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ARTICLE 1 

General 

1.1 The “Name” of this Plan is the San Mateo County Deferred Compensation Plan 
(as amended from time to time, the “Plan”). The Plan has been adopted pursuant to San Mateo 
County Board of Supervisors Resolution and is hereby amended and restated as set forth in this 
Plan and Custody Document (as amended from time to time, the “Plan Document”) effective 
January 1,2002. 

1.2 The primary purpose of this Plan is to permit full-time and permanent part-time 
employees of San Mateo County to enter into an agreement which will provide for deferral of 
payment of a portion of their current compensation until death, retirement, termination of 
employment or other event, in accordance with the provisions of Section 457 and other 
applicable provisions of the Internal Revenue Code of 1986 and applicable provisions of the 
General Statutes of the State of California. 
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1.3 It is intended that the amended and restated Plan shall qualify as an E.ligible 
Deferred Compensation Plan (within the meaning of Section 457(b) of the Code) sponsored by 
an Eligible Governmental Employer. 

1.4 The Employer does not and cannot represent or guarantee that any particular 
federal or state income, payroll or other tax consequence will occur by reason of participation in 
this Plan. Each Participant should consult with his or her own attorney or other representative 
regarding all tax or other consequences of participation in this Plan. 

ARTICLE 2 

Definitions 

For purposes of this Plan, the following words and phrases shall have the meaning set forth 
below: 

2.1 “Account” means a separate bookkeeping account maintained by the Plan 
Administrator to track Participant balances under the Plan. 

2.2 “Administrator” means the Employer or its duly authorized designee for that 
purpose who shall exercise the discretion only to the extent that the discretion or function has 
been delegated to it by the Employer under the terms of the Plan. 

2.3 “Adjusted” means adjusted for the cost of living at the time and in the manner as 
prescribed under Section 457(e)( 15) of the Code. 

2.4 “Annuity Contract” means an annuity contract (fixed and/or variable) issued by 
a licensed life insurance company which is a Custodian. 

2.5 “Beneficiary” means the person or persons a Participant designates to receive his 
or her interest under the plan after the Participant’s death; provided that the sole primary 
Beneficiary of a married Participant shall be his or her surviving spouse unless the Participant 
has designated another Beneficiary with the written consent of such spouse. The designation 
may be made, and may be revoked and changed, only by a written instrument (in a form 
acceptable to the Employer) signed by the Participant, consented to by the Participant’s spouse, 
if any, and filed with the Employer prior to the Participant’s death, or if no designated 
Beneficiary survives the Participant, his or her Beneficiary shall be his or her surviving spouse if 
the Participant was married at the time of death or, if not, his or her estate. 

2.6 “Code” means the Internal Revenue Code of 1986, as amended fi-om time to 
time. Reference to a specific section of the Code shall include such section, any valid regulation 
promulgated thereunder, and any comparable provision of any future legislation amending, 
supplementing or superseding such section. 
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2.7 “Compensation” means the total of all wages or salaries which are paid by the 
Employer to, or for the benefit of, an Employee for services rendered, calculated without 
deduction for any portion thereof deferred under the provisions of this Plan or for any amounts 
contributed to any program established pursuant to Section 125,401(k); 402(e)(3), 403(b), 
414(h)(2) or 457 or any other similar provision of the Code. 

2.8 “Custodian” means a) each bank, trust company, insurance company, financial 
institution, or other legally authorized entity which: 1) has been appointed by the Employer to 
have custody of all or a portion of the assets of the Custodial Fund (or in the case of an 
insurance company, to be the issuer of one or more annuity contracts through which 
Participation Accounts may be invested) and 2) has accepted such appointment, and b) with 
respect to assets invested through ICMA Retirement Corporation, the Employer. 
Notwithstanding the foregoing, the fact that an insurance company is a “Custodian” under this 
Section 2.7 shall not mean that it has any custodial powers, duties or responsibilities under the 
Plan; rather, such a Custodian shall have only those functions as are specifically allocated to it 
under the terms of the Plan and any annuity contract issued thereunder, subject to Sections 12.1 
and 13.7 of the Plan. Any bank, trust company, insurance company, or other financial institution 
may delegate these custodial duties as authorized by the Employer. 

2.9 “Custodial Fund” means the fund established by the Employer as a convenient 
method of setting aside a portion of its assets to meet its obligations under the Plan, as provided 
in Section 5.1. The Custodial Fund shall be composed of the total of all assets held by the 
Custodians (including Annuity Contracts issued under the Plan to the Employer by any 
Custodian) in accordance with the terms of the Plan. The portion of the Custodial Fund held by 
each Custodian shall constitute a custodial account or contract (within the meaning of Sections 
401(f) and 457(g)(3) of the Code). 

2.10 “Deferred Compensation” means that portion of a Participant’s Compensation 
which he or she has elected to defer in accordance with the provisions of this Plan. 

2.11 “Deferred Retirement Date” means the date beyond the Normal Retirement Date 
designated by the Participant. 

2.12 “Direct Rollover” means a payment by the Plan to the Eligible Retirement Plan 
specified by the distributee. 

2.13 “Distributee” means an Employee or former Employee, the Employee’s or 
former Employee’s surviving spouse and the Employee’s or former Employee’s spouse or 
former spouse who is the alternate payee under a qualified domestic relations order, as defined 
under Section 414(p) of the Code. 

2.14 “Eligible Deferred Compensation Plan” has the meaning given it by Section 
457(b) of the Code. 



2.15 “Eligible Governmental Employer” means a State, political subdivision of a 
State, and any agency or instrumentality of a State or political subdivision of a State. 

2.16 “Eligible Retirement Plan” means an eligible retirement plan that is an 
individual retirement account described in Section 408(a) of the Code, an individual retirement 
annuity described in Section 408(b) of the Code, an eligible deferred compensation plan 
described in Section 457(b) of the Code which is maintained by an eligible employer described 
in Section 457(e)(l)(A) of the Code, an annuity plan described in Section 403(a) of the Code, an 
annuity contract described in Section 403(b) of the Code, a qualified trust described in Section 
401(a) of the Code, that accepts the distributee’s eligible rollover distribution. The definition of 
eligible retirement plan shall also apply in the case of a distribution to a surviving spouse, or to a 
spouse or former spouse who is the alternate payee under a qualified domestic relation order, as 
defined under section 414(p) of the Code. 

2.17 “Eligible Rollover Distribution” means any distribution of all or any portion of 
the balance to the credit of the distributee, except that an Eligible Rollover Distribution does not 
include: any distribution that is one of a series of substantially equal periodic payments (not less 
frequently than annually) made for the life (or life expectancy) of the distributee or the joint 
lives (or the joint life expectancies) of the distributee and the distributee’s designated 
Beneficiary, or for a specified period of ten years or more; any distribution to the extent such 
distribution is required under Section 401(a)(9) of the Code; or any amount that is distributed on 
account of hardship. 

2.18 “Employee” means any officer, regular employee, eligible temporary employee 
(as determined under the Employer’s policies and procedures), or elected official of the 
Employer; provided, however, that the term “Employee” shall not include any individual who 
for any period is classified or treated by the Employer as an independent contractor, a 
consultant, or an employee of an employment agency of any entity not affiliated with the 
Employer, even if such individual is later determined to have been a common-law employee of 
the Employer during such period. 

2.19 “Employer” means San Mateo County. 

2.20 “Includible Compensation” means that portion of a Participant’s Compensation 
which (taking into account the provisions of Sections 125,402(e)(3), 403(b), 414(h)(2), 457 and 
similar provisions of the Code) is currently includible in his or her gross income for federal 
income tax purposes. 

2.21 “Normal Retirement Date” means the date a Participant retires pursuant to the 
Employer’s retirement plan system without reduced benefits. 

2.22 “Participant” means any individual who performs services for the Employer as 
an Employee (as defined in Section 2.18) and has accrued an unpaid benefit under the Plan, as 
well as any separated Employee or Beneficiary who has unpaid benefits due under the Plan. 
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2.23 “Participation Agreement” means an agreement in a form acceptable to the 
Employer or its designee, filed by an Employee with the Employer to elect or modify 
participation in the Plan. 

2.24 “Participation Account” means the bookkeeping account(s) maintained in 
accordance with Section 5.4 for the purpose of recording a Participant’s Deferred Compensation, 
together with any interest, dividends, gains, losses, or the like thereon. 

2.25 “Plan Year” means the calendar year during which the Plan first became 
effective and each succeeding calendar year during the existence of this Plan. 

2.26 “Rollover Account” means the bookkeeping account maintain by the 
Administrator for the purposes of recording a Participant’s assets received by the plan from an 
Eligible Retirement Plan. 

2.27 “Rollover Contribution” means a Participant’s contribution or direct rollover of 
an eligible rollover distribution as defined under Section 402(c)(4) of the Code. 

2.28 “Termination of Employment” means severance from employment with the 
Employer (within the meaning of Section 402(e)(4)@) of the Code) or on account of the 
Participant’s death or retirement. 

ARTICLE 3 

Operation of Plan 

3.1 Particiuation. Any Employee may elect to become a Participant in the Plan and 
to defer payment of part of his or her Compensation not yet earned by executing a Participation 
Agreement and with the Employer or its designee at any time during his or her active 
employment with the Employer. Compensation shall be deferred for any payroll period only if a 
Participation Agreement providing for such deferral has been entered into and is effective before 
such period begins. Any Participant Agreement shall remain in effect until it is revoked or 
changed pursuant to Section 3.4. 

3.2 Particination Agreement. The Administrator shall establish a form of 
Participation Agreement which shall contain, among other provisions, a provision whereby the 
Participant specifies: 

(a) that portion of his or her Compensation which is to be deferred; 

tw his or her investment preference; 
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(4 a Beneficiary or Beneficiaries, including one or more contingent 
Beneficiaries, to receive any benefits which may be payable under this Plan upon the 
death of the Participant; 

(4 that his or her salary, wage or other Compensation is as set forth in any 
salary ordinance or otherwise without deductions for amounts deferred under the 
provisions of this Plan; 

(e) that the Participant, together with his or her heirs, successors and 
assigns, holds harmless the Employer fkom any liability under the Plan for all acts 
performed in good faith, including acts relating to the investment of deferred amounts 
and/or the Participant’s investment preference under the Plan; and 

(0 a payment option and method of payment (monthly, quarterly, 
semi-annually or annually) if applicable. The option and method of payment selected may 
be changed at any time prior to the earliest distribution date for benefits provided in the 
Plan for a Participant and may not thereafter be modified. 

3.3 Ameement Effective Date. Once a Participation Agreement is received, it will 
take effect on the first pay period following its receipt. 

3.4 Amendment of Particiuation Aueement. The Participant may revoke his or her 
election to participate and may change the amount of Compensation to be deferred by signing 
and filing with the Employer a revocation or amendment, on a form approved by the 
Administrator. Any such revocation or amendment shall be effective prospectively only, 
beginning with the first pay period following receipt of the amendment. 

3.5 Regular Contributions. The regular contribution is the amount of Compensation 
which may be deferred by a Participant subject to the following limitations: 

(a) Calendar Year Maximum. The maximum amount a Participant may 
defer during a calendar year shall not exceed the lesser of(i) the applicable dollar amount 
as set forth in Section 457(e)(15) as adjusted, or (ii) 100% of the Participant’s Includible 
Compensation. 

0) Pav Period Maximum. The maximum amount a Participant may defer 
during a pay period, when combined with previous deferrals during the calendar year, 
shall not exceed the lesser of(i) the applicable dollar amount as adjusted or (ii) 100% of 
the Participant’s year-to-date Includible Compensation. 

Cc) Pav Period Minimum. The minimum amount a Participant may defer is 
$10.00 per biweekly pay period. 

3.6 Catch-Up Contributions. A Participant may defer an additional amount under 
this “catch-up” provision, for one or more of the last three calendar years ending before attaining 
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the Participant’s Normal Retirement Date or Deferred Retirement Date as defined in Sections 
2.11 and 2.21. The use of this “catch-up” provision is subject to the following restrictions: 

69 The maximum amount a Participant may defer each calendar year shall 
not exceed the lesser of these two amounts: 

(1) Twice the applicable dollar amount as defined in Section 3.5 
above, or 

(2) any Employer-provided Compensation eligible for deferral that 
was not deferred for any prior taxable year which began after 
December 31, 1978. 

@> To use this “catch-up” provision, a Participant must declare a retirement 
age, which may be any age at or after which the Participant qualified for Normal 
Retirement Date eligibility, but no later than age 70-l/2. This declaration does not 
compel retirement. 

cc> This “catch-up” provision may not be used during the calendar year in 
which the Participant ceases to be an Employee. 

This “catch-up” provision may be used only once by any Participant, 
whether under this Plan or any other Eligible 457 Deferred Compensation Plan. 

(6 Participants may continue to make regular contributions after they are no 
longer eligible to use this “catch-up” provision. 

3.7 Additional Contributions for Particiuants Age 50 and Over. All Participants 
who have attained age 50 and over during the calendar year shall be eligible to contribute an 
additional amount into the plan subject to the following, restrictions: 

(a> The Participant may contribute the annual additional maximum amount 
as defined by Section 414(v) of the Code. 

@> The Participant may not contribute the annual additional. maximum 
amount during the three years prior to Normal Retirement Age while utilizing the 457 
catch-up provision of Section 3.6. 

3.8 Emnlover Contributions. Nothing in this Plan prohibits the Employer from 
making deposits to a Participant’s Participation Account as additional compensation for services 
rendered, subject to the Participant’s regular contribution limits. 



ARTICLE 4 

Investment Rewonsibilities 

The Employer shall defer payment of Participant’s Compensation in the amount specified in 
each Participation Agreement filed with the Employer. 

4.1 Investment of the Deferred Amount. The deferred amount shall be held for the 
exclusive benefit of Participants and their Beneficiaries under one or more investment options in 
the Custodial Fund to which the Participant’s contributions have been allocated. 

4.2 Emnlover’s Investment Rights. The Employer may, but is not required to, invest 
amounts equal to the Deferred Compensation credited to a Participation Account in accordance 
with his or her requests. 

4.3 Amendment of Investment Preference. The Participant may amend his or her 
investment preference by filing a signed amendment on a form approved by the Administrator or 
through an interactive voice response (IVR) or intemet system, if available. Such amendment 
will, unless specifically stated otherwise, apply only to future amounts deferred under the Plan. 
Additionally, a Participant may contact the Administrator to change the allocation of assets held 
in his or her Participation Account or Rollover Account, as applicable. 

4.4 Investment Disclaimer. Any action by the Employer in approving any 
investment of funds, shall not be considered to be either an endorsement or a guarantee of any 
investment; nor shall it be considered to attest to the financial soundness or the suitability of 
any investment for the purpose of meeting future obligations as provided under the distribution 
guidelines given below. 

4.5 Statements. The Employer will cause to be issued statements periodically to 
reflect the actual earnings, gains, contributions and losses posted to the Participation Accounts. 

ARTICLE 5 

Custodial Fund Provisions 

5.1 Custodial Fund. The Employer shall establish a Custodial Fund for the purpose 
of investing amounts of Deferred Compensation and Employer Contributions, if any, credited to 
Participation Accounts. Such Participation Accounts shall at all times represent the Participant’s 
or Beneficiary’s interest under any Annuity Contract and / or otherwise held by the Custodians 
for the exclusive benefit of the Participant or his or her Beneficiary or Beneficiaries. 
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5.2 Custodial Provisions: 1 

(4 Custodians. Each Custodian shall be duly appointed and upon 
acceptance of such appointment by the Custodian shall be authorized to serve as custodial 
agent to the Employer in connection with the Plan, by the Employer. Resignation, 
removal and appointment of any Custodian, as well as compensation and expense 
reimbursement of the Custodian, shall also be in accordance with appropriate legal and 
procedural guidelines for resignation, removal, appointment, compensation and expenses 
of the agents of San Mateo County, generally. 

tw Investment Options. Each Custodian shall maintain such investment 
options for the investment of deferred amounts by Participants or their Beneficiaries as it 
may deem appropriate for offering under the Plan. 

(1) 

(2) 

(3) 

(4) 

(5) 

The Employer shall not have any obligation to monitor or evaluate the 
appropriateness of any Custodian’s offering of any investment option 
under the Plan. However, the Employer may direct any Custodian to 
delete or replace any investment option that it determines is not 
appropriate for offering under the plan. 

The Participants or their Beneficiaries may select from among the 
available options for the investment of their Accounts. 

In the event an investment option is deleted, the applicable Custodian 
may require affected Participants and Beneficiaries to select an 
alternative investment option offered under the Plan. If any Participant 
fails to act in response to the written transfer notice, the Custodian shall 
transfer funds from the deleted option to an alternative option designated 
by it. 

In the event a Custodian is terminated, the successor Custodian(s) 
designated by the Employer may require affected Participants and 
Beneficiaries to select one or more alternative investment options 
offered under the Plan. If a Participant fails to act in response to the 
written transfer notice, the successor Custodian(s) shall transfer fknds 
from the deleted option to one or more alternative options designated by 
them. 

. 

By exercising his or her right to select investment options, or by failing 
to respond to a transfer notice (relating to the transfer of funds between 
investment options), the Participants and Beneficiaries agree that none 
of the Plan fiduciaries will be liable for any investment losses (or lost 
investment opportunity in situations where funds are transferred by 
Custodian) that may be experienced by the Participants or Beneficiaries 
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in any investment option that they select (or that is selected for them if 
they fail to take appropriate action with respect to a deleted option). 

cc> Desimation of Fiduciaries. The Employer, Administrator and 
Custodians, other than the issuer of an Annuity Contract and the persons they designate to 
carry out or help carry out their duties or responsibility, are fiduciaries under the Plan. 
Each fiduciary has only those duties or responsibilities specifically assigned to him or her 
under the Plan or delegated to him or her by another fiduciary. Each fiduciary may 
assume that any direction, information of action of another fiduciary is proper and need 
not inquire into the propriety of any such action, direction or information. Except as 
provided by law, no fiduciary will be responsible for the malfeasance, misfeasance, or 
nonfeasance of any other fiduciary. 

(4 Fiduciarv Standards. 

(1) The Custodians and all other fiduciaries shall discharge their duties with 
respect to this Plan solely in the interest of the Participants and 
Beneficiaries of the Plan. Such duties shall be discharged for the 
exclusive purpose of providing benefits to the Participants and 
Beneficiaries and defraying expenses of the Plan. 

(2) All fiduciaries shall discharge their duties with the care, skill, prudence 
and diligence under the circumstances then prevailing that a prudent 
person acting in like capacity and familiar with such matters would use 
in the conduct of an enterprise of a like character and with like aims, 
and as defined by applicable California law. 

w Custodians’ Powers and Duties. Custodians’ powers and duties shall be 
those defined under applicable California law to persons holding custody of public 
employees’ deferred compensation funds in a fiduciary capacity. 

(0 Tax-Exemnt Status. This Plan and the Custodial Fund are intended to be 
exempt from taxation under Section 501(a) of the Code and to comply with Section 
457(g) of the Code. The Custodians shall be empowered to submit or designate 
appropriate agents to submit this Plan Document to the Internal Revenue Service for a 
determination of the eligibility of the Plan under Code Section 457, and the exempt status 
of the Custodial Fund under Section 501(a), if the Custodian concludes that such a 
determination is desirable. 

5.3 Participant Investments. Each Participant may allocate his or her Deferred 
Compensation and Employer Contribution (ifany) among the investment options made available 
under the Plan. A Participant may change his or her investment options in accordance with rules 
established by the Employer. Such changes may involve transfers of Compensation already 
deferred, and Employer contributions (ifany) already made, from one investment option to 
another and/or may prospectively change the investments to which future deferrals of 
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Compensation and Employer contributions (ifany) shall be allocated, effective as soon as 
practicable after the Participant makes the change. 

5.4 Accounts. The Employer shall cause the Administrator to maintain a 
Participation Account and a Rollover Account (as applicable) for each Participant to which shall 
be credited his or her Deferred Compensation contribution and transfers from Eligible 
Retirement Plans in accordance with the terms of his or her Participation Agreement and all 
Employer contributions (ifany) made on his or her behalf. Separate accounting shall be 
maintained by the Plan Administrator for any Rollover Contribution not attributable to an 
Eligible Deferred Compensation Plan. Each Account shall be revalued at least quarterly to 
reflect the investment earnings and gains or losses creditable thereto or debitable therefrom in 
accordance with the performance of the investment options selected by the Participant or 
Beneficiary pursuant to Article 4 and Sections 5.2 and 5.3. The investment earnings, gains and 
losses creditable to or debitable from an Account shall mean the actual earnings, gains and 
losses of each investment option, on a pro rata basis among the Participation Accounts of those 
Participants or Beneficiaries who selected that investment option. 

ARTICLE 6 

Distributions 

Section 457 of the Code determines the Participant’s eligibility for distributions and options 
available. 

6.1 Eligibilitv. Distribution may be taken under any of the following circumstances: 

(a> Retirement; 

(b) Severance from employment; 

cc> Participant’s death; 

w Approval of request for an unforeseeable emergency withdrawal; 

(e) In service distribution subject to the provisions of 6.4 below: or 

(0 The calendar year on which the Participant attains age 70-l/2, whether 
or not still employed. 

6.2 Distribution and Deferral. Upon attainment of age 70 ‘/z distributions must 
follow the minimum distribution requirements of Sections 401 (a) of the Code. There is a 
substantial penalty (federal excise tax) for not satisfying the minimum distribution requirements. 
Upon becoming eligible in accordance with Section 6.1, distribution is subject to the following 
guidelines: 
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(a) A Participant may elect to receive so much of his or her Accounts in 
installment payments made at least annually. A Participant may elect to vary the amount 
or frequency of any such payments at least once each calendar quarter. However, at no 
time may the installment payment period exceed the Participant’s life expectancy. 

09 A Participant may elect to postpone distribution, even after using the 
“catch-up” provision. 

(4 If eligibility for distribution is on account of the Participant’s death, 
distribution shall commence in accordance with Section 6.8. 

(4 Notwithstanding any provision of the Plan to the contrary, distribution 
from the Plan must commence and be made in accordance with Section 401(a)(9) of the 
Code and, until the last calendar year beginning before the effective date of the final 
regulations under section 401(a)(9) or such other date as may be published by the Internal 
Revenue Service, the regulations under section 401(a)(9) that were proposed on January 
17,200l. Participants must commence distribution no later than April 1st following the 
later of(i) the calendar year in which the Participant attains age 70-l/2 or (ii) the calendar 
year in which the Participant retires. 

6.3 Distribution Schedule. Except in the event of the Participant’s death, the full 
amount credited to the Participant’s Participation Account (including earnings and net gain or 
loss), less any federal or State income tax required to be withheld, shall be distributed as 
instructed by the Participant, following one of the following distribution schedules: 

(4 Lumn Sum. A single payment of the entire balance or a portion of the 
balance of a Participant’s interest under the Plan; 

(b> Installments. Consecutive, periodic payments, made monthly, quarterly, 
semiannually or annually over a period of years from the date distribution begins, not to 
exceed the Participant’s life expectancy on such date, or the joint life expectancy of the 
Participant and the Participant’s spouse; 

(4 Annuity. Consecutive, periodic payments made monthly, quarterly, 
semiannually or annually over the life the Participant, or the life of the Participant with a 
period-certain guaranteed or the Participant and the Participant’s spouse, made by the 
purchase of nonforfeitable and non-transferable Annuity Contract fi-om an insurance 
company; 

(4 Other. Any other form of distribution is permissible if it complies with 
Section 457 of the Code and is approved by the Administrator. 

Life expectancy shall be determined by the Administrator based on the expected return multiples 
contained in Tables V and VI of Treasury Regulation Section 1.72-9 as of the date the initial 

12 



distribution begins. Life expectancy shall not be recalculated annually unless otherwise specified 
in the relevant Annuity Contract(s). In no event shall any amount distributed under this Section 
6.3 be less than the “incidental death benefit” amount required under Section 401(a)(9) of the 
Code. 

6.4 Particiuation Accounts Not Exceeding $5,000. Notwithstanding any provision 
of the Plan to the contrary, if the total amount of a Participant’s Participation Account under the 
Plan does not exceed $5,000, the Participant may elect to receive (or the Employer may elect to 
pay to the Participant without the Participant’s consent) the total amount in a lump sum payable 
within sixty (60) days of such election; provided, however, that such amount may be distributed 
pursuant to this Section 6.4 only if (a) no amount has been deferred under the Plan with respect 
to such Participant during the two-year period ending on the date of the distribution, and (b) 
there has been no prior distribution under the Plan to such Participant to which this Section 6.4 
applied. 

6.5 Default Distribution Schedule. If the Participant fails to select a payment 
option for any event which causes amounts to become available under the Plan, the Participant 
shall be deemed to have elected, pursuant to Section 6.2(b), to postpone distribution of his 
benefit until the year in which the Participant attains age 70-l/2. Upon such Participant’s 
attainment of age 70-l/2 payments shall be made at the direction of the Administrator in a single 
lump sum payment or in accordance with the terms of the relevant Annuity Contract(s) and 
Section 401(a)(9) of the Code. 

6.6 Method of Pavment Options. If the Participant has, elected a payment option 
requiring installment payments, the Participant may also elect to have such payment made either 
monthly, quarterly, semi-annually or annually. 

6.7 Income Tax Renorting. Amounts paid to a Participant or Beneficiary shall be 
reported on appropriate tax reporting forms to the Participant or Beneficiary as income subject to 
withholding for federal income taxes. 

6.8 Distribution Schedule In The Event of the Particinant’s Death. In the event of a 
Participant’s death, if distribution has not commenced prior to the death of the Participant: 

(4 a non-spousal but natural beneficiary must either: (i) elect a distribution 
payable over a period not extending beyond the life expectancy of the beneficiary, 
commencing no later than the end of the calendar year following the calendar year in 
which the Participant dies; or (ii) elect a single-sum payment to be made no later than the 
end of the calendar year which contains the fifth anniversary of the date of death of the 
employee, otherwise, such single-sum payment shall be made by the end of such calendar 
year 

O-9 a spousal beneficiary may elect a lump-sum payment or a distribution 
payable over a period not extending beyond the life expectancy of the spousal beneficiary. 
Distribution to the spousal beneficiary must commence on or before the later of(i) the 
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calendar year immediately following the calendar year,in which the Participant died; or 
(ii) the year the deceased Participant would have reached age 70-l/2 

Upon a valid request, distribution will commence as soon as administratively feasible. 

6.9 Unforeseeable Emerrrencv Distribution. Notwithstanding any other provisions 
of this Plan, a Participant may apply for a lump sum withdrawal of all or a portion of funds from 
the Plan under certain unforeseeable emergency conditions. The Administrator will evaluate the 
request for conformity with its interpretation of the applicable regulations. The Participant must 
satisfy the Employer that all of the following conditions are met before the Administrator may 
authorize the emergency withdrawal: 

(a) Major unexpected and unreimburseable expenses exist that were not 
foreseeable and are beyond the Participant’s control; 

09 The unforeseeable emergency event involves the Participant, or his or 
her spouse or any dependent who qualifies as such under Section 152(a) of the Code; 

w 
Participant; 

The financial burden created must be the legal obligation of the 

(d> All other financial sources, such as insurance payments and attempts to 
obtain loans, have been exhausted; 

(4 All assets must be liquidated except where liquidation would itself 
cause severe financial hardship; 

03 The amount of the requested withdrawal is limited to the amount 
necessary to meet the financial emergency; and 

(ia Great financial hardship will occur if the withdrawal is not permitted. 

Examples of hardship circumstances include major property loss and catastrophic illness of 
spouse or dependents. Withdrawals are not authorized for expenses related to the death or illness 
of any other family member, or for budgetable expenses such as automobile or college costs, a 
home down payment, or expenses relative to divorce proceedings. Any remaining benefits shall 
be paid upon retirement, termination of employment, or death in accordance with this Article 6. 
The decision of the Administrator concerning unforeseeable emergency withdrawals shall be 
final as to all Participants. 
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ARTICLE 7 

Beneficiarv 

7.1 Desknation. Each Participant has the right, by written notice filed with the 
Employer, to designate one or more Beneficiaries to receive any benefits payable under this Plan 
in the event of the Participant’s death prior to the complete distribution of benefits. The 
Participant accepts and acknowledges that he has the burden for executing and filing, with the 
Employer, a proper beneficiary designation form prior to his or her death. 

7.2 Effective Time. The form for this purpose is not binding on the Employer until it 
is signed, filed with the Employer by the Participant, and accepted by the Employer prior to the 
Participant’s death. 

7.3 No Beneficiarv at Death. If no such designation is in effect upon the 
Participant’s death, or if no designated Beneficiary survives the Participant, the Beneficiary shall 
be the Participant’s surviving spouse if he or she was married at the time of death or, if not, his 
or her estate. If no estate executor or administrator is appointed and qualified within one hundred 
twenty (120) days after the Participant’s death, the payment may be made first, to a surviving 
spouse, second, to a surviving child or children in equal shares, and third, to a surviving parent 
or parents in equal shares. 

ARTICLE 8 

Riqhts to Custodial Fund Assets 

8.1 General Limitation. No Participant shall have any right to, or interest in, any 
assets of the Custodial Fund upon separation from service or otherwise, except as provided from 
time to time under the Plan, and then only to the extent of the benefits payable under the Plan to 
the Participant out of the assets of the Custodial Fund. 

8.2 Nonassknabilitv. The interest of a Participant in the contractual obligation of 
the County, established by the Plan, shall not be assignable in whole or in part, directly or by 
operation of law or otherwise, in any manner. 

(a) Except as otherwise provided by law or in an applicable domestic 
relations order described in Section 414(p)( 11) of the Code, no benefit, payment or 
distribution under this Plan shall be subject either to the claim of any creditor of the 
Employer or any Participant, spouse, contingent annuitant or Beneficiary, or to 
attachment, garnishment, levy (other than a federal tax levy under Section 633 1 of the 
Code), execution or other legal or equitable process, by any creditor of such person, and 
no such person shall have any right to alienate, commute, anticipate or assign (either at 
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law or equity) all or any portion of any benefit, payment or distribution under this Plan. 
The Custodial Fund shall not in any manner be liable for or subject to the debts, contracts, 
liabilities, engagements or torts of any person entitled to benefits under the Plan. 

@> If any Participant’s benefits are garnished or attached by order of any 
court, the Employer may elect to bring an action for a declaratory judgement in a court of 
competent jurisdiction to determine the proper recipient of the benefits to be paid by the 
Plan. During the pendency of such action, any benefits that become payable may be paid 
into the court as they become payable, to be distributed by the court to the recipient it 
deems proper at the close of the action. 

8.3 No Vested Contractual Rkhts Created. Nothing contained in the Plan shall be 
construed as granting or creating in any Participant any vested contractual rights under federal or 
California law nor any right to the continued existence of the Plan in its current or amended 
form. 

ARTICLE 9 

Plan Transfers 

Code Section 457 permits transfers of interests in Eligible Deferred Compensation Plans 
when the Participant changes employers. 

9.1 Transfers In. The full value of a Participation Account may be accepted from 
another Eligible Retirement Plan and credited to the Participant’s Participation Rollover 
Account under this Plan, if: 

60 The Participant has severed employment with the former employer and 
become an Employee of the Employer; 

@I The other employer’s plan provides that such Direct Rollover transfers 
can be made; 

cc> As it deems necessary, the Employer may require such documentation 
from the predecessor plan to effect the Direct Rollover transfer, to confirm that such plan 
is an Eligible Retirement Plan and to assure that Direct Rollover transfers are provided for 
under such plan. 

Cd> The Custodians may refuse to accept a transfer in the form of assets 
other than cash, unless the Custodians agree to hold such other assets under the Plan. 

(e> Any amounts transferred that had been deferred during prior Plan Years 
will not be subject to current Plan Year deferral limitations. 
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0-l Any amounts transferred from a 401(a), 401(k), 403(b) or an IRA must 
be separately accounted for in a Rollover Account held within the Plan. 

(g) Any amounts transferred f%om a 401(a), 401 (k), 403(b) or an IRA are 
subject to the 10% distribution penalty tax if distributed from the 457 plan prior to age 59 
and % 

9.2 Transfers Out. The full value of a Participation Account may be transferred to 
another Eligible Retirement Plan maintained by another employer or an IRA, if: 

(4 The Participant has severed employment with the Employer and become 
an employee of the other employer; 

Co> The other employer’s plan provides that such Direct Rollover transfer 
will be accepted; and 

(4 The Participant and the employer have signed such agreements as are 
necessary to assure that the Employer’s liability to pay benefits to the Participant has been 
discharged and assumed by the other employer. 

(4 As it deems necessary, the Employer may require such documentation 
Ii-om the other plan to effect the Direct Rollover transfer, to confirm that such plan is an 
Eligible Retirement Plan and to assure that transfers are provided for under such plan. 

9.3 In-Service Transfers for Purchase of Defined Benefit Service Credits. The 
Participant may request a Direct Rollover transfer of all or a portion of his or her Participant 
Account from the Plan to a governmental defined benefit plan (as defined under Section 414(d) 
of the Code) for the purchase of permissible service credit as defined in Section 415(n)(3)(A) 
under such plan or a repayment to which section 415 does not apply by reason of subsection 
(k)(3) of any eligible amounts pursuant to Code Section 457(e)(17). No severance from 
employment or other distributable event is required in order to affect a transfer from the Plan to 
purchase Defined Benefit Service Credits. 

ARTICLE 10 

Administration and Accountinq 

10.1 Administration bv Emnlover. This Plan shall be administered by the Employer, 
which shall prescribe such forms, and adopt such rules and regulations as are necessary to carry 
out the purposes of the Plan. The Employer may employ investment counsel to provide advice 
concerning categories of investment, investment guidelines and investment policy; provided, 
however, that the advice or recommendations of any such investment counsel shall not be 
binding on the Employer, which shall make the final determination concerning investment 
categories, investment guidelines and policies. 
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10.2 Third Pat-W Services. The Employer may contract with the Custodians and/or 
other financially responsible independent contractors to administer and coordinate the Plan 
under the direction of the Employer. The Administrator shall have the right to designate a Plar 
Coordinator or other party of its choice to perform such services under this Plan Document as 
may be mutually agreed to between the Administrator and the Plan Coordinator or other party. 
Notwithstanding any other provisions to the contrary, the Administrator agrees that it shall be 
solely responsible to the Employer for any and all services performed by a subcontractor, 
assignee or designee under this Plan Document. 

10.3 Investment Policv. The Employer has developed an Investment Policy to 
describe plan objectives, investment option categories and characteristics, the basis for fund 
selection and performance evaluation and provision of investment education and communication 
to Participants. 

ARTICLE 11 

Amendments 

11.1 Right to Amend. Modifv and Terminate. The Employer may at any time modify 
or terminate the Plan by notifying Participants of such action. The Employer shall not have the 
right to reduce or affect the value of any Participant’s account or any rights accrued under the 
Plan prior to modification or termination. 

11.2 Conformation. The Employer shall amend and interpret the Plan to the extent 
necessary to conform to the requirements of Code Section 457 and any other applicable law, 
regulation or ruling, including amendments that are retroactive. In the event the Plan is deemed 
by the Internal Revenue Service to be administered in a manner inconsistent with Code Section 
457 and / or any other applicable law, the Employer shall correct such inconsistency within the 
period provided by the Code. 

11.3 Plan Termination. In the event of the termination of the Plan, distribution of 
benefits shall be made to Participants and beneficiaries pursuant to the distribution guidelines in 
Section 6 or the transfer provisions of Section 9. 

ARTICLE 12 

Exclusive Benefit 

12.1 All amounts held on behalf of a Participant under the Plan, all property and 
rights purchased with such amounts, and all income attributable to such amounts, property or 
rights shall be held in the Custodial Fund or under one or more Annuity Contracts or custodial 
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accounts described in Section 401 (I?) of the Code. Except as may otherwise be permitted or 
required by law, no assets or income of the Plan shall be used for, or diverted to, purposes other 
than for the exclusive purpose of providing benefits for Participants and their Beneficiaries or 
defraying reasonable expenses of administration of the Plan. 

ARTICLE 13 

Miscellaneous 

13.1 Retirement Svstem Intemation. Benefits payable by, and deductions for 
Employee contributions to, any retirement system of the Employer shall be computed without 
reference to amounts deferred pursuant to this Plan. 

13.2 Emulovment. Neither the establishment of the Plan nor any modification 
thereof, nor the establishment of any account, nor the payment of any benefits, shall be 
construed as giving to any Participant or other person any legal or equitable right against the 
Employer except as provided in the Plan Document; and, in no event, shall the terms or 
employment of any Employee be modified or in any way affected hereby. 

13.3 Successors and Assigns. The Plan shall be binding upon and shall inure to the 
benefit of the Employer, its successors and assigns, all Participants and Beneficiaries and their 
heirs and legal representatives. 

13.4 Written Notice. Any notice or other communication required or permitted under 
the Plan shall be in writing, and if directed to the Employer shall be sent to the designated office 
of the Employer, and, if directed to a Participant or Beneficiary, shall be sent to such Participant 
or Beneficiary at his last known address as it appears on the Employer’s records. 

13.5 Total Asreement. This Plan Document and the Participation Agreement, and 
any subsequently adopted amendment thereof, shall constitute the total agreement or contract 
between the Employer and the Participant regarding the Plan. No oral statement regarding the 
Plan may be relied upon by the Participant. 

13.6 As used herein the masculine shall include the neuter and the feminine Gender. 
where appropriate. 

13.7 Controlling Law. This Plan is created and shall be construed, administered and 
interpreted in accordance with Section 457 of the Code, or any other applicable laws and under 
the laws of the State of California as the same shall be at the time any dispute or issue is raised. 
If any portion of this Plan is held illegal, invalid or unenforceable, the legality, validity and 
enforceability of the remainder shall be unaffected. 
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IN WITNESS WHEREOF, the Employer has executed this Plan Document this lst day of 
January, 2002, 

SAN MATE0 COUNTY 

By: 

Title: 

Attest: 

(Sigiature) 

(Title) 
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SAN MATEO COUNTY 
DEFERRED COMPENSATION PLAN 

INVESTMENT POLICY AND PROCEDURES STATEMENT 

DECEMBER, 2001 



PURPOSES 

This Jnvestment Policy and Procedures Statement has been developed for the Deferred Compensation Plan to describe: 

Plan objectives 

Investment option categories 

Jnvestment option characteristics 

lnvcstment fund selection 

Standards of investment performance 

Investment fund evaluations 

Prohibited securities 

Disclosure of fees, commissions and charges 

Investment communication to participants 

Investment education 

Review 
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PLANOBJECTIVES 

The Deferred Compensation Plan (Plan) is a long-term retirement savings vehicle and is intended as a source of retirement income for eligible 
participants. The investment options available from the Plan cover a broad range of investment risk and reward appropriate for this kind of 
retirement savings program. Participants bear the risk and reap the rewards of investment returns that result from the investment options that 
they select. The investment options (funds) made available will be determined by the Deferred Compensation Plan Committee (COMMITTEE) 
from time to time. 

To permit participants to establish different investment strategies, the plan offers up to 15 investment categories, which have varying return and 
volatility characteristics. It is the responsibility of each participant to evaluate the investment options and to select an appropriate mix. A 
participant should consider, among others, the following risks: 

Volatility: The risk of significant decreases in account value (including the loss of principal) over relatively short 
periods of time. 

Accumulation: The risk of not accumulating sufficient assets to retire. 

Understanding: The risk of investing for the wrong reasons. 

.Diversification: The risk of concentrating investments and suffering large losses from a single investment category or similar categories 
that do not perform well. 

3 



DESCRIPTION OF, INVESTMENT OPTION CATEGORIES 

A Money Market Option invests in cash cquivalcnt securities with maturities of less than one year. The average quality of the portfolio inust 
bc Al, PI, or AAA. The objective of the fund is to protect underlying principal value and produce a reasonable level of current income. While 
the volatility risk of this option is the lowest, accumulation risk is the highest. 

A Stable Value Option invests in book value investments which may include General Account annuity products, Separate Account Annuity 
products, Guaranteed Accumulation Accounts (GAAs), Guaranteed Investment Contracts (GICs), Bank Investment Contracts (BICs), 
“Synthetic” GIC arrangements and money market instruments, and may invest in intermediate term fixed income securities with a duration of 5 
years or less. Investments may either be made directly or through pooled arrangements. The objective of the fund is to provide higher income 
than a money market fund while sti!l providing no fluctuation in principal value. 

A Guaranteed Eauitv Option seeks to achieve maximum total return without compromising a minimum targeted rate of return by 
participating in favorable’equity market performance during the guarantee period and participating in fixed obligations in unfavorable equity 
market performance. Invested principal is guaranteed if held throughout the guarantee period. The investment object is to participate in 
potential gains in equity markets while preserving the principal invested. 

A Bond ODtion invests in cash equivalents and marketable fixed income securities. The average duration of a portfolio should not exceed that 
of the Lehman Brothers Government/Corporate Bond Index by more than 10%. The average portfolio quality shall be AA (or a comparable 
rating) or better by Moody’s, Standard & Poor’s or Fitch’s ratings services. Sector and issue concentration guidelines will be dictated by the 
stale policies of the manager of the fund(s). 

The investment objective is to provide longer-term preservation of capital while earning a high level of current income. However, principal 
values may fluctuate over time, primarily in response to changes in intcrcst rates. 

A Balanced Option invests in several asset classes (typically common stocks, bonds and money market instruments). Investment returns come 
from both current income and capital changes. Professional investment managers make the asset allocation decisions, and the option can be 
used by participants who do not wish to self-manage their asset mix. The Balanced Option is expected to product higher longer-term returns 
than the Bond Fund option, although volatility may be greater. 

Asset allocation, quality and sector concentration guidelines will be dictated by .the stated policies of the manager or prospectus of a fund. The 
investment objective is to provide a diversified investment return of current income and capital appreciation. 

A Growth and Income Option invests primarily in dividend-paying common stocks but may also have a relatively small percentage of assets 
in preferred stocks, convertible securities, fixed income and money market investments. The investments are selected with a long-term goal of 
moderate capital appreciation while generating more current income than the S&P 500 stock index. 
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A Growth Option invests primarily in common stocks but may also hold cash equivalents. The stocks in the portfolio are selected with the 
expectation that long-term return will be realized through capital appreciation and growth of dividends. Current dividend income is a secondary 
consideration. Returns may fluctuate more than those of the overall market. 

An International / Global Eauitv Option. The International Equity Option invests primarily in common stock of established non-U.S. 
issuers. This fund can be expcctcd to be subject to risk factors not prevalent in domestic markets, including currency risk. The Global Equity 
Option (aka World Equity Option) invests in common stocks of established non-U.S. issuers as well as domestic common stocks as deemed 
appropriate by the fund managers. These funds are appropriate for a portion of a participant’s account for which additional risk is acceptable in 
exchange for diversification from options tied to domestic markets. Currency fluctuation will contribute to increased return volatility. 

An &ressive Growth Option invests in common stocks with an objective of maximum long-term capital gains. This fund can be expected to 
have greater volatility than any other options but is also expected to produce greater long-term returns. This option is appropriate for a portion 
of participants’ account that a participant can postpone liquidating for a relatively long period of time. 

An Index Fund invests identically to the market index whose return it seeks to duplicate. The objective of an index fund is to provide market 
diversification and a market average rate of return reflective of the market segment represcntcd by a given index, e.g., the Standard & Poor’s 
500. 

Asset Allocation Funds (Model Portfolios) offer an allocation of investments, principally stocks, bonds, and cash or cash equivalents that are 
appropriate for a given stage of an individual’s investment life cycle. An aggressive asset allocation fund will have greater weighting in stocks 
than a moderate or conservative asset allocation fund. A conservative asset allocation fund will bc more heavily weighted toward current 
income and protection of capital. The objective of an asset allocation fund is to provide a composite rate of return from current income and 
capital appreciation which is appropriate for a given stage of an individual’s investment life cycle. 

Self-Directed Brokerape Option will offer a wide array of various families of mutual funds that can be accessed by individual participants. 
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INVESTMENT OPTION CHARACTERISTICS 

Money 
Market 
Option 

Growth 8~ 
Income 

“, Option 

> 

B&l ~ 
Option 

buaranteed 
Equity 
Option 

., 

“Growth 
Option 

Inter- 
national 
Equity 

Stable 
Value 
Option 

Asset 
Allocation 

Funds 
Balanced 
dption ‘. 

Aggressive 
Growth 

Maximum 
capital gains, 
little or no 
emphasis on 
income. 

Index Funds 

Investment 
Long-tclm 
growth of 
capital, litlle 
or no 
emphasis on 
income. 

Objective Stable 
principal and 
income 
growth. 

Moderate 
level of 
current 
income with 
stable 
principal 
value. 

Moderate level 
of capital 
growth with 
stable principal 
value 

Higher level 
of current 
income and 
increasing 
principal 
appreciation 
values over 
the long-term. 

Competitive 
returns from 
both current 
income and 
capital 
growth. 

Modcrate 
capital growth 
and above 
average 
current 
dividend 
income. 

Long-term 
growth of 
capital, less 
emphasis on 
current 
income. 

Replicate the 
performance of 
a specific 
market index. 

Preselected, 
diversified 
portfolios, 
managed as a 
single fund. 

Invests 
Primarily 

Tn. 
Highest 
quality money 
market 
instruments. 

General and 
Separate 
Account 
Annuities, 
GIGS, RIO, 
Money 
Market 
instruments, 
intermediate- 
term bonds. 

Government, 
agency, 
investment 
grade corporate 
bonds, 
common stocks 
with prospects 
for growth 
superior to that 
of the broad 
market. 

Gov’t, 
agency, 
investment 
grade 
corporate 

Common 
stocks, 
investment 
grade bonds 
and money 
market 
inslruments. 

Common 
stocks of high 
quality, 
relatively 
mature 
companies 
with above 
average 
dividends. 

Common 
stocks with 
prospects for 
growth 
superior to 
that of the 
broad market. 

Common 
stocks ofnon- 
U.S. issuers 
with prospects 
for growth. 

Common 
stocks that 
may be of 
smaller, 
higher risk 
businesses 

Domestic stocks 
or international 
stocks or honds, 
depending on 
the designated 
index. 

Combinations 
of intcmational 
stocks, 
domestic 
stocks, bonds, 
AND stable 
value, at 
varying 
proportions. 

Primary 
Source of 

Return 
Cap&l 
growth and 
long-tenn 
growth of 
dividends. 

Short-term 
intcrcst 
income. 

Intermediatc- 
term intcrcst 
income. 

Short - Long-term 
interest 

Capital 
growth, 
interest and 
dividend 
income. 

Capital 
growth and 
reinvested 
dividends. 

Capital 
growth. 

Capital 
growth. Capital growth 

and/or income, 
depending on 
the designated 
index. 

Growth and 
intercsl 
income. 

interest 
income, capital 
growth and 
long-term 
growth of 
dividends. 
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Money 
Market 
Option 

.: > 

Growth 
d&ion “j 

High short- 
tern1 
volatility. 

5 Years 

Balanced 
Ontion 

Crdwth& 
In&m& 
Option” 

Slightly below 
average 
volatility than 
the S&P 500. 

4 to 5 Years 

Inter- 
’ national 

Equity 

Highest short- 
term 
volatility. 
Subject to risk 
factors not 
prevalent in 
the domestic 
markets, such 
as currency 
fluctuations. 

; to 10 Years 

Asset 
Allocation 

Funds 

Low to 
moderate, 
depending on 
the allocation 
selected. 

1 to 5 years, 
depending on 
the allocation 
selected. 

Moderate to 
Low. 

Simple way to 
invest in a 
broadly 
diversified 
portfolio. 

Stable 
Value 

Option 

1 to 3 Years 

Guaranteefl 
Equity 
Option 

3 
to 5 years 

: 

Bond 
Option 

Moderate 

1 to 3 Years 

Aggressive 
Growth ‘Index Funds 

Volatility 
Risk 

Potential 

Minimum 
Participant 
Investment 

Time 
Horizon 

Ten Year 
Accumu- 

lation Risk 
Potential 

Prom high to 
moderate short 
term volatility, 
depending on 
the designated 
index. 

Higher short- 
term volatility. 
Periods of 
several years 
may elapse 
beforeshowing 
superior 
performance. 

Less than 
stocks but more 
than bonds. 

3 to 5 Years Less than one 
year. 

5 to 10 Years 
3 to 5 years 

Moderate to 
Low, depending 
on the 
designated 
index. 

Highest Moderate - 
High 

Low LOW LOW Moderate 

Safe. Concept 
easy, actual 
process 
sophisticated. 

Moderate 

The interest 
rate volatility 
concept may 
bc hard to 
understand. 

Moderate - Low 

Most likely to 
be mis- 
understood. 
Hard to 
communicate. 

Concept easy, 
differences 
from Growth 
Fund are 
subtle. 

Participant 
Perception Safe. Transfer 

restrictions 
need to bc 
carefully 
commun- 
icated. 

Premise of 
index funds - 
duplicating 
performance of 
a specific 
market segment 
- must be 
communicated 

Safe Concept easy, 
actual process 
sophisticated. 

Concept may 
be mis- 
understood. 
Risk t&tots 
riced to be 
communicated 
carefully. 

Concept easy. 
Participants 
need to 
understand 
risks. 



INVESTMENT Fum SELECTION-STABLE VALUEOPTIONS 

There are several different types of stable value funds, including separate and general account annuity products, GIC funds and FDIC products. 
Also, there is not, for most of these products, a standardized database with performance and other pertinent information that would enable a 
search process to be conducted. There is also a need to enter into negotiations with the provider regarding investment strategy and style in 
situations where that is in the discretion of the plan sponsor. For these reasons, the selection of one or more stable value fund products will be 
conducted through a written request for proposal process to the appropriate vendors. 

INVESTMENT Frnv~ SELECTION-MUTUALFUNDOPTIONS 

I. Alignment of Mutual Funds 

A. Mutual funds offered by the,Deferred Compensation Plan will be by groupings of like investment policy and risk (volatility of rctums). 

B. Contracted fund providers will be used to determine the groupings of mutual funds including index funds, if appropriate, by investment 
option characteristics. These investment option characteristics are subject to annual verification by the COMMITTEE. 

C. Categories that may be offered include: 

Category 

Aggressive Growth 
Growth 
Growth and Tncome 
Income (Bond) 
Balanced 
Money Market 
International /Global 

8 C:\SanMateoCountylnvedmenlPolicy.doc 



C. Categories that may be offered: continued . . . 

Categorv 

Stable Value 
Index Funds 
Asset Allocation Funds 
Guaranteed Equity 

D. At the time of selection, the fund category established by the contracted fund providers for the previous six quarters, will determine the 
category placement of a fund under the Plan. In the event that a fund has not had consistency of placement within a category over the six 
quarters prior to selection, it shall be placed in the category most recently determined by contracted fund providers. It is recognized that 
the placement of a fund within its category may be a consideration in its selection. For example, if a fund has consistently, over a period of 
time, moved toward the outside ranges of its category, it may not be an appropriate candidate for selection since it may have a high 
probability of changing categories. 

II. Selection of Funds 

The selection process will be documented throughout to provide a history of initial screening, funds deleted, the reasons for the deletion and 
factors considered by the Deferred Compensation Plan Committee in the final selection. 

A.. Initial Screening 

1. The initial screening will produce a listing of funds that have outperformed the average of their respective categories for the five most 
recent five-year periods. At this point, those funds that are inappropriate for the Plan will be deleted. Deletion may occur for the 
following reasons: 

a) The fund is closed 
b) The fund is a specialty or sector fund 
c) The fund has a policy of not being available for deferred compensation plans 
d) The fund has loads that it is not willing to waive 

2. The initial list of funds produced in (1) above shall be ranked according to their annualized performance over the most recent five year 
investment period. Using these rankings, the following number of funds shall bc selected as semi-finalists: 
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4 Aggressive Growth 
b) Growth 
9 Growth & Income 
4 Income 
4 Balanced 
0 International / Global 
g> Money Market Funds 
h) Index Funds 
9 Asset Allocation Funds 

B. Determination of Finalists 

1, Once the list of semi-finalists is determined in (2) above each fund will be reviewed: 

a) Annual performance over each of the immediately preceding five calendar years will be evaluated. Consistent performance return in 
each year of the five-year period will be preferred. 

b) The fund’s investment category placement over the last three years will be reviewed and funds that remain in the same category will 
be prefer-r-cd. 

c) A questionnaire will be sent to the semi-finalist funds. Issues to be addressed in questionnaire include: 

l Number of accounts per manager 
l Staff turnover - longevity of manager 
l Equity Investment style, including market timing, sector selection and security selection 
l Fixed Income Investment style, including duration management, sector selection, and security selection style. This question 

should include review of investment process, ability to articulate process as well as consistency of style or process. 
l Fees and expenses 
l Confirm Minimum Operational Criteria compliance 

Funds that exhibit consistent performance and satisfy the Minimum Operational Criteria will be preferred. 

2. Based on the information collected during the evaluation of the semi-finalists, funds will be reviewed and funds may be eliminated 
based on: 

0 Inconsistent performance history 
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l Excessive movement within investment category 
l Qualitative factors such as excessive account turnover or an inappropriate investment style 
l Inability to satisfy the Minimum Operational Criteria 

For each fund that qualifies as a finalist the Deferred Compensation Plan Committee will review the information collected on each fund and 
will select a finalist. 

III. Minimum Criteria for Selection 

A. Minimum Size and History Criteria 

1. Size - to be considered a fund should be at least $100 million. The intent is to restrict selection of mutual funds to the size appropriate 
for the potential cash flow to be generated by the Plan. If, however, this restriction reduces the potential pool of semi-finalists 
inappropriately, this criteria may be reduced to broaden selection. 

2. Period of time in operation - a mutual fund (or a clone fund under the same management) should have been in operation for a period of 
5 years prior to selection. 

B. Minimum Operational Criteria 

To be considered for inclusion in the Plan and to be a semi-finalist a fund should first meet the size and history criteria above. Next it must 
satisfy the Minimum Operational Criteria. 

1. It must guarantee transactions at the prior day’s price. 

2. Front end loads and fund surrender charges must be waived. 

3. It must be compatible with the Plan’s administrative and record keeping accounting and system practices. 

The County will have the ability to request mutual funds to pay it a fee for performing administrative services. 
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Money Market 
Option 

Stable Value Option 

Bond Option 

Balanced Option 

3 Year Standard j 

Total time-weighted return that exceeds the median return of the 
Donoghue Money Market Fund Index. 

Depending on fund’s structure and duration: Total time-weighted 
return that matches the average return of comparable 
instruments/indices with similar portfolio structure, composition, and 
maturity. An example of these indices would include: 9 1 -day T- 
Bi11+2% and the Hueler Analytics G.I.C. Pooled Fund Comparative 
Universe. 

Total time-weighted return that matches the average return of a 
universe of fixed income funds. 

Total time-weighted return that matches the average return of a 
universe of balanced funds with comparable asset allocation policies. 

“. 5 Year Standard 

Total time-weighted return that exceeds 91-Day Treasury 
Bills. 

Total time-weighted return that exceeds the median of the 
respective peer group or appropriate index benchmark. 

Total time-weighted return that matches the -average 
return of a universe of fixed income funds. 

Total time-weighted return that matches the -average 
return of a universe of balanced funds with comparable 
asset allocation policies. 
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3 Year Standard , 

Growth and Income 
Option Total time-weighted return that matches the average return of a 

universe of growth and income funds. 

Growth Option 
Total time-weighted return that exceeds the average return of a 
universe of growth equity funds that are managed in a comparable 

I style. 

Aggressive Growth 
Option Total time-weighted return that exceeds the average return of a 

universe of aggressive growth equity funds that are managed in a 
comparable style. 

International / 
Global Equity ,’ Total time-weighted return that exceeds the average return of a 

Option universe of international /global equity funds which arc managed in a 
comparable style. 

Index Funds Index Funds will bc compared to the targeted index adjusted for plan 
cxpcnses and fees. 

Asset Allocation 
Funds 

Asset Allocation Funds will be compared between competing asset 
allocation providers. 

5 Yeai Standard 

Total time-weighted return that matches the average return of a 
universe of growth and income funds. 

Total time-weighted return that exceeds the average return of a 
universe of growth equity funds that are managed in a comparable 
style. 

Total time-weighted return that exceeds the average return of a 
universe of aggressive growth equity funds that are managed in a 
comparable style. 

Total time-weighted return that exceeds the average return of a 
universe of international I global equity funds which are managed in 
a comparable style. 

Index Funds will be compared to the largetcd index adjusted for 
plan expenses and fees. 

Asset Allocation Funds will be compared between competing asset 
allocation providers. 

iVote: Morningstar Principia Plus will be utilized to determine universe of average perJormance rates by category. Funds not achieving t h 
established benchmarks may be retained at the sole discretion of the COMMITTEE. 

e 
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INVESTMENTFUNDEVALUATIONS 

POLICY: 

The COMMITTEE retains the authority to periodically, but no less than annually, evaluate and deselect investment funds. Three (3) and five (5) 
year Standards of Investment Performance will be applied to all investment funds in the Plan. Each standard shall apply independently to the 
portfolio of each investment fund and is expected to be achieved @ of investment management fees and expenses but not administrative, 
marketing, and enrollment fees. For funds without comparable indices or peer groups, such as general account products, the COMMI~EE will 
compare the pcrfomrance to other investment instruments in the market. 

If an investment fund fails to meet the minimum standards of investment performance outlined in this document, COM..Ii’TEE may take the 
fohowing steps. The COMWiTEE may, in its discretion, if circumstances warrant, proceed directly to Step 2. 

PROCEDURE: 

Step 1. The investment fund should immediately bc placed on a one-year probation. Retention at the end of that one-year period will be contingent 
on the following: 

n The fund should perform above the average of its investment management universe over three-year periods; or 

n The fund should perform in the top quartile of its investment management universe over the past one-year period; and 

n Risk-adjusted returns should not exceed 1300/u of the relative index over the three-year period; and 

n Performance over these periods will be reviewed to justify retention. 

Investment fiurds that do not satisfy the retention criteria at the end of that one-year period will be considered for rcplacemcnt-see Step 
2. 
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Step 2. A fund search may be initiated and a replacement fund selected. Regarding the Plan assets already deposited with the dropped fund, each 
participant will have a one year transition period in which he or she may transfer their assets to the replacement fund or a fund option of 
the participant’s choice. During the one-year transition, reminders will be sent to participants quarterly prior to eliminating the fund. 

In the event a participant does not voluntarily select a replacement fund(s) by the end of the one year transition period, the COMMlTTEE 
will transfer the current balance of the dropped fund to the participant’s other investments based upon the participant’s current 
allocation(s). If no other allocation exists, the dropped fund will bc transferred to the fund in the same asset class with the same provider 
that has the highest rate of return over the past five year period. In the event the same provider does not offer another investment in the 
same asset class, the dropped fund will be transferred to the stable value fund of that provider. 

Other reasons for probationary review of investment funds may include: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Change of investment manager by fund provider 

Change of sub-advisor 

Significant change in ownership or control 

Significant change in fund management style or drift 

Substantive change in portfolio tumovcr 

Any violation of SEC rules or regulations 

Operational difliculties concerning fund transfers or pricing 
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PROHIBITED SECURITIES 

POLICY: 

Derivatives generally refer to financial instruments that derive their values from underlying cash market investments. Examples of derivatives 
include, but are not limited to, financial futures, forwards, options, options on futures, collateralized mortgage obligations and swaps. 

The investment manager(s) shall not, in the money market option or the cash portion of any other option, enter into a derivatives contract, purchase 
securities on margin, or sell short unless expressly authorized to do so in writing by the Deferred Compensation Plan Committee. 

DISCLOSURE OF FEES, COMMISSIONS AND CHARGES 

POLICY: 

All fees, commissions and charges for each selected investment option must be fully disclosed to the Deferred Compensation Plan Committee 
before the option can be made available to plan participants. That is, in its review of a fund’s performance history, the Deferred Compensation Plan 
Committee must be shown the fund’s gross performance less all applicable fees, commissions and charges, and the resulting net return. 

In addition, these fees, commissions and charges will be disclosed to all participants at enrollment and at any other time as appropriate. It will 
be disclosed to plan participants the nature of all variances between gross return and net return. 
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INVESTMENT COMMUNICATIONS TO PARTICIPANTS 

POLICY: 

Information about each investment option will be given or made available to Plan participants by the Providers to help them to make informed 
investment choices. The Providers shall provide at least quarterly statements of fund performance to each participant. 

Upon request, copies of investment fund prospectuses or similar equivalent information will be provided to participants as well as such other 
information as the Committee has available such as a list of underlying investments for a given fund. 

INVESTMENT EDUCATION 

POLICY: 

It is the Deferred Compensation Plan Committee’s objective to provide employees with ongoing investment education. The purpose of the 
investment education program is to provide information and tools to assist in the development of a personal investment strategy for employees 
and facilitate the achievement of savings and retirement goals. 

REVIEW 

POLICY: 

It is the intention of the COA4&KG?EE to review this document at least every three years and make necessary amendments. 

If’ at any time a fund investment manager feels that these policy standards cannot be met, or that the guidelines constrict management, the 
Deferred Compensation Plan Committee should bc notified in writing so that recommendations for changing the policy, if deemed appropriate, 
can be made by the Committee to the County. 

Chair, Deferred Compensation Plan Committee 
San Mateo County 
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