24 2.9 4.8
Benchmark: Barclays US Aggregate -0.3 2.5 2.2 4.5
Real Estate: 5.7 12.2 11.2 N/A
Benchmark: NCREIF-ODCE 7.9 11.3 11.8 N/A
Hedge Funds / Alternative Investments: 7.1 23 5.0 23
Benchmark: Policy Index** 8.1 4.6 6.0 4.7
Private Equity: 14.1 8.4 10.0 7.1
Benchmark: Russell 3000 + 300 bps 21.6 13.0 16.5 10.8
Private Credit: 7.5 N/A N/A N/A
BoA ML High Yield Master II + 2% 15.0 N/A N/A N/A
Commodities: 3.8 -12.5 N/A N/A
Benchmark: Bloomberg Comm. Index -6.5 -14.8 N/A N/A
* Total Fund: 19% Russell 3000 ** Hedge Fund: 75% 90-Day T-Bills + 400 bps
18% MSCI ACWI ex-U.S. 25% MSCI ACWI

29% Barclays US Aggregate
10% NCREIF Property

4% Bloomberg Commodities
10% 91-Day T-Bills + 400 bps

5% Russell 3000 + 300 bps

5% Barclays High Yield + 200 bps

Note: Return calculations were prepared, net of fees, using a time-weighted rate of return based on fair values.
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As of June 30, 2017

CONSULTANTS INVESTMENT MANAGERS (cont.)

Verus Investments Private Equity

Albourne America LLC Abbott Capital Management, LL.C

CUSTODIAN Pantheon Ventures, Inc.

The Northern Trust Company Global Fixed Income

THIRD-PARTY SECURITIES LENDING Gramercy Funds Management LLC

Deutsche Bank Mellon Capital Management Corporation
Pacific Investment Management Company

INVESTMENT MANAGERS

Stone Harbor Investment Partners
Domestic Equity TCW

Alliance Bernstein Trust Company Western Asset Management Company

Henderson Geneva Capital Management
Hedge Funds

Aristeia International Limited
Black Diamond / Carlson Capital GP

Brevan Howard Asset Management LLP

Mellon Capital Management Corporation

Pacific Investment Management Company

International / Global Equity

. . Cevian Capital L.P.
Alliance Bernstein Trust Company
o D. E. Shaw & Co.
BlackRock Institutional Trust Company )
. . . HBK Capital Management
Dimensional Fund Advisors, L.P. )
Indus Capital Partners, LLC
Dodge & Cox Funds )
Magnetar Capital LLC

Fidelity Institutional Asset Management

MentaGlobal Offshore Limit
Sustainable Growth Advisors entaGlobal Offshore Limited

MKP Capital Management, LLC
Myriad Asset Management Limited
Och-Ziff Capital Management Group LLC

River Birch International, Ltd.

Real Estate
ASB Real Estate Investors

Invesco Real Estate
J. P. Morgan Chase Bank
Long Wharf Real Estate Partners, LLC

Systematica BlueTrend Fund Limited
York Capital Management

Commodities
Private Credit
Gresham Investment Management LLC

Colony Capital Pacific Investment Management Co., LLC

Wellington Trust Company
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As of June 30, 2017

LARGEST STOCK DIRECT HOLDINGS (FAIR VALUE)

Shares Stocks Fair Value ($)
562,000 AIA Group Ltd. 4,107,129
43,535 Visa Inc. 4,082,712
38,718 SAP SE 4,052,613
113,264 Tencent Holdings Ltd. 4,050,921
86,837 Novo-Nordisk 3,713,898
7,117 Regeneron Pharmaceuticals Inc. 3,495,443
3,835 Alphabet Inc. 3,484,980
55,320 Nike Inc. 3,263,880
30,147 KS Cy Southn 3,154,884
40,320 Lowes Cos Inc. 3,126,010

LARGEST BOND DIRECT HOLDINGS (FAIR VALUE)

Par Bonds Fair Value ($)
23,390,000 U.S. Treasury 3.75% due 11-15-2043 27,495,132
24,100,000 FNMA Single Family 3.5% 30 Yrs 24,673,580
15,900,000 FNMA Single Family 4% 30 Yrs 16,686,621
12,820,000 U.S. Treasury 1.875% due 03-31-2022 12,827,513
12,500,000 FNMA Single Family 3.5% 30 Yrs 12,816,788

9,000,000 U.S. Treasury 2% due 11-15-2026 8,775,702
8,500,000 U.S. Treasury 2.25% due 07-31-2021 8,661,696
8,900,000 U.S. Treasury 1.5% due 08-15-2026 8,326,021
5,800,000 FNMA Single Family 4.5% 30 Yrs 6,213,818
5,510,000 U.S. Treasury 2.375% due 05-15-2027 5,544,867

A complete list of portfolio holdings is available upon request.

INVESTMENT




KCERA 2017 | Assets Under Management

Years Ended June 30, 2017 and 2016

(In thousands)

Asset Classes 2017 2016

Domestic Equity $ 788,828 $ 957,087
International / Global Equity 737,122 727,075
Fixed Income 1,575,718 1,079,210
Real Estate 229,250 185,273
Hedge Funds 348,133 325,654
Private Credit 133,374 156,603
Private Equity 32,206 21,527
Commodities 155,853 135,433
Investments at Fair Value 4,000,484 3,587,862
Cash & Short-Term Investments 84,238 73,532
Investments Sold / Purchased (132,693) (99,872)
Investment Income & Other Liabilities 7,099 4,955
Total Assets Under Management 3,959,128 3,566,477
KCERA Capital Assets 3,873 4,479
KCERA Prepaid Expenses 68 35
KCERA Accruals (174) 596
Fiduciary Net Position $ 3,962,895 $ 3,571,587
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Years Ended June 30, 2017 and 2016

Investment Manager Fees 2017 2016
Domestic Equity Managers:
Alliance Bernstein $ 753,848 $ 570,758
Columbia Management - 4,467
Henderson Geneva Capital Management 535,708 440,153
Mellon Capital Mgmt (Dynamic U.S. Equity) 905,348 761,553
Mellon Capital Mgmt (U.S. Equity) 51,189 42,017
PIMCO 463,869 -
PanAgora Asset Management 121,010 96,816
Sustainable Growth Advisors 80,017 -
T. Rowe Price Associates 281,006 470,708
Total Domestic Equity Managers 3,191,995 2,386,472
International Equity Managers:
BlackRock Institutional Trust Company 251,742 1,831,497
Dodge & Cox Funds 106,334 -
JP Morgan Investment Management 123,342 407,888
Pyramis Global Advisors (Large Cap) 463,770 385,687
Pyramis Global Advisors (Small Cap) 752,467 1,171,828
Total International Equity Managers 1,697,655 3,796,900
Emerging Markets Managers:
Alliance Bernstein 426,732 -
Dimensional Fund Advisors 270,842 234,937
Vontobel Asset Management - 673,847
Total Emerging Markets Managers 697,574 908,784
High Yield Managers:
Neuberger Berman Fixed Income - 14,077
Western Asset Management 362,282 283,258
Total High Yield Managers 362,282 297,335
Global Fixed Income Managers:
Gramercy Funds Management 553,667 492,474
Mellon Capital Mgmt (Fixed Income) 80,059 44,367
Mellon Capital Mgmt (TIPS) - 7,435
PIMCO 361,621 (25,997)
Stone Harbor Global Funds 435,369 394,931
TCW Securitized Opportunities 668,464 275,202
Western Asset Management 510,952 492,524
Total Global Fixed Income Managers 2,610,132 1,680,936
Commodities Managers:
BlackRock Institutional Trust Company - 94,143
Gresham Investment Management 237,746 233,947
PIMCO 860,590 143,866
Wellington Trust Company 143,268 257,390
Total Commodities Managers 1,241,604 729,346

INVESTMENT (Schedule of Investment Fees continued on next page)
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Years Ended June 30, 2017 and 2016

Investment Manager Fees 2017 2016
Real Estate Managers:
ASB Capital Management $ 533,201 $ 503,879
Long Wharf Real Estate Partners Fund III 192,719 315,828
Invesco Real Estate Fund II1 412,172 430,638
Invesco Real Estate US Value-Add Fund IV 323,741 229,635
JPMCB Strategic Property Fund 763,503 376,210
LaSalle Investment Mgmt Domestic REITs - 28,487
Total Real Estate Managers 2,225,336 1,884,677
Hedge Fund Managers:
Amici Qualified Associates - 300,000
Aristeia International Ltd 178,071 147,455
Black Diamond Relative Value Partners 327,048 320,177
BlueTrend Fund 346,522 393,103
Brevan Howard Multi-Strategy Fund 856,786 350,581
Cevian Capital II SP 520,415 301,347
D.E. Shaw Composite Fund 845,780 874,663
HBK Multi-Strategy Fund 402,760 378,769
Indus Pacific Opportunities Fund 1,054,648 (58,623)
Magnetar Structured Credit Fund 633,332 595918
MentaGlobal Offshore Ltd 357,164 291,359
MKP Opportunity Offshore Ltd 420,359 290,633
Myriad Opportunities Offshore Fund 1,165,066 212,764
0OZ Domestic Partners 11 1,316,827 1,273
River Birch International Ltd 318,243 265,672
York Capital Management 321,820 335,966
Total Hedge Fund Managers 9,064,841 5,001,057
Private Equity Managers:
Abbott Capital Mgmt Fund IV - 142,570
Abbott Capital Mgmt Fund V 321,816 357,576
Abbott Capital Mgmt Fund VI 384,752 427,500
Pantheon Ventures, Inc. V 80,742 158,364
Pantheon Ventures, Inc. VI 174,380 194,512
Pantheon Ventures, Inc. VII 354,863 375,000
Pantheon Ventures, Inc. SEC Fund III 344,933 383,438
Total Private Equity Managers 1,661,486 2,038,960
Private Credit Managers:
Colony Capital Credit IV, LLC 526,014 204,370
Total Private Credit Managers 526,014 204,370
Total Investment Managers’ Fees $ 23,278,919 $ 18,928,837

Commissions per share are not readily available to be reported separately.

INVESTMENT

(Schedule of Investment Fees continued on next page)




KCERA 2017 | Schedule of Investment Fees

Years Ended June 30, 2017 and 2016

Other Investment Expenses 2017 2016
Custodial Fees
The Northern Trust Company $ 327,627 $ 347819
Actuarial Fees
Milliman - 82,500
Segal Consulting 140,894 177,461
Investment Consultant Fees
Albourne America LLC 416,855 400,000
Glass, Lewis & Co. 15,000 15,000
Verus 330,000 330,000
Legal Fees
Foley & Lardner LLP 1,830 63,116
Hansen Bridgett LLP 15,900 28,458
Nossaman LLP 10,945 -

Due Diligence Travel Expenses

Trustees / KCERA Management 36,001 14,625
Security Lending Fees

Deutsche Bank 55,521 65,138
Real Estate Expenses

KCERA Property Inc. 34,579 31,630
Total Other Investment Expenses 1,385,152 1,555,748
Total Investment Fees & Services $ 24,664,071 $ 20,484,585
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KCERA 2017 | Actuary’s Certification Letter

7% Segal Consulting

100 Monigomary Sireat Suite 500 San Francisco, CA 94104-4308
T 415.263.8200 www.segalco.com

Nowvember 9, 2017

Board of Retirement

Kem County Emplovees' Retirement Association
11125 River REun Boulevard

Bakersfield, CA 93311

Re:  Kern County Employees® Retirement Association
June 30, 2016 Actuarial Valoation for Funding Purposes

Dear Members of the Board:

Segal Consulting {Segal) prepared the June 30, 2016 annual actuarial valuation of the Kem
County Emplovees” Retirement Association (KCERA). We certify that the valuation was
performed in accordance with generally accepted actuanal principles and practices and
KCERA’s funding policy that was last reviewed with the Board in 2012, In particular, it is our
understanding that the assumptions and methods used for funding purposes meet the parameters
set by Actuarial Standards of Practice (ASOPs).

As part of the June 30, 2016 actuarial valuation, Segal conducted an examination of all
participant data for reasonableness. However, the scope of this examination does not qualify as
an audit. Summaries of the employee data used in performing the actuarial valuations over the
past several years are provided in our valuation report. We did not audit the Association’s
financial statements. For actuarial valuation purposes, retirement plan assets are valued at
Actuarial Value. Under this method, the assets used to determine emplover contnbution rates
take into account market value by recognizing the differences between the total retum at market
value and the expected investment return over 10 six-month periods, The deferred return is
further adjusted, if necessary, so that the actuarial value of assets will stay within 50% of the
market value of assets.

One of the general goals of an actuarial valuation is to establish contribution rates, which, over
time, will remain level as a percentage of payroll for each generation of active members,
Actuarial funding 15 based on the Entry Age Cost Method. Under this method, the emplover
contribution rate provides for current cost (normal cost) plus a level percentage of payroll to
amortize any unfunded actuanial accrued lability (UAAL).

The UAAL as of June 30, 2011 is amortized as a level percentage of payroll over a 19, 5-vear
period as of June 30, 2016, Effective June 30, 2012, any changes in UAAL due to actuarial gains
or losses or due to changes in actuarial assumptions or methods will be amortized over a 18-vear
closed period effective with each valuation. Any change in unfunded actuarial accrued liability

Benefits, Compensation and HR Consulting. Member of The Segal Group. Cffices throughout the United States and Canada
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Board of Retirement

Kern County Employees’ Retirement Association
Movember 9, 2017

Page 3

1o 56.02 billion (for a difference of 3210 million) and would increase the emplover’s
contribution rate by about 3.9% of payroll.

It is our opinion that the assumptions used in the June 30, 2016 valuation produce results, which,
in aggregate, reflect the future experience of the retirement plan. Actuarial valuations are
performed on an annual basis, An experience analysis is performed every three vears and was
last performed as of June 30, 2016 with those assumptions first being implemented in the

June 30, 2017 actuarial valuation.

In the June 30, 2016 valuation, the ratio of the valuation assets to actuarial accrued habilities
(funded percentage) increased from 62.4% to 63.4%. The aggregate emplover contribution rate
has decreased from 45.11% of payvroll to 44.78% of payroll, while the aggregate emplovee rate
has increased from 6.01% of payroll to 6.22% of payroll.

Under the asset smoothing method, the total unrecognized investment losses are $235 million as
of June 30, 2016. These mvestment losses will be recognized in the detenmination of the
actuarial value of asseis for funding purposes in the next few yvears.

The deferred losses of $235 million represent about 7% of the market value of assets as of

June 30, 2016, Unless offset by future investment gaing or other favorable experience, the
recognition of the $235 million market losses is expected to have an impact on the Association’s
future funded percentage and contribution rate requirements, This polential impact may be
illustrated as follows:

»  Ifthe deferred losses were recognized immediately in the valuation value of assets, the
funded percentage would decrease from 63 4% to 539 4%

> Ifthe deferred losses were recognized immediately in the valuation value of assets, the
aggregate employer rate would increase from 44.78% to 48.21% of payroll.

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

herein.

Sincerely,

Paul Angelo, FSA, MAAA, FCA, EA John Monroe, ASA, MAAA,EA
Senior Vice President and Actuary Vice President and Actuary

MY M/bbI
Enclosures

S50793 5113452002
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KCERA 2017 | Summary of Actuarial Assumptions and Methods

The methods and assumptions below were selected by the actuary as being appropriate for the Plan and
were used in the latest actuarial valuation dated June 30, 2016. The most recently updated Summary of
Actuarial Assumptions and Methods was adopted by the Board of Retirement on December 10, 2014.

Economic Assumptions

Interest Rate of Return: 7.50% per year, net of investment expenses

Salary Increases: General: 4.25% to 9.25%. Safety: 4.25% to 11.75%
(see Table 1 on page 86).

Inflation Assumption: 3.25% per year

Cost-of-Living Adjustments: 2.50% (actual increases depend on CPl increases; 2.50% maximum)

Actuarial Methods

Funding Method: Entry Age Funding Method. Costs are allocated as a level percent of
salary.
Actuarial Cost Method: Entry Age Actuarial Cost Method. The actuarial present value of the

projected benefits of each member are allocated as a level percentage
of the member’s projected compensation between entry age and as-
sumed exit (until maximum retirement age).

Amortization Period: The actuarial present value of benefits expected to be paid in the future
is the Normal Cost. The difference between the Normal Cost and the
actuarial present value of all future benefits for contributing members,
former contributing members and their survivors is the Actuarial Ac-
crued Liability (AAL). The difference between the AAL and the actuarial
value of the assets is the Unfunded Actuarial Accrued Liability (UAAL).

As of June 30, 2016, the remaining amortization period for all UAAL as
of June 30, 2011 was 19.5 years. Effective June 30, 2012, any changes
in UAAL due to actuarial gains or losses or due to changes in actuarial
assumptions or methods will be amortized over an 18-year closed pe-
riod, effective with each valuation. Any change in UAAL that arises due
to plan amendments is amortized over its own declining 15-year period
(with the exception of a change due to retirement incentives, which are
amortized over a declining period of up to 5 years).
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Amortization Period (cont.):

Actuarial Methods (cont.)

Beginning July 1, 2009, any liability attributable to golden handshakes
is paid by one of two methods, as elected by the employer:

1. Payment in full in the first month of the fiscal year following the fis-
cal year in which the golden handshake(s) was granted; or

2. According to a 5-year amortization to be invoiced to the employer
in the first month of the fiscal year following the fiscal year in which
the golden handshake(s) was granted. The amortization schedule
will be based upon the valuation interest rate used in the most re-
cently completed valuation at the time that the amortization sched-
ule is created. The employer may complete payment of the golden
handshake(s) at any time during the 5-year amortization period.

Post-Retirement Mortality:

A) General Members and
Safety Members:

B) Beneficiaries:

C) Disability Retirement:

Proportion of Members with
Spouse/Partner at Retirement:

Rate of Termination of
Employment:

Reciprocal Agency:

Deferred Retirement Age
for Vested Termination:

Demographic Assumptions

RP-2000 Combined Healthy Mortality Table projected with Scale BB to
2023, set forward one year for male and female General members and
set back one year for male and female Safety members.

Rates are the same as a General service retiree of the opposite sex.

RP-2000 Combined Healthy Mortality Table projected with Scale BB to
2023, set forward eight years for male and female General members
and set forward four years for male and female Safety members.

75% of male active members and 55% of female active employees are
assumed to have a spouse or registered domestic partner eligible for
the 60% continuance at retirement. Females are assumed to be three
years younger than their spouses.

Rates vary by years of service, as shown in Table 2 on page 87.
For current active members, the probability of joining a reciprocal

agency immediately after terminating is 55% for General members and
60% for Safety members.

Age 57 for General members. Age 53 for Safety members.
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KCERA 2017 | Table 1: Assumed Rate of Salary Increase

Years of Service General Members Safety Members
0 5.50% 8.00%
1 4.00% 6.50%
2 3.50% 5.50%
3 3.00% 4.00%
4 2.25% 3.50%
5 2.00% 3.25%
6 1.75% 3.00%
7 1.50% 2.50%
8 1.25% 1.75%
9 1.00% 1.50%
10 0.90% 1.25%
11 0.80% 1.00%
12 0.70% 0.90%
13 0.60% 0.85%
14 0.50% 0.80%
15 0.50% 0.75%
16 0.50% 0.70%
17 0.50% 0.65%
18 0.50% 0.60%
19 0.50% 0.55%
20 & Over 0.50% 0.50%

The chart above depicts annual increases in salary before wage inflation. Inflation is 3.25% per year, plus
“across-the-board” salary increases of 0.50% per year, plus the promotional and merit increases listed above.
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KCERA 2017 | Table 2: Probabilities of Separation from Active Service

(Rates in percentages)

Age Ordinary

Nearest

Death

Disability*

General Members - Male

Service
Retirement

Tier I  Tier I Tier 111

Years of

(Rates in percentages)

Service Withdrawal
General  Safety

18.00 8.00

5 6.00 2.60

10 3.25 2.00

15 2.30 1.10

20 1.50 0.00

25 1.00 0.00

30 & Over 0.00 0.00

25 0.04 0.03 0.00 | 0.00 | 0.00
30 0.05 0.05 0.00 | 0.00 | 0.00
40 0.11 0.14 0.00 | 0.00 | 0.00
50 0.23 0.28 6.00 3.00 0.00
60 0.64 0.38 23.00 [ 13.50 | 13.50
General Members - Female Tier I Tier Il Tier Il
25 0.02 0.03 0.00 [ 0.00 | 0.00
30 0.03 0.05 0.00 [ 0.00 | 0.00
40 0.07 0.14 0.00 0.00 0.00
50 0.17 0.28 6.00 [ 3.00 | 0.00
60 0.45 0.38 23.00 | 13.50 | 13.50
Safety Members - Male Tier I  Tier Il
25 0.04 0.08 0.00 0.00
30 0.04 0.16 0.00 0.00
40 0.10 0.50 0.00 | 0.00
50 0.19 1.35 20.00 [ 6.00
60 0.52 3.60 20.00 | 20.00
Safety Members - Female Tier1 Tier Il
25 0.02 0.08 0.00 | 0.00
30 0.02 0.16 0.00 | 0.00
40 0.06 0.50 0.00 | 0.00
50 0.14 1.35 20.00 [ 6.00
60 0.36 3.60 20.00 | 20.00

* 55% of General member disabilities are assumed to be service-connected, and the other 45% are assumed to be
nonservice-connected. Furthermore, 100% of Safety member disabilities are assumed to be service-connected.
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KCERA 2017 | Schedule of Active Member Valuation Data

Valuation Annual Annual Increase in
Date Plan Type Members Payroll Average Pay Average Pay
12/31/07* General 7,127 $ 345,308,360 $ 48,451 3.9%
Safety 1,801 $ 111,418,703 $ 61,865 3.9%
Total 8,928 $ 456,727,063 $ 51,157 4.0%
06/30/08 General 7,216 $ 369,093,653 § 51,149 5.6%
Safety 1,841 $ 117,947,008 § 64,067 3.6%
Total 9,057 $ 487,040,661 $ 53,775 5.1%
06/30/09**  General 7,166 $ 423,075,334 $ 59,039 15.4%
Safety 1,854 $ 141,829,138 § 76,499 19.4%
Total 9,020 $ 564,904,472 $ 62,628 16.5%
06/30/10 General 6,802 $ 423,551,766 § 62,269 5.5%
Safety 1,765 $ 141,008,072 $ 79,891 4.4%
Total 8,567 $ 564,559,838 $ 65,899 5.2%
06/30/11 General 6,487 $ 404,729,012 $ 62,391 0.2%
Safety 1,700 $ 135,105,643 $ 79,474 -0.5%
Total 8,187 $ 539,834,655 $ 65,938 0.1%
06/30/12 General 6,494 $ 406,039,414 $ 62,525 0.2%
Safety 1,759 $ 137,518,061 § 78,180 -1.6%
Total 8,253 $ 543,557,475 $ 65,862 -0.1%
06/30/13 General 6,619 $ 410,905,480 $ 62,080 -0.7%
Safety 1,866 $ 144,847,330 $ 77,625 -0.7%
Total 8,485 $ 555,752,810 $ 65,498 -0.6%
06/30/14 General 6,629 $ 410,350,884 $ 61,902 -0.3%
Safety 1,883 $ 145,284,147 § 77,156 -0.6%
Total 8,512 $ 555,635,031 $ 65,277 -0.3%
06/30/15 General 6,637 $ 411,427,313 $ 61,990 0.1%
Safety 1,844 $ 145,396,935 § 78,849 2.2%
Total 8,481 $ 556,824,248 $ 65,655 0.6%
06/30/16 General 6,788 $ 421,043,714 $ 62,028 0.1%
Safety 1,839 $ 146,217,425 $ 79,509 0.8%
Total 8,627 $ 567,261,139 $ 65,754 0.2%

* Valuations were performed as of December 31 prior to 2008. Valuations are as of June 30 for 2008 and later.

** Annual payroll data as of June 30, 2009 includes supplemental pay items with pensionable salary.
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KCERA 2017 | Schedule of Retirees and Beneficiaries Added to and Removed from Payroll

At Added Removed At Annual Annual Retiree % Increase Average
Beginning During During End of Allowance Allowance Payroll in Retiree Annual
of Year Year Year Year Added Removed Ending Allowance  Allowance”

2007 5,355 374 177 5,552 $13,845,079  $2,524,520  $139,133,419 8.9% $25,060
2008 5,552 196 97 5,651 $ 5,039,591  $1,610,546  $145,783,557 4.8% $25,798
2009 5,651 458 182 5,927 $16,056,013  $2,751,455  $164,591,026 12.9% $27,770
2010 5,927 476 204 6,199 $13,128,260  $3,658,618  $181,377,904 10.2% $29,259
2011 6,199 569 198 6,570 $27,159,926  $3,568,064  $204,969,766 13.0% $31,198
2012 6,570 499 179 6,890 $24,783,041  $3,411,092  $226,341,715 10.4% $32,851
2013 6,890 468 187 7,171 $22,305,618  $3,825,313  $244,822,020 8.2% $34,141
2014 7,171 442 216 7,397 $19,663,621  $4,173,211  $260,312,430 3.1% $35,192
2015 7,397 440 238 7,599 $20,734,025  $5,817,539  $275,229,096 5.7% $36,219
2016 7,599 454 206 7,847 $20,236,339  $5,034,075  $290,431,360 5.5% $37,012

* Excludes SRBR amounts
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KCERA 2017 | Solvency Test

(Dollars in thousands)

Portion of Accrued Liabilities

Aggregate Accrued Liabilities Covered by Reported Assets

Active Active

Members Members

Active Retired/ (Employer Actuarial Active Retired/ (Employer

Valuation Member Vested Financed Value of Member Vested Financed

Date Contributions Members Portion) Assets Contributions Members Portion)

12/31/07 $215,282 $ 1,773,556 $ 1,366,917 $ 3,355,755 $ 2,589,817 100% 100% 44%
06/30/08 $222,418 $ 1,913,946 $ 1,535,096 $ 3,671,460 $2,654,316 100% 100% 34%
06/30/09 $ 232,426 $2,159,371 $ 1,813,403 $4,205,200 $ 2,780,215 100% 100% 21%
06/30/10 $ 229,784 $ 2,380,826 $ 1,846,429 $ 4,457,038 $ 2,794,644 100% 100% 10%
06/30/11 $ 225,649 $ 2,680,161 $ 1,766,538 $ 4,672,348 $ 2,839,747 100% 98% 0%
06/30/12 $ 231,626 $ 2,933,987 $ 1,729,377 $ 4,894,990 $ 2,960,507 100% 93% 0%
06/30/13 $ 244,832 $ 3,153,966 $ 1,709,821 $ 5,108,619 $ 3,120,632 100% 91% 0%
06/30/14 $ 268,826 $ 3,446,962 $ 1,776,652 $ 5,492,440 $ 3,342,122 100% 89% 0%
06/30/15 $ 295,447 $ 3,607,511 $ 1,754,215 $ 5,657,173 $ 3,529,786 100% 90% 0%
06/30/16 $320,400 $ 3,766,875 $ 1,725,817 $ 5,813,092 $ 3,685,447 100% 89% 0%
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KCERA 2017 | Actuarial Analysis of Financial Experience

(In thousands)

Gain (or Loss) for Year —- UAAL

June 30,2016 June 30, 2015 June 30,2014

Investment Performance

Greater (Less) than Expected $ (87,833) $ (34,742) $ (14,593)
Salary Increase

(Greater) Less than Expected 50,037 55,020 68,432
Other Experience

Including Demographic Changes 39,692 9,908 5,151
Change in Assumptions/Methodology - - (204,469)
Composite Gain (or Loss) During Year $ 1,896 $ 30,186 $ (145,479)
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KCERA 2017 | Schedule of Funding Progress & Schedule of Employer Contributions

SCHEDULE OF FUNDING PROGRESS*

Unfunded Actuarial

Actuarial Actuarial Actuarial Accrued Liability Funded

Valuation Value of Accrued (UAAL) Ratio
Date Assets Liability 3)-Q2) 2)/3)

(M 2) 3 “) )

06/30/16 $ 3,685,447 $ 5,813,092 $ 2,127,645 63.4%
06/30/15 $ 3,529,786 $5,657,173 $2,127,387 62.4%
06/30/14 $3,342,122 $ 5,492,440 $2,150,318 60.8%
06/30/13 $ 3,120,632 $ 5,108,619 $ 1,987,987 61.1%
06/30/12 $2,960,507 $ 4,894,990 $1,934,483 60.5%
06/30/11 $ 2,839,747 $ 4,672,348 $ 1,832,601 60.8%
06/30/10 $ 2,794,644 $ 4,457,038 $ 1,662,394 62.7%
06/30/09 $2,780,215 $ 4,205,200 $ 1,424,985 66.1%
06/30/08 $ 2,654,305 $ 3,671,460 $ 1,017,155 72.3%
12/31/07 $2,589,817 $ 3,355,755 $ 765,937 77.2%

(Dollars in thousands)

UAAL as %
Annual of Annual
Covered Payroll
Payroll @)/ (6)
(6) O]

$ 567,261 375.1%
$ 556,824 382.1%
$ 555,634 387.0%
$ 555,752 357.7%
$ 543,558 355.9%
$ 539,836 339.5%
$ 559,380 297.2%
$ 559,872 254.5%
$ 482,879 210.6%
$ 453,412 168.9%

* Net of SRBR and 55,000 death benefits

SCHEDULE OF EMPLOYER CONTRIBUTIONS

(Dollars in thousands)

Percentage

Fiscal Year Ended Annual Required
June 30, Contributions
2016 $234,714
2015 $215,477
2014 $220,393
2013 $211,677
2012 $ 189,837
2011 $ 177,444
2010 $ 151,127
2009 $ 138,815
2008 $ 137,264
2007 $ 128,135

Contributed

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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KCERA 2017 | Summary of Major Plan Provisions

Briefly summarized below are the major provi-
sions of the County Employees’ Retirement Law
of 1937, including Sections 31676.01, 31676.14,
31676.17, 31664, 31664.1 and 7522.20(a), as ad-
opted by the County of Kern and special districts.

Membership

Membership is automatic upon appointment to a
permanent position of 50% or more of the regular
standard hours required. Retirement entry date is
the first day of the first full biweekly payroll pe-
riod following the date of employment.

All safety and general members hired by the
County of Kern or a special district on or after
January 1, 2013 are subject to the “new member”
provisions found in Code Section 7522.20(a) of
the Public Employees Pension Reform Act of 2013
(PEPRA).

Final Average Salary

For non-PEPRA benefit tiers, “final average salary”
is the highest 12 consecutive months of pension-
able pay, including base salary and other pay ele-
ments includible as a result of the “Ventura” de-
cision. “Pensionable compensation” for members
subject to PEPRA is the highest 36 consecutive
months of pensionable pay, including base salary
and eligible special pay items defined in PEPRA.

Vesting
Members are considered vested in the Plan after
obtaining five years of retirement service credit.

Member Contribution Rates

The basic contribution is computed on the mem-
ber’s base pay plus pensionable special pays, with
the contribution rate being determined by the
member’s entry age into KCERA, the classification
of the member, the Plan’s economic assumptions
and the member’s life expectancy at the retire-
ment age specified in the County Employees’ Re-
tirement Law of 1937.

The normal rates of contribution are such as to
provide, for each year of service, an average an-
nuity at age 55 of 1.0% of final compensation for
General Tier | members, an average annuity at age
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60 of 0.833% of final compensation for General
Tier Il members, an average annuity at age 50 of
1.5% of final compensation for Safety Tier | mem-
bers, and an average annuity at age 50 of 1.0%
of final compensation for Safety Tier || members,
according to the tables adopted by the Board of
Supervisors, for each year of service rendered af-
ter entering the Plan.

General and safety members subject to PEPRA
provisions will pay 100% of their contributions
until retirement. Their contribution rates will be
50% of the actuarially determined Normal Cost
rate for each membership group. All other KCERA
members will contribute based on their entry age
or a flat average rate (i.e., for certain safety bar-
gaining units).

Per IRS Code Section 414(h)(2), member contribu-
tions made through payroll deductions are pre-
tax. Interest is credited to contribution balances
on June 30 and December 31, per the County Em-
ployees’ Retirement Law of 1937, Article 5.5.

Withdrawal Benefits

If a member resigns, his or her contributions plus
interest can be refunded. Members with less than
five years of service may elect to leave his or her
contributions on deposit and receive interest. Any
vested member may elect to leave his or her con-
tributions on deposit and receive a deferred-vest-
ed benefit when eligible for retirement.

Compensation Limit

For members who joined KCERA on or after July 1,
1996 but before January 1, 2013, “compensation
earnable” is limited by IRC Section 401(a)(17) and
indexed annually for inflation. “Pensionable com-
pensation” for General Tier Il members enrolled
in Social Security is capped at the Social Security
limit and indexed annually for inflation.

Service Retirement Benefits

General members with at least 10 years of retire-
ment service credit who are age 50 or older, have
30 years of service credit regardless of age, or are
age 70 regardless of service credit are eligible for
service retirement.
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Service Retirement Benefits (cont.)

General Tier | provides 3.0% of final compensa-
tion for each year of service at age 60, multiplied
by Government Code Section 31676.17 factors.
General Tier Il provides 1.62% of final compensa-
tion for each year of service at age 65, multiplied
by Government Code Section 31676.01 factors.

Berrenda Mesa Water District and Inyokern Com-
munity Services District still have Government
Code Section 31676.14 for service prior to Janu-
ary 1, 2005.

General Tier Il applies to most general members
hired by the County of Kern and Kern County Hos-
pital Authority on or after October 27, 2007, or
hired by the following special districts: Berrenda
Mesa Water District on or after January 12, 2010;
Buttonwillow Recreation and Park District and
East Kern Cemetery District on or after Decem-
ber 17, 2012; Inyokern Community Services Dis-
trict on or after December 13, 2012; Kern County
Water Agency on or after January 1, 2010; Kern
Mosquito and Vector Control District on or after
December 12, 2012; North of the River Sanitation
District on or after October 29, 2007; San Joaquin
Valley Air Pollution Control District on or after July
31, 2012; Shafter Recreation and Park District on
or after December 19, 2012; West Side Cemetery
District on or after December 18, 2012; West Side
Mosquito and Vector Control District on or after
November 15, 2012; and Kern County Superior
Court on or after March 12, 2011.

General members hired by the West Side Recre-
ation and Park District on or after January 1, 2013
are General Tier lll members. Their benefit formu-
la is 2.5% at age 67. They are eligible to retire at
age 52 with 5 years of retirement service credit.

Safety members with at least 10 years of retire-
ment service credit who are age 50 or older, or
with 20 years of retirement service credit regard-
less of age, are eligible for service retirement.

Safety Tier | provides 3.0% of final compensation
for each year of service at age 50, multiplied by
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Government Code Section 31664.1 factors. Safety
Tier Il provides 2.0% of final compensation for
each year of service at age 50, multiplied by Gov-
ernment Code Section 31664 factors.

For members integrated with Social Security, ben-
efits based on $350 of monthly final average sal-
ary are reduced by one-third.

Disability Benefit

Members with five years of retirement service
credit, regardless of age, are eligible for nonser-
vice-connected disability. This benefit provides
between 20% to 40% of the member’s final aver-
age monthly compensation for life.

If the disability is service-connected, there is no
minimum retirement service credit requirement.
This benefit provides 50% of the member’s final
average monthly compensation, tax-free, for life.

Death Benefit (Before Retirement)
A non-vested active member’s beneficiary is en-
titled to receive the Basic Death Benefit, which
consists of accumulated contributions plus inter-
est and one month of salary for each full year of
service, up to six months of salary.

The beneficiary (i.e., eligible spouse or registered
domestic partner) of a vested active member who
does not die in the performance of duty is enti-
tled to either the Basic Death Benefit or a monthly
benefit equal to 60% of the benefit payable if the
member had retired with a nonservice-connected
disability on his or her date of death. This also
applies to minor children if there is no eligible
spouse or partner.

If a member dies in the performance of duty, the
eligible spouse, partner or minor children receives
50% of the member’s final average salary.

Death Benefit (After Retirement)

A death benefit of $5,000 is payable to the desig-
nated beneficiary or estate of a retiree after the
member dies.
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Death Benefit (After Retirement) (cont.)

If a member retired for service or with a nonser-
vice-connected disability and he or she chose the
Unmodified Option, the eligible surviving spouse,
registered domestic partner or minor children will
receive a benefit equal to 60% of the member’s
retirement benefit. If the retirement was for a ser-
vice-connected disability, the member’s spouse,
registered domestic partner or minor children will
receive a 100% continuance of the benefit.

Supplemental Retirement Benefits (SRBR)
The Board of Retirement adopted California Gov-
ernment Code Section 31618 on April 23, 1984,

which provided for the establishment of the Sup-
plemental Retiree Benefit Reserve (SRBR). The
SRBR may be used only for the benefit of retired
members and their beneficiaries. The distribution
of the SRBR shall be determined by the Board of
Retirement. SRBR-approved benefits include all
Tier 1, Tier 2, Tier 3 and death benefits approved
through the June 30, 2016 Actuarial Valuation.

Post-Retirement Cost-of-Living Benefits

Each April 1, retiree benefits are adjusted by the
percentage change in the Consumer Price Index
for the preceding calendar year (capped at 2.5%).

Eligibility Tier 1:

Hired on or before July 1, 1994.

Tier 2: Pensioners with at least five years of credited service and who retired
prior to 1981 or 1985 (and their surviving beneficiaries) whose ben-
efits have reduced by 20% in purchasing power since retirement.

Tier 3: Pensioners and their surviving beneficiaries whose benefits have
reduced by 20% in purchasing power since retirement.

Benefits Tier 1:

$35.50 per month, not subject to cost-of-living adjustments.

Tier 2: $1.372 times years of service, per month, for members who retired
prior to 1985; granted July 1, 1994.
$5.470 times years of service, per month, for members who retired
prior to 1985; granted July 1, 1996.
$10.276 times years of service, per month, for members who retired
prior to 1981; granted July 1, 1997.

Tier 3: Additional benefits to maintain 80% purchasing power protection.

Death Benefit:

0.5% COLA

A one-time payment of $5,000 to a retired member’s beneficiary.

Funding

$64.7 million allocation of funds to initially pay for a 0.5% cost-of-
living allowance; arisen from a litigation judgment entered on Janu-
ary 24, 2002.

Crediting of interest and the allocation of “undistributed earnings”:
the amount that remains after net earnings have been used to credit
interest to the Plan’s reserves.
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KCERA 2017 | Statistical Section Overview

The Statistical Section offers additional historical
perspective and detail to provide a fuller under-
standing of this year’s financial statements, note
disclosures and supplementary information. This
section also provides 10-year trending of finan-
cial and operating information to supply a more
comprehensive perspective on how KCERA's fi-

KCERA NET POSITION VALUE
FOR THE FISCAL YEARS ENDED JUNE 30

4.000

nancial position and performance have changed
over time. Specifically, the financial and operating
information provides contextual data for KCERA’s
changes in net position, benefit expenses, retire-
ment types, benefit payments and membership
data. The financial and operating trend informa-
tion is located on the following pages.
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KCERA 2017 | Schedule of Changes in Fiduciary Net Position

Fiscal Years 2008 - 2017

(In thousands)

Additions

Employer Contributions $ 137,264 $ 138,815 $ 151,127 $ 177,444 $ 189,837

Member Contributions 15,031 18,191 17,877 18,271 18,720

Net Investment Income (Loss) (201,562) (677,336) 291,333 503,553 21,150
Total Additions (49,267) (520,330) 460,337 699,268 229,707

Deductions

Total Benefit Expenses* 148,561 162,489 180,366 201,013 222,140

Administrative Expenses 3,341 3,072 3,207 3,763 3,469

Miscellaneous - - 547 - -
Total Deductions 151,902 165,561 184,120 204,776 225,609

Change in Fiduciary

Net Position $ (201,169) $ (685,891) $ 276,217 $ 494,492 $ 4,098

(In thousands)

Additions

Employer Contributions $ 211,677 $ 220,393 $ 215,477 $ 234,714 $ 241,112

Member Contributions 20,283 25,810 30,325 33,278 34,649

Net Investment Income (Loss) 319,264 487,494 81,930 (27,535) 426,607
Total Additions 551,224 733,697 327,732 240,457 702,368

Deductions

Total Benefit Expenses* 242,630 257,495 273,865 288,738 305,817

Administrative Expenses 3,848 4,860 4,886 5,225 5,243

Miscellaneous - - - - -
Total Deductions 246,478 262,355 278,751 293,963 311,060

Change in Fiduciary

Net Position $ 304,746 $ 471,342 $ 48,981 $ (53,5006) $ 391,308

* See Schedule of Benefit Expenses by Type on next page.
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KCERA 2017 | Schedule of Benefit Expenses by Type

Fiscal Years 2013 - 2017

(In thousands)

Service Retirement Benefits

General $ 127,139 $ 137,993 $ 148,697 $ 159,101 $ 169,370
Safety 68,078 68,705 72,097 74,978 78,453
Total 195,217 206,698 220,794 234,079 247,823

Service-Connected
Disability (SCD) Benefits

General 8,064 8,331 8,422 8,260 8,411
Safety 15,495 20,565 21,222 21,676 22,207
Total 23,559 28,896 29,644 29,936 30,618
Beneficiary Benefits
General 11,152 10,660 11,186 12,261 13,579
Safety 8,602 7,565 7,881 8,393 8,979
Total 19,754 18,225 19,067 20,654 22,558
Lump Sum Death Benefits 606 564 862 787 894

Total Benefit Payments $ 239,136 $ 254,383 $ 270,367 $ 285,456 $ 301,893

Refunds
General 2,973 2,762 2,876 2,563 2,718
Safety 521 350 622 719 1,206
Total 3,494 3,112 3,498 3,282 3,924

Total Benefit Expenses $ 242,630 $ 257,495 $ 273,865 $ 288,738 $ 305,817
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KCERA 2017 | Schedule of Benefit Expenses by Type

Fiscal Years 2008 - 2012

(In thousands)

Service Retirement Benefits

General $ 71,725 § 79,546 $ 89,204 $ 101,934 $ 114,742
Safety 39,650 43,311 49,949 55,886 62,207
Total 111,375 122,857 139,153 157,820 176,949

Service-Connected
Disability (SCD) Benefits

General 7,547 7,720 7,906 7,924 7,947
Safety 12,516 13,545 14,230 14,656 15,145
Total 20,063 21,265 22,136 22,580 23,092
Beneficiary Benefits
General 7,962 8,573 9,072 9,533 10,353
Safety 6,297 6,525 7,222 7,580 8,231
Total 14,259 15,098 16,294 17,113 18,584
Lump Sum Death Benefits 490 640 466 383 433

Total Benefit Payments $ 146,187 $ 159,860 $ 178,049 $ 197,896 $ 219,058

Refunds
General 2,084 2,270 1,998 2,666 2,408
Safety 290 359 319 451 674
Total 2,374 2,629 2,317 3,117 3,082

Total Benefit Expenses $ 148,561 $ 162,489 $ 180,366 $201,013 $ 222,140
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KCERA 2017 | Schedule of Retired Members by Type of Benefit

As of June 30, 2017

$1-500 453 308 2 0 0 76 12 0 6 49
$501-1,000 922 618 41 4 0 166 19 3 23 48
$1,001-1,500 1,025 693 80 61 0 120 23 0 18 30
$1,501-2,000 883 597 33 110 0 80 14 0 20 29
$2,001-3,000 1,580 1,069 17 257 0 139 6 5 60 27
$3,001-4,000 985 737 6 133 0 76 2 4 17 10
$4,001-5,000 607 524 3 35 0 29 3 0 10 3
$5,001-6,000 438 388 1 31 0 15 0 0 2 1
Over $6,000 1,194 1,056 6 104 0 17 1 0 10 0
Totals 8,087 5990 189 735 0 718 80 12 166 197

$1-500 453 13 30 1 0 133 276 0
$501-1,000 922 6 54 2 0 320 538 2
$1,001-1,500 1,025 7 51 4 1 368 568 26
$1,501-2,000 883 6 32 3 0 319 456 67
$2,001-3,000 1,580 13 59 11 3 578 740 176
$3,001-4,000 985 5 42 1 0 431 411 95
$4,001-5,000 607 2 27 3 3 343 204 25
$5,001-6,000 438 1 16 0 2 274 119 26
Over $6,000 1,194 3 42 3 2 844 203 97
Totals 8,087 56 353 28 11 3,610 3,515 514
Type of Retirement Option Selected

1 - Normal retirement for age and service

2 — Nonservice-connected disability retirement

3 — Service-connected disability retirement

4 - Former member with deferred future benefit

5 — Beneficiary payment — normal retirement

6 — Beneficiary payment — active member who
died and was eligible for retirement

7 — Beneficiary payment — death in service

8 — Beneficiary payment — disability retirement

9 — Supplemental and ex-spouses
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Option 1 — Beneficiary receives lump sum of member’s

unused contributions

Option 2 — Beneficiary receives 100% of member’s

reduced monthly allowance

Option 3 — Beneficiary receives 50% of member’s

reduced monthly allowance

Option 4 — More than one beneficiary receives 100%

of member’s reduced monthly allowance

A — Unmodified 60% continuance
B — Unmodified no continuance
C — Unmodified 100% continuance



KCERA 2017 | Schedule of Average Benefit Payment Amounts by Year of Retirement

Fiscal Years Ended June 30, 2008 - 2012

Fiscal Year 2008

Average Annual Benefit ($) 11,706 10,905 18,743 27,064 45,415 58,275 80,057

Average Monthly Benefit ($) 976 909 1,562 2,255 3,785 4,856 6,671

Average Final Monthly Salary ($) 4,379 3,494 4,126 4,143 5,317 5,577 6,298

Number of Active Retirants 14 24 46 37 35 34 41

Fiscal Year 2009

Average Annual Benefit ($) 11,268 12,518 22,901 29,561 50,660 61,343 91,167

Average Monthly Benefit ($) 939 1,043 1,908 2,463 4,222 5,112 7,597
Average Final Monthly Salary ($) 8,621 4,246 5,213 4,676 6,251 6,044 7,324
Number of Active Retirants 15 35 54 46 36 68 93

Fiscal Year 2010

Average Annual Benefit ($) 27,532 17,454 19,573 35,192 43,631 63,723 90,019
Average Monthly Benefit ($) 2,294 1,454 1,631 2,933 3,636 5,310 7,502
Average Final Monthly Salary ($) 5,987 5,609 4,530 5,639 5,477 6,511 7,460
Number of Active Retirants 33 33 69 39 60 77 49
Fiscal Year 2011

Average Annual Benefit ($) 14,723 12,996 23,295 35,443 43,133 60,433 84,216
Average Monthly Benefit ($) 1,227 1,083 1,941 2,954 3,594 5,036 7,018
Average Final Monthly Salary ($) 5,304 5,031 5,440 5,739 5,465 6,082 7,089
Number of Active Retirants 13 50 76 55 96 95 100
Fiscal Year 2012

Average Annual Benefit ($) 7,199 14,244 20,203 33,133 44,628 65,633 82,616
Average Monthly Benefit ($) 600 1,187 1,684 2,761 3,719 5,469 6,885
Average Final Monthly Salary ($) 6,555 5,596 4,790 5,564 5,675 6,626 6,991
Number of Active Retirants 15 33 82 50 70 90 79
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KCERA 2017 | Schedule of Average Benefit Payment Amounts by Year of Retirement

Fiscal Years Ended June 30, 2013 - 2017

Fiscal Year 2013

Average Annual Benefit ($) 14,391 15,936 20,710 30,643 43,327 61,832 74,463
Average Monthly Benefit ($) 1,199 1,328 1,726 2,554 3,611 5,153 6,205
Average Final Monthly Salary ($) 7,635 5,485 4,969 5,400 5,672 6,396 6,506
Number of Active Retirants 19 31 83 56 69 63 73
Fiscal Year 2014

Average Annual Benefit ($) 7,966 12,299 19,839 32,711 42,470 67,223 83,821
Average Monthly Benefit ($) 664 1,025 1,653 2,726 3,539 5,602 6,985
Average Final Monthly Salary ($) 9,886 5,580 5,062 5,659 5,829 6,951 7,360
Number of Active Retirants 15 26 67 41 49 69 48
Fiscal Year 2015

Average Annual Benefit ($) 4,129 13,436 21,759 33,216 41,150 57,113 84,091
Average Monthly Benefit ($) 344 1,120 1,813 2,768 3,429 4,759 7,008
Average Final Monthly Salary ($) 5,732 5,431 5,132 5,641 5,382 6,274 7,380
Number of Active Retirants 6 43 77 43 44 78 57
Fiscal Year 2016

Average Annual Benefit ($) 7,182 12,904 22,580 32,054 43,045 62,176 73,730
Average Monthly Benefit ($) 598 1,075 1,882 2,671 3,587 5,181 6,144
Average Final Monthly Salary (§) 6,844 5,455 5,782 5,613 5,947 6,746 6,996
Number of Active Retirants 25 41 67 41 45 76 54
Fiscal Year 2017

Average Annual Benefit ($) 17,071 14,339 23,359 35,405 47,847 62,060 80,518
Average Monthly Benefit ($) 1,423 1,195 1,947 2,950 3,987 5,172 6,710
Average Final Monthly Salary ($) 8,193 6,068 5,887 5,946 6,445 6,558 7,335
Number of Active Retirants 17 43 75 63 67 60 53
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KCERA 2017 | Participating Employers and Active Members

Fiscal Years Ended June 30, 2008 - 2012

County of Kern:
General Members 6,348 6,254 5,920 5,622 5,632
Safety Members 1,842 1,854 1,765 1,703 1,762
Total 8,190 8,108 7,685 7,325 7,394
Participating Agencies
(General Membership):
Berrenda Mesa Water District 12 12 11 10 10
Buttonwillow Recreation and Park District 3 4 5 6 6
East Kern Cemetery District 1 1 1 1 1
Inyokern Community Services District 2 2 2 1 1
Kern County Water Agency 89 76 72 73 71
Kern Mosquito & Vector Control District 19 19 19 18 19
North of the River Sanitation District 10 9 10 10 11
San Joaquin Valley Air Pollution Control 280 291 292 287 281
District
Shafter Recreation and Park District 0 0 0 0 0
West Side Cemetery District 6 6 6 6 6
West Side Mosquito & Vector Control Dist. 9 8 8 8 7
West Side Recreation and Park District 11 12 12 10 10
Kern County Superior Court 473 472 444 441 443
Total 915 912 882 871 866
Total Active Membership:
General Members 7,263 7,166 6,802 6,493 6,498
Safety Members 1,842 1,854 1,765 1,703 1,762
Total 9,105 9,020 8,567 8,196 8,260

Data retrieved from the Plan’s database.
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KCERA 2017 | Participating Employers and Active Members

Fiscal Years Ended June 30, 2013 - 2017

County of Kern:
General Members 5,873 5,833 5,827 5,937 4,720
Safety Members 1,873 1,886 1,847 1,840 1,767
Total 7,746 7,719 7,674 7,777 6,487
Participating Agencies
(General Membership):
Berrenda Mesa Water District 10 10 9 6 6
Buttonwillow Recreation and Park District 6 4 4 4 3
East Kern Cemetery District 1 1 1 2 2
Inyokern Community Services District 1 1 1 1 0
Kern County Hospital Authority - - - - 1,374
Kern County Water Agency 65 68 67 62 60
Kern Mosquito & Vector Control District 18 18 18 18 18
North of the River Sanitation District 13 12 13 13 13
San Joaquin Valley Air Pollution Control
District 281 276 264 269 273
Shafter Recreation and Park District 0 0 0 0 1
West Side Cemetery District 6 6 6 6 6
West Side Mosquito & Vector Control Dist. 7 10 10 9 8
West Side Recreation and Park District 10 11 11 11 9
Kern County Superior Court 353 389 414 457 478
Total 771 806 818 858 2,251
Total General Members 6,644 6,639 6,645 6,795 6,971
Total Safety Members 1,873 1,886 1,847 1,840 1,767
Total Active Membership 8,517 8,525 8,492 8,635 8,738

Note: The Kern County Hospital Authority came into existence at the start of FY 2016-17 (July 1, 2016).

Data retrieved from the Plan’s database.
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