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Certified
Public
Accountants

Independent Auditor's Report

To the Board of Retirement of the
Orange County Employees Retirement System
Santa Ana, California

We have audited the employer allocations and the total for all employers of the rows titled total deferred
outflows of resources, total deferred inflows of resources, net pension liability, and total pension expense
excluding employer paid member contributions (specified row totals) included in the accompanying
Schedule of Allocated Pension Amounts by Employer (Schedule) of the Orange County Employees
Retirement System (OCERS) Cost-Sharing Multiple-Employer Defined Benefit Pension Plan as of and for
the year ended December 31, 2016, and the related notes to the Schedule of Allocated Pension Amounts by
Employer.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the Schedule 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 the
Schedule that is free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on the employer allocations and the specified row totals in the
Schedule based on our audit. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the Schedule is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
Schedule. The procedures selected depend on the auditor’s judgment, including the assessment of the risks
of material misstatement of the Schedule, 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
Schedule 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 Schedule.

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

Macias Gini & O'Connell LLP
4675 MacArthur Court, Suite 600
Newport Beach, CA 92660 www.mgocpa.com



Opinions

In our opinion, the Schedule referred to above presents fairly, in all material respects, the employer
allocations, and the total deferred outflows of resources, total deferred inflows of resources, net pension
liability, and total pension expense excluding employer-paid member contributions for the total of all
participating employers for the Orange County Employees Retirement System Cost-Sharing Multiple-
Employer Defined Benefit Pension Plan as of and for the year ended December 31, 2016, in accordance
with accounting principles generally accepted in the United States of America.

Other Matter

We have audited, in accordance with auditing standards generally accepted in the United States of America,
the financial statements of OCERS as of and for the year ended December 31, 2016, and our report thereon
dated June 1, 2017, expressed an unmodified opinion on those financial statements.

Restriction on Use

Our report is intended solely for the information and use of OCERS’ management, the Board of Retirement,
the Orange County Employees Retirement System Cost-Sharing Multiple-Employer Defined Benefit
Pension Plan employers and their auditors and is not intended to be and should not be used by anyone other
than these specified parties.

Mwﬁs (i c’ OCael (P

Newport Beach, California
June 7, 2017



Orange County Employees Retirement System

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

O.C.
Cemetery O.C. Law O.C. Vector O.C. Retirement
Deferred Outflows of Resources Orange County District Library Control District System
Differences Between Expected and Actual Experience $0 $25,468 $0 $12,918 $0
Net Difference Between Projected and Actual Investment Earnings on Pension 331,747,738 302,293 1,957,028 1,057,425 1,794,384
Plan Investments
Changes of Assumptions 71,482,998 0 0 0 0
Change_s in Proportion and D_|f'fer_ences Between Employer Contributions and 16,466,285 0 162,832 0 1,631,373
Proportionate Share of Contributions
Total Deferred Outflows of Resources $419,697,021 $327,671 $2,119,860 $1,070,343 $3,425,757
Deferred Inflows of Resources
Differences Between Expected and Actual Experience $441,331,575 $297,296 $1,027,751 $1,669,650 $2,535,127
Changes of Assumptions 116,628,948 104,151 539,068 0 921,940
Changeg in Proportion and D_|ffe(ences Between Employer Contributions and 124,932 0 1,720,279 0 555,990
Proportionate Share of Contributions
Total Deferred Inflows of Resources $558,085,455 $401,447 $3,287,098 $1,669,650 $4,013,057
Net Pension Liability as of December 31, 2016 $4,043,855,643 $222,409 $1,770,282 $1,669,793 $21,886,393
Pension Expense Excluding That Attributable to Employer-Paid Member Contributions
Proportionate Share of Plan Pension Expense $439,031,086 $185,759 $571,594 $166,366 $1,892,074
Net Amortization of Deferred Amounts from Changes in Proportion and Differences
Between Employer Contributions and Proportionate Share of Contributions 3,667,117 0 (372,508) 0 327,058
Total Employer Pension Expense Excluding That Attributable to Employer-Paid $442.698.203 $185.759 $199.086 $166.366 $2.219,132

Member Contributions

(Continued)



Orange County Employees Retirement System

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Schedule of Allocated Pension Amounts by Employer

As of and for the Year Ended December 31, 2016

O.C. Fire Department Transportation City of San Juan  O.C. Sanitation
Deferred Outflows of Resources Authority of Education Corridor Agency Capistrano District
Differences Between Expected and Actual Experience $1,181,288 $544,088 $198,368 $0 $0
Net Difference Between Projected and Actual Investment Earnings on Pension 45,677,125 285,569 934,360 2,056,953 16,675,662
Plan Investments
Changes of Assumptions 18,503,614 0 0 0 0
Changeg in Proportion and D_|ﬁe(ences Between Employer Contributions and 0 0 0 852,511 1,720,279
Proportionate Share of Contributions
Total Deferred Outflows of Resources ~ $65,362,027 $829,657 $1,132,728 $2,909,464 $18,395,941
Deferred Inflows of Resources
Differences Between Expected and Actual Experience $52,828,035 $228,305 $389,345 $2,906,090 $14,897,427
Changes of Assumptions 2,314,092 178,187 496,686 1,056,846 6,589,263
Changeg in Proportion and D_|ffer_ences Between Employer Contributions and 0 0 0 2,791,050 162,832
Proportionate Share of Contributions
Total Deferred Inflows of Resources ~ $55,142,127 $406,492 $886,031 $6,753,986 $21,649,522
Net Pension Liability/(Asset) as of December 31, 2016 $469,430,660 $4,415,517 $12,423,364 $25,089,009 $(10,384,510)
Pension Expense Excluding That Attributable to Employer-Paid Member Contributions
Proportionate Share of Plan Pension Expense $79,967,025 $476,679 $1,831,342 $2,168,940 $10,969,208
Net Amortization of Deferred Amounts from Changes in Proportion and Differences
Between Employer Contributions and Proportionate Share of Contributions 0 0 0 (355,326) 372,508
Total Employer Pension Expense Excluding That Attributable to Employer-Paid $79,967,025 $476.679 $1,831,342 $1,813,614 $11,341,716

Member Contributions

(Continued)



Orange County Employees Retirement System

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Schedule of Allocated Pension Amounts by Employer

As of and for the Year Ended December 31, 2016

O.C. O.C. Children
Transportation and Families Local Agency Rancho Santa
Deferred Outflows of Resources Authority U.C.L Comm. Formation Comm. Margarita
Differences Between Expected and Actual Experience $846,803 $982,335 $0 $0 $1,408
Net Difference Between Projected and Actual Investment Earnings on Pension 22,626,666 1,171,348 258,936 109,934 10,654
Plan Investments
Changes of Assumptions 0 0 0 0 0
Change's in Proportion and D.|f'fer'ences Between Employer Contributions and 0 0 0 365,286 0
Proportionate Share of Contributions
Total Deferred Outflows of Resources ~ $23,473,469 $2,153,683 $258,936 $475,220 $12,062
Deferred Inflows of Resources
Differences Between Expected and Actual Experience $18,879,529 $886,050 $365,828 $155,317 $4,224
Changes of Assumptions 10,519,667 1,406,403 133,039 56,483 551
Change_s in Proportion and D_|f'fer_ences Between Employer Contributions and 0 0 914592 198,634 0
Proportionate Share of Contributions
Total Deferred Inflows of Resources ~ $29,399,196 $2,292,453 $1,413,459 $410,434 $4,775
Net Pension Liability as of December 31, 2016 $230,260,478 $36,113,699 $3,158,290 $1,340,888 $9,332
Pension Expense Excluding That Attributable to Employer-Paid Member Contributions
Proportionate Share of Plan Pension Expense $29,906,543 $2,466,246 $273,034 $115,921 $3,002
Net Amortization of Deferred Amounts from Changes in Proportion and Differences
Between Employer Contributions and Proportionate Share of Contributions 0 0 (215,071) 37415 0
Total Employer_ Per_15|0n Expense Excluding That Attributable to Employer-Paid $29.906,543 $2,466,246 $57.963 $153.336 $3,002
Member Contributions
(Continued)



Orange County Employees Retirement System

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Schedule of Allocated Pension Amounts by Employer

As of and for the Year Ended December 31, 2016

O.C.
Superior O.C. IHSS Public Total for all
Deferred Outflows of Resources Court Authority Employers
Differences Between Expected and Actual Experience $0 $0 $3,792,676
Net Difference Between Projected and Actual Investment Earnings on Pension 28,627 453 143,116 455 436,644
Plan Investments
Changes of Assumptions 0 0 89,986,612
Change's in Proportion and D.|f'fer'ences Between Employer Contributions and 0 124,932 21,323,498
Proportionate Share of Contributions
Total Deferred Outflows of Resources ~ $28,627,453 $268,048 $570,539,430
Deferred Inflows of Resources
Differences Between Expected and Actual Experience $40,445,221 $161,545 $579,008,315
Changes of Assumptions 14,708,557 57,474 155,711,355
Changeg in Proportion and D_|ffe(ences Between Employer Contributions and 14,855,189 0 21.323.498
Proportionate Share of Contributions
Total Deferred Inflows of Resources ~ $70,008,967 $219,019 $756,043,168
Net Pension Liability as of December 31, 2016 $349,173,850 $781,506 $5,191,216,603
Pension Expense Excluding That Attributable to Employer-Paid Member Contributions
Proportionate Share of Plan Pension Expense $30,186,015 $160,473 $600,371,307
Net Amortization of Deferred Amounts from Changes in Proportion and Differences
Between Employer Contributions and Proportionate Share of Contributions (3,490,860) 29,667 0
Total Employer Pension Expense Excluding That Attributable to Employer-Paid $26,695.155 $190,140 $600.371,307

Member Contributions




Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 1-PLAN DESCRIPTION

The Orange County Employees Retirement System (OCERS or System) administers a cost-sharing
multiple-employer defined benefit pension plan (the Plan) for the County of Orange, Orange County
Superior Court of California, City of San Juan Capistrano, and twelve special districts: Orange County
Cemetery District, Orange County Children and Families Commission, Orange County Department of
Education, Orange County Employees Retirement System, Orange County Fire Authority, Orange
County In-Home Supportive Services Public Authority, Orange County Local Agency Formation
Commission, Orange County Public Law Library, Orange County Sanitation District, Orange County
Transportation Authority, Transportation Corridor Agencies and the University of California, Irvine
Medical Center and Campus. The Orange County Department of Education and the University of
California, Irvine Medical Center and Campus are closed to new member participation. Capistrano Beach,
Cypress Recreation & Parks District, Orange County Vector Control and City of Rancho Santa Margarita
are no longer active employers, but retired members and their beneficiaries, as well as deferred members,
remain in the System. Capistrano Beach and Cypress Recreation & Parks District are not presented in the
accompanying schedule as OCERS is in the process of locating and assessing the ability to collect any
unfunded liabilities from these inactive employers. OCERS is legally and fiscally independent of the
County of Orange.

OCERS provides retirement, disability and death benefits to general and safety members. Safety
membership includes those members serving in active law enforcement, fire suppression and as probation
officers. General membership applies to all other occupations. Plan retirement benefits are tiered based
upon the date of OCERS membership. Additional information regarding the pensions plan’s benefit
structure is included in the Summary of Plan Description that is available on the web at:
www.ocers.org/member_active/spd.htm.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation and Basis of Accounting

Employers participating in the Plan are required to report pension information in their financial statements
in accordance with Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting
and Financial Reporting for Pensions — an Amendment of GASB Statement No. 27. The Schedule of
Allocated Pension Amounts by Employer (the Schedule) along with OCERS’ audited financial
statements, the GASB Statement 67 Actuarial Valuation as of December 31, 2016 and the GASB
Statement 68 Actuarial Valuation Based on December 31, 2016 Measurement Date for Employer
Reporting as of June 30, 2016, prepared by OCERS’ third-party actuary, provide the required information
for financial reporting related to the Plan that employers may use in their financial statements.

The accompanying Schedule was prepared by OCERS’ third-party actuary and was derived from
information provided by OCERS in accordance with accounting principles generally accepted in the
United States of America (GAAP) as applicable to governmental organizations.


http://www.ocers.org/member_active/spd.htm

Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basis of Presentation and Basis of Accounting (Continued)

Legally or statutorily required employer contributions for the year ended December 31, 2016, less any
amounts of those legally or statutorily required contributions that are paid by the employees (referred to
as reverse pick-ups), are used as the basis for determining each employer’s proportion of total
contributions.  For the year ended December 31, 2016, employer paid member contributions of
$2,376,000 under Government Code Section 31581.1 which OCERS reports as employer contributions as
these payments do not become part of the accumulated employee contributions, have been excluded in
determining each employer’s proportion of total contributions. Contributions made by the employer on
behalf of employees under Government Code Section 31581.2 are classified as employee contributions
and are not included in the proportionate share calculation for the year ended December 31, 2016.

Employer contributions have been adjusted to include transfers made from the County Investment
Account and they have not been reduced for discount due to prepaid contributions. Contributions for
each employer are assigned to its respective participating Rate Group. Rate Groups are a collection of
members who are or were employed by employers that offer similar pension benefit formula(s). Rate
Groups exist for the purpose of risk-pooling and the contribution rates developed by the actuary should, in
the long-term, fairly and accurately reflect the benefit plan offered/promised to members in each group.
Rate Groups can contain one or more employers and employers may be included in one or more rate
groups. If an employer participates in several Rate Groups, the employer’s total proportionate share of
the Net Pension Liability (NPL) and related allocated pension amounts is the sum of its allocated pension
amounts from each Rate Group.

The following Rate Groups have only one active employer, so all of the NPL for that Rate Group is
allocated to the corresponding employer:

Rate Group Employer
3 Orange County Sanitation District*
4 City of Rancho Santa Margarita
5 Orange County Transportation Authority
6 County of Orange (Probation)
7 County or Orange (Law Enforcement)
8
9

Orange County Fire Authority (Safety)
Transportation Corridor Agencies

10 Orange County Fire Authority (General)
11 Orange County Cemetery District
12 Orange County Public Law Library*

*Orange County Public Law Library was moved from Rate Group #3 and put into Rate Group #12, their own rate group, after the
last valuation as of December 31, 2015. Orange County Sanitation District is currently the sole employer in Rate Group #3.



Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Basis of Presentation and Basis of Accounting (Continued)

The total Plan contributions are determined through OCERS’ annual actuarial valuation process. The
actuarially determined rate is the estimated amount necessary to finance the costs of benefits earned by
employees during the year, with an additional amount to finance any unfunded accrued liability.
California Government Code Title 3, Division 4, Parts 3 and 3.9, Articles 6 and 6.8 define the
methodology used to calculate member basic contribution rates for General members and Safety
members. The employer is required to contribute the difference between the actuarially determined rate
and the contribution rate of employees. Legally or statutorily required employer contributions were
determined by multiplying the employer’s contribution rate by the employers’ payrolls for the fiscal year.

The NPL is the Total Pension Liability (TPL) minus the Plan Fiduciary Net Position (plan assets). The
TPL for each Rate Group is obtained from valuation results. The Fiduciary Net Position for each Rate
Group is estimated by adjusting the valuation value of assets for each membership class by the ratio of the
total Plan Fiduciary Net Position (excluding the balance of the County of Orange (County) Investment
Account) to total OCERS’ valuation value of assets. The County Investment Account is then allocated
among the four County Rate Groups using the proportion of the County’s 2016 contributions that were
derived from the proceeds of the Pension Obligation Bonds for each of the four County Rate Groups. The
NPL is then allocated to the respective employers based on the legally or statutorily required employer
contributions within each Rate Group.

In developing the pension expense amounts, the NPL proportionate share percentage is used to calculate
the employer’s pension expense components (service cost, interest, change in benefit terms, differences
between expected and actual experience, changes in assumptions and benefit payments, including refunds
of employee contributions), with the exception of Vector Control, Rancho Santa Margarita, University of
California, Irvine Medical Center and Campus (UCI) and the Orange County Department of Education
(OCDE) which were adjusted to reflect the appropriate amount of service costs based on their current
inactive membership.

The employer contributions used to determine the NPL proportionate share percentage for Rate Group 1
excludes UCI employer contributions of $1,315,000. This employer’s contribution was intended to
reduce the NPL of the specific employer not the respective Rate Group as a whole. The percentages of
contributions by employer do not equal the percentages used to allocate the NPL by employer because the
NPL for the County has been reduced to reflect the portion of the County Investment Account, as
described above. The amounts of the County Investment Account that have been allocated to those Rate
Groups are as follows:

Rate Group 2016
1 $4,350,249
2 72,351,166
6 7,519,398
7 33,502,187
Total $117,723,000




Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Basis of Presentation and Basis of Accounting (Continued)

In addition, the NPL for Rate Group 1 was adjusted by the Orange County Vector Control District
withdrawal liability and the NPL for the OCDE and UCI prior to allocating the net NPL to the other
employers in Rate Group 1 described as follows:

The Orange County Vector Control District is no longer an active employer, but retired members
and their beneficiaries, as well as deferred members remain in the Plan. For this employer, the
allocated net pension liability is based on the most recent estimate of the withdrawal liability and
adjusted to reflect the Plan Fiduciary Net Position as of December 31, 2016.

The participation in the Plan for the OCDE and UCI is closed to new members. On June 15,
2015, the Board of Retirement adopted a policy that establishes guidelines to ensure organizations
with declining payroll satisfy the financial obligation of their Unfunded Actuarial Accrued
Liability (UAAL). Under this policy, going forward, the funding obligation for a covered
employer’s UAAL is no longer pro-rata based on its payroll. Instead, the employer’s UAAL is
determined based on its specific actuarial accrued liability and a share of assets allocated to the
employer in accordance with a formula set forth in the policy. The employer’s contributions for
its UAAL are to be paid at level, fixed-dollar amounts over a period not to exceed twenty years.
The employer will also be liable, or receive a credit, for any change in its funding obligation
determined annually thereafter as a result of actuarial experience or changes in actuarial
assumptions.

On October 19, 2015, the Board of Retirement approved the amortization schedule for payment
of the OCDE UAAL and UCI UAAL of $3,238,000 and $27,586,000, respectively. These
balances were calculated based on the December 31, 2014 actuarial valuation assuming fixed-
dollar payments over twenty years beginning on July 1, 2016. As per the policy, the UAAL
balances were updated as of the December 31, 2015 actuarial valuation to reflect actuarial gains
or losses and other events that will be captured in a new twenty-year closed amortization layer.
The amortization schedules for the new UAAL layers for the OCDE and UCI, after being
adjusted for interest to December 31, 2016, can be found on OCERS’ website as discussed in
Note 5 — Additional Financial and Actuarial Information.

Capistrano Beach Sanitary District (Capistrano) and Cypress Recreation & Parks District (Cypress) are no
longer active employers. Capistrano has four retired members remaining in the Plan and Cypress has
twenty-one retired members and beneficiaries, and seven deferred members. At the time these employers
left the System, OCERS did not have an express policy addressing how the UAAL would be funded for
inactive employers. OCERS is in the process of locating and assessing the ability to collect any UAAL
from these inactive employers. It will be determined in the future if these employers will be allocated the
actuarial accrued liability under OCERS’ Declining Employer Payroll Policy.

10



Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Use of Estimates in the Preparation of Financial Schedules

The preparation of the Schedule of Allocated Pension Amounts in conformity with GAAP requires
management to make significant estimates and assumptions that affect the reported amounts during the
reporting period. Actual results could differ from those estimates.

The components of the NPL related to OCERS’ plan at December 31, 2016, are as follows (dollars in
thousands):

2016
Total pension liability $ 18,000,425
Less: Plan fiduciary net position (12,809,208)
Plan net pension liability $ 5,191,217

For the measurement period ended December 31, 2016 (the measurement date), total pension liability was
determined by rolling forward the December 31, 2015 (the valuation date) total pension liability. The
actuarial assumptions used were based on the results of an experience study for the period from January 1,
2011 through December 31, 2013.

NOTE 3 -- ACTUARIAL METHODS AND ASSUMPTIONS
Actuarial Methods and Assumptions Used to Determine Total Pension Liability

The December 31, 2016 total pension liability was based on the following actuarial methods and
assumptions:

Actuarial Experience Study Three-Year Period Ending December 31, 2013

Actuarial Cost Method Entry Age in accordance with the requirements of GASB
Statement No. 68

Actuarial Assumptions

Investment Rate of Return 7.25%. net of pension plan investment expenses; including
inflation

Inflation Rate 3.00%

Projected Salary Increases General: 4.25% to 13.5% and Safety: 5.00% to 17.50% Vary

by service, including inflation

Cost of Living Adjustments 3.00% of retirement income

11



Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 3 - ACTUARIAL METHODS AND ASSUMPTIONS (CONTINUED)
Actuarial Methods and Assumptions Used to Determine Total Pension Liability (Continued)

Mortality Assumptions

The mortality assumptions used in the TPL at December 31, 2016 were based on the results of the
actuarial experience study for the period January 1, 2011 through December 31, 2013 using the Society of
Actuaries RP-2000 Combined Healthy Mortality Table projected with the Society of Actuaries Scale BB
to 2020. The mortality assumptions for all groups are then customized to account for OCERS’ Plan
membership experience. For healthy general members, no adjustments are made. For healthy safety
members, the ages are set back two years. For general members that are disabled, the ages are set forward
six years for males and three years for females. For safety members that are disabled, no adjustments are
made. Beneficiaries are assumed to have the same mortality as a general member of the opposite sex who
is receiving a service (non-disability) retirement.

Discount Rate

The discount rate used to measure the TPL as of December 31, 2016 was 7.25 percent. In determining the
discount rate OCERS took into account the projection of cash flows and assumed plan member
contributions will be made at the current contribution rate and that employer contributions will be made at
rates equal to the actuarially determined contribution rates. For this purpose, only employer contributions
that are intended to fund benefits for current plan members and their beneficiaries are included. Projected
employer contributions that are intended to fund the service costs for future plan members and their
beneficiaries, as well as projected contributions from future plan members, are not included. Based on
those assumptions, the Plan’s fiduciary net position was projected to be available to make all projected
future benefit payments for current plan members. Therefore, the long-term expected rate of return on
pension plan investments was applied to all periods of projected benefit payments to determine the total
pension liability as of December 31, 2016.

According to Paragraph 30 of Statement 68, the long-term expected rate of return should be determined
net of pension plan investment expense but without reduction for pension plan administrative expense.

The 7.25 percent investment return assumption used in the actuarial valuation for funding is net of
administrative expenses. Administrative expenses are assumed to be 16 basis points. The investment
return assumption remained the same for reporting purposes due to the immaterial impact administrative
expenses has on the overall assumed rate of return.

The long-term expected rate of return on pension plan investments was determined using a building-block
method in which best-estimate ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) are developed for each major asset class. These returns
are combined to produce the long-term expected rate of return by weighting the expected future real rate
of return by the target asset allocation percentage and by adding expected inflation and deducting
expected investment expenses. Additional information on the target allocation and projected arithmetic
real rate of return for each major asset class is available in the OCERS’ Comprehensive Annual Financial
Report for the year ended December 31, 2016.

12



Orange County Employees Retirement System—

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

Notes to the Schedule of Allocated Pension Amounts by Employer
As of and for the Year Ended December 31, 2016

NOTE 3 - ACTUARIAL METHODS AND ASSUMPTIONS (CONTINUED)
Actuarial Methods and Assumptions Used to Determine Total Pension Liability (Continued)

Amortization of Deferred Outflows and Deferred Inflows of Resources

The net difference between projected and actual investment earnings on pension plan investments in the
Schedule of Allocated Pension Amounts by Employer represents the unamortized balance relating to the
current measurement period and the prior measurement period on a net basis. The net difference between
projected and actual investment earnings on pension plan investments is amortized over a five-year period
on a straight-line basis beginning with the year in which they occur. One-fifth was recognized in pension
expense during the measurement period, and the remaining net difference between projected and actual
investment earnings on pension plan investments at the measurement date is to be amortized over the
remaining period.

Deferred outflows of resources and deferred inflows of resources related to the differences between
expected and actual experience, changes of assumptions, and changes in proportion and differences
between employer contributions and proportionate share of contributions are recognized over the average
of the expected remaining service lives of all employees that are provided with pensions through the Plan
determined as of December 31, 2015 (the beginning of the measurement period ending December 31,
2016) which is 5.94 years. Prior measurement period differences between expected and actual
experience, changes of assumptions, and changes in proportion and differences between employer
contributions and proportionate share of contributions continue to be recognized based on the expected
remaining service lives of all employees calculated as of the beginning of those measurement periods.

The Schedule of Allocated Pension Amounts by Employer does not reflect contributions made to OCERS
subsequent to the measurement date as defined in GASB Statement No. 68 paragraph 57. Appropriate
treatment of such amounts is the responsibility of the employers.

NOTE 4 - LITIGATION

On February 23, 2016, the OCDE filed a declaratory relief action against OCERS, seeking a declaration
that the OCDE was not obligated after the OCDE no longer had any active employees to continue making
employer contributions towards the portion of the UAAL attributable to the benefits owed to the OCDE’s
retirees and beneficiaries. OCERS vigorously defended the action, contending the OCDE remained liable
to make contributions and counter-sued the OCDE for the amount owed. Based on calculations
performed by OCERS’ third-party actuary, the OCDE’s share of UAAL is approximately $3.8 million, if
amortized in the ordinary course, as of December 31, 2016. On January 27, 2017, the Court entered a
judgment in favor of OCERS and ordered the OCDE to pay the payments that were due between July
2016 and December 2016, including interest at 7.25% per annum from the due date of each payment to
the date paid. The OCDE complied with the Court’s order. Subsequently, on May 22, 2017, the Court
granted OCERS’ Motion for Judgment on the Pleadings and held that OCERS was within its authority to
assess the UAAL against the OCDE and that the OCDE’s obligation to pay OCERS is ministerial and
mandatory. OCERS intends to pursue collection from the OCDE of OCERS’ legal fees and
administrative costs incurred in connection with this matter pursuant to Government Code section
31580.1.
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NOTE 5 - ADDITIONAL FINANCIAL AND ACTUARIAL INFORMATION

Additional financial and actuarial information required for GASB Statement No. 68 disclosures is
presented in OCERS’ Comprehensive Annual Financial Report as of and for the year ended December 31,
2016, the OCERS’ GASB Statement No. 67 Actuarial Valuation as of December 31, 2016, the OCERS’
GASB Statement No. 68 Actuarial Valuation Based on the December 31, 2016, Measurement Date for
Employer Reporting as of June 30, 2016, and the Unfunded Actuarial Liability and Associated
Amortization Schedules as of the December 31, 2015 valuation for the Orange County Department
Education and University of California, Irvine Medical Center and Campus, which can be found on
OCERS’ website at www.ocers.org.
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