


NOTE 7 -

San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

RETIREMENT PLAN (continued)

Actuarial Methods and Assumptions used to determine Total Pension Liability

For the measurement period ending June 30, 2020 (the measurement date), the total pension liability
was remeasured by revaluing the total pension liability as of June 30, 2019 (before the roll forward) to
include the following actuarial assumptions that the Retirement Board has adopted for use in the
pension funding valuation as of June 30, 2020 and using this revalued total pension liability in rolling
forward the results from June 30, 2019 to June 30, 2020:

Actuarial Cost Method Entry Age Actuarial Cost Method
Asset Valuation Method Market Value of Assets
Actuarial Assumptions

Discount Rate 7.00%

Inflation 2.75%

Payroll Growth 4.15% to 10.50%

Investment Rate of Return ~ 7.00%, net of pension plan investment expense, including inflation

Discount Rate

The discount rate used to measure the Total Pension Liability was 7.00% as of June 30, 2020 and June
30, 2019, respectively. The projection of cash flows used to determine the discount rate assumed plan
member contributions will be made at the current contribution rates 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.

The
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San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2021

NOTE 7-  RETIREMENT PILLAN (continued)

Asset Class
Large Cap Equity
Small Cap Equity
Developed International Equity
Global Equity
Emerging Markets Equity
High Yield Bonds
Intermediate Bonds
Private Real Estate (Core)
Private Real Estate (Non-Core)
Private Equity
Infrastructure
Hedge Funds
Private Debt
Timber
Farmland

Total

Long-Term
Target Expected Real
Allocation Rate of Return
18.00% 5.44%
2.00% 6.18%
15.00% 6.54%
5.80% 6.45%
7.00% 8.73%
6.00% 3.64%
19.20% 1.25%
7.20% 4.51%
1.80% 5.82%
7.00% 9.00%
4.50% 5.83%
4.00% 4.90%
1.00% 6.50%
0.75% 4.34%
0.75% 5.63%

100.000%

The Net Pension Liability (NPL) for each membership class is the Total Pension Liability (IPL) minus
the Plan Net Position. The Total Pension Liability for each membership class is obtained from internal
valuation results. The Plan Net Position for each membership class was estimated by adjusting the

value of assets for each membership class by the ratio of the total SDCERA Plan Net Position to total
SDCERA value of assets.

The NPL is allocated based on the actual employer contributions within the membership class.

O

)
3

First calculate the ratio of employer’s contributions to the total contributions for the
membership class. This ratio is multiplied by the NPL for the membership class to determine

the employer’s proportionate share of the NPL for the membership class.

The liability for Section 415(m) Replacement Benefit Program for each employer is added to
the respective employers. San Diego LAFCo does not have a liability in this category.

NPL is equal to NPL in (1) and NPL in (2) above.

The following table shows the Plan’s proportionate share of the net pension lability over the
measurement period:

Balance at: 6/30/2020

Net Pension

Liability

$ 2,305,366

LAFCo’s proportionate share of the net pension liability as of June 30, 2019 and 2020 was as follows:

Proportion - June 30, 2019
Proportion - June 30, 2020
Change - Increase (Decrease)

_24 -
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NOTE 7 -

San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

RETIREMENT PLAN (continued)

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following presents the net pension liability of the Plan as of the Measurement Date, calculated
using the discount rate of 7.00 percent, as well as what the net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower (6.00 percent) or 1 percentage-point
higher (8.00 percent) than the current rate:

Discount Rate - Current Discount  Discount Rate +
1% (6.00%) Rate (7.00%) 1% (8.00%)
Plan’s Net Pension Liability $ 3,488,410 $ 2,305,366 $ 1,337,798

Subsequent Events
There were no subsequent events that would materially affect the results presented in this disclosure.

Recognition of Gains and Losses

Under GASB 68, deferred inflows and deferred outflows of resources related to pensions are
recognized in pension expense systematically over time. The first amortized amounts are recognized
in pension expense for the year the gain or loss occurs. The remaining amounts are categorized as
deferred inflows and deferred outflows to be recognized in future pension expense. The amortization
petiod differs depending on the source of the gain or loss:

Difference between projected and actual earnings
All other amounts
5-year straight-line amortization

Straight-line amortization over the average expected remaining service lives of all members that are
provided with benefits (active, inactive, and retired as of the beginning of the measurement period).

The expected average remaining service lifetime (EARSL) is calculated by dividing the total future
service years by the total number of plan participants (active, inactive, and retired). The EARSL for the
Plan was 4.86 years, which was calculating each active employee’s expected remaining service life as the
present value of $§1 per year of future service at zero percent interest, setting the remaining service life
to zero for each nonactive or retired member, and then dividing the sum of the amounts by the total
number of active employees, nonactive and retired members.

Pension Expense and Deferred Outflows and Deferred Inflows of Resources Related to Pensions
For the measurement period ending June 30, 2020 (the measurement date), LAFCo recognized a
pension expense of $511,276 for the Plan.

As of the June 30, 2020 measurement date, LAFCo reports other amounts for the Plan as deferred
outflow and deferred inflow of resources related to pensions as follows:
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NOTE 7 -

NOTE 8 -

San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

RETIREMENT PILLAN (concluded)

Deferred Defetred
Outflows of Inflows of
Resources Resources
Pension contributions subsequent to measurement date $ 293416 $ -
Differences between actual and expected experience 35,572 41,982
Changes in assumptions 144,390 -
Net difference between projected and actual earnings
on pension plan investments 290,869 -
Change in proportion and differences between employer
contributions and proportionate shatre of contributions 356,867 107,371
Total $ 1,121,114 $ 149,353

$293,416 reported as deferred outflows of resources related to contributions subsequent to the
measurement date will be recognized as a reduction of the net pension liability in the year ended June
30, 2022.

Other amounts reported as deferred outflows and inflows of resources in the previous chart, including
the employer-specific item, will be recognized in future pension expense as follows:

Deferred
Outflows/Inflows
Year ended June 30: of Resources
2022 $ 130,176
2023 191,157
2024 241,681
2025 115,331

Thereafter -

OTHER POST-EMPLOYMENT BENEFITS

Plan Description

Effective July 1, 2007, LAFCo commenced contributing to the SDCERA Retiree Health Plan,
(SDCERA-RHP) a cost-sharing multiple-employer defined benefit health plan administered by
SDCERA. The Retirement Act assigns LAFCo to establish and amend health allowance benefits to the
SDCERA Board of Retirement. The retiree health plan provides a non-taxable health insurance
allowance to Tier I and Tier II retirees. Health insurance allowances range from $200 per month to
$400 per month based on members’ service credits. SDCERA issues a publicly available report that
includes financial statements and required supplementary information. The SDCERA financial report
may be obtained by writing to SDCERA: 227 Rio Bonito Way, Suite 2000, San Diego, California
92108.

Benefits provided
SDCERA provides Health Insurance Allowance benefits to eligible employees after retirement. All

General and Safety Tier I and Tier II members are in the membership classifications eligible for the
HTA. The HIA Plan 1s closed to members in the other Tiers.
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NOTE 8 -

San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

OTHER POST-EMPLOYMENT BENEFITS (continued)

Employees Covered
As of the June 30, 2020 measurement date, the following current and former employees were covered
by the benefit terms under the HIA:

Active employees
Inactive employees or beneficiaries currently receiving benefits
Total

oo b o

Contributions

The SDCERA RHP and its contribution requirements are established by Memoranda of
Understanding with the applicable employee bargaining units and may be amended by agreements
between LAFCo and the bargaining units. The annual contribution is based on the actuarially
determined contribution. For the fiscal year ended June 30, 2021, LAFCo’s cash contributions were
$10,167.

OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related 1o
OPEB

At June 30, 2021, LAFCo reported a liability of $50,032 for its proportionate share of the collective net
OPEB liability.

The collective net OPEB liability was measured as of June 30, 2020, and the total OPEB liability used
to calculate the collective net OPEB liability was determined by an actuarial valuation as of June 30,
2020. LAFCo’s proportion of the collective net OPEB liability was based on a projection of the
Commission’s share of contributions to the OPEB plan relative to the projected contributions of all
participating employers, actuarially determined. At June 30, 2020, LAFCo’s proportion was 0.050%
percent, which was equal to its proportion measure as of December 31, 2019 (0.050% percent). For the
fiscal year ended June 30, 2021, LAFCo recognized OPEB expense of $3,382. As of fiscal year ended
June 30, 2021, LAFCo reported deferred outflows of resources related to OPEB from the following

sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
OPEB Contributions subsequent to measurement date $ 9,946 $ -
Differences between projected and actual earnings on
investments 506 40
Total $ 10,452 $ 40

$9,946 reported as deferred outflows of resources related to contributions subsequent to the
measurement date will be recognized as a reduction of the net pension liability in the year ended June
30, 2022.

Other amounts reported as deferred outflows of resources related to OPEB will be recognized as
expense as follows:
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San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

OTHER POST-EMPLOYMENT BENEFITS (continued)

Deferred
Outflows/Inflows
Year ended June 30: of Resources
2022 $ 145
2023 100
2024 119
2025 102

Thereafter -

Actuarial Methods and Assumptions

The Total OPEB Liability as of June 30, 2020 and June 30, 2019 was determined by an actuarial
valuation as of June 30, 2020 and June 30, 2019, respectively. The actuarial assumptions used in the
valuation were based on the results of an experience study for the period from July 1, 2015 through
June 30, 2018. They are the same as the assumptions used in the June 30, 2020 funding actuarial
valuations for SDCERA HIA. In particular, the following actuarial assumptions were applied to all
periods included in the measurement:

Actuarial Cost Method: Entry Age Level Percent of Pay Actuarial Cost Method

Actuarial Assumptions:

Discount Rate 7.00%
Inflation 3.00%
Salary Increases General: 4.25% to 10.25%, including inflation
Health Care Trend 6.75% graded to ultimate 4.50% over 9 years
HIA subsidy increases 0.00%

Discount Rate

The discount rate used to measure the total OPEB liability was 7.00% as of June 30, 2020 and 7.00%
as of June 30, 2019. The projection of cash flows used to determine the discount rate assumed that
employer contributions will be made at rates equal to the actuarially determined contribution rates. For
this purpose, only employer contributions that ate intended to fund benefits for current plan members
and their beneficiaries are included.

Projected employer contributions that are intended to fund the service costs (if any) for future plan
members and their beneficiaries, as well as projected contributions (if any) 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 OPEB liability as of both June 30, 2020
and 2019.

Sensitivity of the Net OPEB Liability to Changes in the Disconnt Rate

The following presents the net OPEB liability of SDCERA as of June 30, 2020, calculated using the
discount rate of 7.00%, as well as what SDCERA’s NOL would be if it were calculated using a
discount rate that is 1 percentage-point lower (6.00%) or 1 percentage-point higher (8.00%) than the
current rate:
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NOTE 9 -

NOTE 10 -

NOTE 11 -

San Diego Local Agency Formation Commission
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2021

OTHER POST-EMPLOYMENT BENEFITS (concluded)

Healthcare Rate - Current Healthcare =~ Healthcare Rate +
1% (6.00%) Rate (7.00%) 1% (8.00%)
Plan’s Net OPEB Liability $ 50,214 $ 50,032 $ 50,214

RETLATED PARTY TRANSACTIONS

LAFCo reimburses the County for the annual cost of participating in County administered workers’
compensation and liability insurance plans, employee benefit programs, and payroll and information
technology support services. LAFCo also made lease payments to the County for their operating office
space. Total lease payments made to San Diego County during fiscal year ended June 30, 2021 were
$83,924. LAFCO completed its lease with the County of San Diego for office space in August 2021.

LEASES
LAFCo entered into a lease for office space with Manchester Financial at 2550 Fifth Avenue in San
Diego commencing in August 2021. The following is a schedule of future minimum lease payments

required under the operating lease agreement with Manchester Financial:

Minimum Lease

Year ended June 30: Payments

2022 $ 111,814
2023 125,225
2024 129,127
2025 133,062
2026 136,997
2027 140,931
2028 145,227
2029 149,555
2030 153,884
2031 158,572
2032 54,169

CONTINGENCIES

LAFCo may be involved from time to time in various claims and litigation arising in the ordinary
course of business. LAFCo management, based upon the opinion of legal counsel, is of the opinion
that the ultimate resolution of such matters should not have a material adverse effect on LAFCo’s
financial position or results of operations.

In December 2019, an outbreak of a novel strain of coronavirus (COVID-19) began to spread among
vatious countries, including the United States. On March 11, 2020, the World Health Organization
characterized COVID-19 as a pandemic. In addition, multiple jurisdictions in the U.S., including
California, declared a state of emergency and issued shelter-in-place orders in response to the outbreak.
Since all Commission staff are considered “essential”, the immediate impact to the Commission’s
operations included new restrictions on employees’ work location and planning heightened sanitation
awareness requirements on office staff. It is anticipated that the impacts from this pandemic will
continue for some time. As of the report date, the financial impact of the coronavirus outbreak cannot
be measured.
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San Diego Local Agency Formation Commission
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALLANCE
Required Supplemental Information
Budget and Actual
General Fund (Unaudited)

For the period ended June 30, 2021

Variance
Original Final with
Budget Budget Actual Final Budget
Revenue:
Apportionment $ 1,693,700 $ 1,693,700 $ 1,693,700 $ -
Proposal fees 130,000 130,000 223,585 93,585
Investment and other income 20,000 20,000 8,132 (11,868)
Total revenue 1,843,700 1,843,700 1,925,417 81,717
Expenditures:
Salaries and benefits 1,249,711 1,371,297 1,345,804 25,493
Services and supplies 661,589 561,368 591,462 (30,094)
Capital depreciation 5,000 5,000 5,000
Debt service
Principal - - 25,345 (25,345)
Interest - - 13,458 (13,458)
Total expenditures and debt service 1,916,300 1,937,665 1,976,069 (38,404)
Excess (deficit) of revenue over expenditures $  (72,600) §  (93,965) (50,652) $ 43,313
Fund balance, beginning of period 1,629,738
Fund balance, end of period $ 1,579,086
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San Diego Local Agency Formation Commission

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION

For the Fiscal Year Ended June 30, 2021

NOTE 1 - BUDGETARY REPORTING

San Diego LAFCo adopted an annual budget prepared on the modified accrual basis for the General
Fund, which is consistent with generally accepted accounting principles (GAAP). The adopted budget can
be amended by the San Diego LAFCo to change both appropriations and estimated revenues as
unforeseen circumstances come to management’s attention. Increases and decreases in revenue and
appropriations and transfers between funds require the San Diego LAFCo’s approval. However, the
Executive Officer may authorize changes within funds. Expenditures may not exceed total appropriations
at the individual fund level. It is the practice of the management to review the budget with the
Commission on a quarterly basis and, if necessary, recommend changes.
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