REGULATIONS
OF
JMM DRY CREEK, L.L.C.

These REGULATIONS (“Regulations™) of JMM Dry Creek, L.L.C. (the “Company”),
effective as of the Z T Way of July, 2005, are (i) adopted by the managers of the Company (the
“Managers™) and (ii) executed and agreed to, for good and valuable consideration, by the members
of the Company (the ‘“‘Members™).

ARTICLE 1
GENERAL

1.1 Offices. The principal office of the Company shall be in Dallas County, or as
subsequently designated by the Managers. The Company may have other offices, either within or
without the State of Texas, as the Managers may designate or as the business of the Company may
require. Theregistered office of the Company required by the Texas Limited Liability Company Act
(the “Act™) to be maintained in the State of Texas and as designated in the Articles of Organization
of the Company (the “Articles™) may be changed from time to time by the Managers.

1.2 Purposes. The purposes of the Company are as set forth in the Articles.

1.3 Duration of the Company. The period of duration of the Company shall be perpetual
unless it 1s earlier dissolved in accordance with these Regulations or the Act.

ARTICLE 2
MEMBERS

2.1  Members. The Members as of the date of these Regulations and their addresses are
set forth on Exhibit A" attached hereto and incorporated herein by reference for all purposes.
Additional Members may be admitted on terms and conditions unanimously agreed to in wnting by
the Members,

22  Meetings. Anannual meeting of Members, to elect Managers and transact such other
business as may be properly brought before the Members, shall be held within 180 days of the end
of each of the Company’s fiscal years. Special meetings of the Members may be calied by the
Managers or by the holders of not less than 50% of the membership interests in the Company, and
only business within the purposes stated in the notice of a special meeting of the Members may be
conducted at that meeting. Notice of meetings of the Members shall be written or printed, stating
the place, day and hour of the meeting. In case of a special meeting, the notice shall state the
purpose or purposes for which the meeting is called and shall be delivered not less than 10 nor more
than 50 days before the date of the meeting,

23 Voting List. The officer or agent having charge of the Company’s membership
records shall make, at least 10 days before each meeting of Members, a complete list of the Members
entitied to vote at such meeting or any adjournment thereof, such Members® addresses and their
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percentages of membership interests. Such list shall be kept on file at the Company’s principal
office for a period of 10 days and shall be subject to inspection by any Member at any time during
usual business hours. Such list shall also be produced and kept open at the time and place of the
meeting and shall be subject to inspection by any Member during the whole time of such meeting.

2.4 Quorum and Voting. The holders of all the membership interests entitled to vote,
present in person or represented by proxy, shall constitute a quorum at a meeting of Members for the
transaction of business. When a quorum is present at any meeting, except as otherwise provided in
the Act or the Articles, the vote of the holders of a majority of the membership interests present and
entitled to vote at such meeting shall be the act of the Members. A Member will have one vote or
a fraction of one vote for each 1% of voting membership interest or fraction of 1% of voting
membership interest owned by the Member. Cumulative voting is prohibited. A Member may vote

in person or by proxy executed in writing by the Member or the Member’s duly authorized astorney-
in-fact.

2.5  Lack of Authority. No Member (other than a Member acting in his capacity as a
Manager or officer) has the authority or power to act for or on behalf of the Company, to do any act
that would be binding on the Company, or to incur any expenditures on behalf of the Company.

ARTICLE 3
MANAGERS AND OFFICERS

3.1  General Powers. The powers of the Company shall be exercised by or under the
authority of the Managers, and the business and affairs of the Company shall be managed by or under
the direction of the Managers.

3.2 Number. Tenure and Qualification. The number of Managers of the Company shall
be as determined from time to time by the Managers, but shall not be less than one, and the initial
number of Managers shall be one (1). Each Manager shall hold office for a period of one year or
until his successor is elected and qualified. Managers need not be residents of the State of Texas nor
Members of the Company.

33 Vacancies. Any vacancy occurring in a Manager position may be filled by the
affirmative vote of a majority of the Members having the right to vote for the election of Managers
or by the affirmative vote of a majority of the remaining Managers though less than a quorum.

34  Quorum and Voting. All of the Managers shall constitute a quorum for the
transaction of business at any meeting of the Managers. Except as otherwise provided in the Act or
in the Articles, the affirmative vote of a majority of the Managers present at a meeting at which a
quorum is present shall be the act of the Managers.

3.5 Removal. (a) At any meeting of Members called expressly for that purpose, after
compliance with procedures set forth in this Section 3.5, any Managers may be removed, for Cause,
by the affirmative vote of a majority of the Members entitled to vote for the election of Managers.
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(b)  For the purposes of these Regulations, “Cause” shall mean that, prior to any removal
pursuant to this Section 3.5, a Manager shall have committed:

(i) an intentional act or acts of fraud, embezzlement or theft constituting
a felony and resulting or intended to result directly or indirectly in gain or personal
enrichment for the Manager at the expense of the Company; or

(ii)  the continued, repeated, intentional and willfil refusal to perform the
duties associated with the Manager’s position with the Company, which is not cured
within 45 days following written notice to the Manager.

For purposes of these Regulations, no act or failure to act on the part of the Manager shall
be deemed “intentional” if it was due primarily to an error in judgment or negligence, but shall be
deemed “intentional” only if done or omitted to be done by the Manager not in good faith and
without reasonable belief that his action or omission was in the best interest of the Company.

A Manager shall not be deemed to have been removed for “Cause’ hereunder unless and until
there shall have been delivered to the Manager a copy of aresolution duly adopted by the affirmative
vote of not less than a majority of the Managers then in office at a meeting of the Managers called
and held for such purpose, after 10 days notice to the Manager and an opportunity for the Manager,
together with his counsel (if the Manager chooses to have counsel present at such meeting), to be
heard by the Managers, finding that, in the good faith opinion of the Managers, the Manager had
committed an act constituting “Cause” as herein defined and specifying the particulars thereof in
detail. Nothing herein will limit the right of the Manager or his beneficiaries to contest the validity
or propriety of any such determination.

3.6 Committees. The Managers, by resolution, may designate from among the Managers
one or more committees, each of which shall be comprised of one or more ofthe Managers, and may
designate one or more Managers as alternate members of any committee, who may, subject to any
limitations imposed by the Managers, replace absent or disgualified Managers at any meeting of that
committee. Any such committee, to the extent provided in such resolution or these Regulations,
shall have and may exercise all of the authority of the Managers, subject to the limitations set forth
in the Act.

3.7  Number; Titles; Term of Office. The officers of the Company shall be such officers
as may be deemed appropriate by the Managers. Each officer shall hold office until his successor
shall have been duly elected pursuant to Section 3.8, until his death, or until he shall resign or shall
have been removed pursuant to Section 3.9. Any two or more offices may be held by the same
person. None of the officers need be a Member of the Company or a resident of the State of Texas.

38 Election of Officers. Each officer of the Company shall be elected and appointed to
his tespective office by the Managers.

REGULATIONS Page 3
DI1162481v1\20418.0005 DOC



3.9  Removal. Any officer elected or appointed pursuant to Section 3.9 may be removed
by the Managers from time to time, but such removal shall be without prejudice to the contract
rights, if any, of the person so removed. Election or appointment of an officer shall not of itself
create contract rights.

3.10  Vacancies. Any vacancy occurring in any office of the Company (be it death,
resignation, removal or otherwise) may be filled in the mannper set forth in Section 3.9 hereof.

311  Authority. Officers shall have such authority and perform such duties in the
management of the Company as may be further described in Section 3.14 or as may be deemed
appropriate by the Managers.

3.12  Compensation. The compensation, if any, of officers shall be fixed from time to time
by the Managers.

3.13  Duties of Officers. The following officers of the Company, upon their election
pursuant to Section 3.8, shall have the following powers and duties, as such powers and duties may
be emended from time to time by the Managers.

(a) Chief Executive Officer. The Chief Executive Officer of the Company shall,
in general, supervise and control all of the business and affairs of the Company, with such
powers as shall be reasonably incident to such responsibilities. In addition, the Chief
Executive Officer shall preside at all meetings of the Members. Such officer may sign all
certificates (if any) for Shares in the Company.

(b)  President. The President shall be the Chief Operating Officer of the Company
and shall, in general, supervise and control the management of the properties and operations
of the Company in the ordinary course of its business, with all such powers with respect to
such properties and operations as may be reasonably incident to such responsibilities. Such
officer may sign contracts on behalf of the Company and execute all certificates (if any) for
Shares in the Company. If the Managers have not elected a Chief Executive Officer, the
President shall be the Chief Executive Officer. The President shall exercise the powers of
the Chief Executive Officer during the Chief Executive Officer’s absence or inability to act.

(c)  Vice Presidents. Each Vice President shall have such powers and duties as
may be assigned to him by the Managers (in order of their seniority as determined by the
Managers or, in the absence of such determination, as determined by the length of time they
have held the office of Vice President) and shall exercise the powers of the President during
that officer’s absence or inability to act. As between the Company and third parties, any
action taken by a Vice President in the performance of the duties of the President shall be
conclusive evidence of the absence or inability of the President to act at the time such action
was taken,
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(d) Treasurer. The Treasurer shall have custody of the Company’s funds and
securities, shall keep full and accurate account of receipts and disbursements, shall deposit
all monies and valuable effects in the name and to the credit of the Company and shalt
perform such other duties as may be incident thereto and delegated to him by the Managers
or the President.

{¢) Secretary. The Secretary shall keep the minutes of all meetings of the
Members in books provided for that purpose, and shall attend to the giving and service of all
notices. The Secretary may sign with the President, in the name of the Company, =il
contracts of the Company and affix the seal of the Company thereto. The Secretary may sign
with the Chief Executive Officer or President all certificates (if any) for Shares in the
Company, and the Secretary shall have charge of any and all certificate books, transfer books
and share papers as the Managers may direct, all of which shall at all imes be open to
inspection by the Members. The Secretary shall in general perform all duties incident to the
office of the Secretary, subject to the control of the Managers and the President.

D Assistant Secretaries. Each Assistant Secretary shall have such powers and
duties as may be provided thereto by the Managers and the Secretary. The Assistant
Secretaries (in the order of their seniority as determined by the Managers or, in the absence
of such a determination, as determined by the length of time they have held the office of
Assistant Secretary) shall exercise the powers of the Secretary during that officer’s absence
or inability to act.

3.14  Limitation on Authority. Inno event and under no circumstances shali any provision
of this Agreement be construed as granting any officer of the Company any power or authority that
would exceed or otherwise be beyond the scope of the powers of the Secretary during that officer’s
absence or inability to act.

3.15 Third Parties. Notwithstanding Section 3.14, the signed statement of any officer of
the Company reciting the officer’s authority or the necessary approval of the officer for any action,
as to any third person, will be conclusive evidence of the authority of the officer to take that action.

ARTICLE 4
INDEMNIFICATION

4.1 Right to Indemnification. Managers, employees and agents of the Company and
others shall be entitled to indemnification and advancement of expenses by the Company to the
fullest extent permissible under the Act.

4.2 Nonexclusivity of Rights. The rights to indemnification and advancement of
expenses conferred in these Regulations shall not be exclusive of any other right which a Manager
or other person indemnified hereunder may have or hereafier acquire under any law, provision of the
Articles or these Regulations, agreement, vote of Members or disinterested Managers or otherwise.
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4.3 Member Notification. To the extent required by law, any indemnification of a
Manager in accordance with this Article shall be reported in writing to the Members with or before
the notice or waiver of notice of the next Members’ meeting or with or before the next submission
to Members of a consent to action without a meeting and, in any case, within the 12-month peniod
immediately following the date of the indemnification.

4.4 Savings Clause. If this Article or any portion hereof shall be invalidated on any
ground by any court of competent jurisdiction, then the Company shall nevertheless indemnify and
hold harmless each Manager or any other person indemnified pursuant to this Article as to costs,
charges and expenses (including attorneys’ fees), judgments, fines and amounts paid in settlement
with respect to any action, suit or proceeding, whether civil, criminal, administrative or investigative,
to the fullest extent permitted by any applicable portion of this Article that shall not have been
invalidated and to the fullest extent permitted by applicable law.

4.5 Outside Indemnification. Nothing in this Article or herein shall be constrmed as
limiting or diminishing the rights of any Member or Manager or Officer from receiving or partaking
of any indemnity apart or outside of the indemnity provided herein.

ARTICLE 5
CAPITAL CONTRIBUTIONS

Capital Contributions and Loans. The Members have made the initial capital contributions
stated, and have the initial percentages of ownership, in the Company (“Membership Interest
Percentage™) set forth in Exhibit “B” attached hereto and incorporated herein by reference for all
purposes. No additional capital contributions may be required to be made by the Members. A capital
account shall be maintained for each Member in accordance with the rules of Treasury Regulation
§1.704-1(b)(2)(iv). Nothing herein shall be construed as limiting in any form the ability of the
Members to make loans to the Company or as limiting the Company from making loans to any
affiliated or related entity.

ARTICLE 6
COMPANY PROFITS, LOSSES AND DISTRIBUTIONS

Distributions to Members shall be made as and when determined by the Managers and shall
be in proportion to their Membership Interest Percentages. Notwithstanding the foregoing, all profits
and losses of the Company and all Company income, gains, deductions, losses and credits for
Federal income tax purposes shall be allocated to the Members in accordance with §704(b) of the
Internal Revenue Code.

ARTICLE 7
ASSIGNMENT OF MEMBERSHIP INTEREST

A Member may not assign all or any portion of the Member’s Membership Interest except
with the written consent of all other Members. The assignee of a Membership Interest will become
a Member and be entitled to participate in the management and affairs of the Company and to
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exercise the rights of a Member only with the written consent of all Members. Any person who
b,ecfjmffs a Member by assignment assumes ail of the obligations of his assignor, including without
limitation liabilities unknown to the assignee at the time the assignee became a Member. The

Members may enter into an agreemnent concerning the assignment and transfer of their Membership
Interests.

ARTICLE 8
DISSOLUTION. LIQUIDATION AND TERMINATION

8.1  Dissolution. The Company shall be dissolved and its affairs shall be wound up upon
the occurrence of either of the following events: (i) the adoption by the Managers and approval by
all of the Members of a resolution providing that the Company shall be dissolved as of the date
specified therein; or (ii) the entry of a decree of judicial dissolution under Article 6.02 of the Act.

8.2  Liguidation. Upon dissolution of the Company, the Company shall continue solely
for the purpose of winding up its business and affairs as soon as reasonably practicable. Promptly
after the dissolution of the Company, the Managers shall designate one or more Managers or other
persons (the “Liquidating Trustees™) to accomplish the winding up of the business and affairs of the
Company. Upon their designation, the Liquidating Trustees shall immediately commence to wind
up the affairs of the Company in accordance with the provisions of these Regulations and the Act.
In winding up the business and affairs of the Company, the Liquidating Trustees may take any and
all actions that they determine in their sole discretion to be in the best interests of the Members. It
is expressly understood and agreed that a reasonable time shall be allowed for the orderly liquidation
of the assets of the Company and the satisfaction of claims against the Company so as to enable the
Liquidating Trustees to minimize losses that may result from a liquidation.

ARTICLE 9
NOTICE

9.1 Form of Notice. Whenever under law, the Articles or these Regulations, notice
(including, but not limited to, notice of annual and special meetings) is required to be delivered to
any Member or Manager, such notice shall be given personally (including, but not limited to, written
notice delivered personally or telephonic notice) or in writing, by mail, postage prepaid, or by
facsimile transmission addressed to such Member or Manager at the address, telephone number or
telecopier number given for such Member or Manager in Exhibit “A” attached hereto and
incorporated herein by reference for all purposes, or at such other address, telephone number as the
Member or Manager may specify by notice to the Managers. Any notice required or permitted to be
delivered by mail shall be deemed 10 be delivered at the time when the same shall be deposited in
the United States mail with correct postage affixed.

9.2 Waiver. Whenever any notice is required to be given to any Member or Manager, a
waiver thereof in writing, signed by the person(s) entitled to such notice, whether before or after the
time required for the notice, shall be equivalent to the giving of such notice.
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ARTICLE 10
AMENDMENTS TO REGULATIONS

10.1  Amendment by Managers. These Regulations may be amended, adopted, modified
or repealed, or new Regulations adopted, by unanimeus approval of the Managers. The actions of
the Managers pursuant to this Section 10.1 are subject to Section 10.2.

102  Amendment by Members. The Members of the Company may amend, adopt, modify
or repeal these Regulations, or adopt new Regulations, at any duly called and held meeting of the
Members at which a quorum is present by the affirmative vote of all of the Members present at such
meeting and entitled to vote. The Members may in amending, adopting or repealing a particular
provision of these Regulations expressly provide that the Managers may not act pursuant to Section

10.1 with respect thereto, This Section 10.2 may not be amended, modified or repealed by the
Managers.

ARTICLE 11
ADMINISTRATIVE MATTERS

11.1  Fiscal Year. The fiscal year of the Company shall end on December 31 of each year,

11.2 Company Records. The Managers shall keep, or cause to be kept, at the principal
office of the Company, correct and complete books and records of account and other appropriate
records of the Company. If the registered office of the Company is at any time not also the principal
office of the Company, the Company shall keep in its registered office and make available to the
Members on reasonable request, the strect address of its pnncipal office in which the
above-described records are maintained.

113 Company Tax Returns. Subsequent to the close of each fiscal year of the Company,
the Managers, at the expense of the Company, shall prepare or cause to be prepared all required
Company tax returns and, in connection therewith, shall make any available or necessary elections
(including elections with respect to the useful lives of the assets of the Company and the rates of
depreciation on such assets). The Managers shall thereafter furnish the Members with all such tax
information regarding the Company as is required to be set forth in each Member’s respective
income tax return(s).

11.4 Tax Matters Partner. Richard L. Tettamant is hereby appointed the “Tax Matters
Partner” of the Company for purposes of §6231(a)(7) of the Intemal Revenue Code.

ARTICLE 12
MISCELLANEQUS PROVISIONS

12.1  Resignation. Any Manager or agent may tesign by giving written notice to any
Member or other Manager. Such resignation shall take effect at the time specified therein, or
immediately if no time is specified therein. Unless otherwise specified therein, the acceptance of
such resignation shall not be necessary to make it etfective.
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12.2  Copstruction. Whenever the context so requires herein, the masculine shall include
the feminine and neuter, and the singular shall include the plural, and conversely. If any part ofthese
Regulations shall be held invalid or inoperative for any reason, then, as is possible and reasonabie,
the remaining part shall be valid and operative, and effect shall be given so far as possibly consistent
with the intent manifested by the part held invalid or inoperative.

12.3 Binding Effect. Subject to the restrictions on dispositions set forth in these
Regulations, these Regulations are binding on and inure to the benefit of the Members and their
respective heirs, lega) representatives, successors, and assigns.

124  Goveming Law. THESE REGULATIONS ARE GOVERNED BY AND SHALL
BE CONSTRUED IN ACCORDANCE WITH THE LAW OF THE STATE OF TEXAS,
EXCLUDING ANY CONFLICT-OF-LAWS RULE OR PRINCIPLE THAT MIGHT REFER THE
GOVERNANCE OR THE CONSTRUCTION OF THESE REGULATIONS TO THE LAW OF
ANOTHER JURISDICTION. In the event of a direct conflict between the provisions of these
Regulations and (i) any provision of the Articles, or (i1) any mandatory provision of the Act or (to
the extent such statutes are incorporated into the Act) the Texas Business Corporation Act (“TBCA”)
or the Texas Miscellaneous Corporation Laws Act (“TMCLA”"), the applicable provision of the
Anticles, the Act, the TBCA or the TMCLA shall control,

12.5 Further Assurances. In connection with these Regulations and the transactions
contemplated hereby, each Member shall execute and deliver any additional documents and
instruments and perform any additional acts that may be necessary or approprate to effectuate and
perform the provisions of these Regulations and those transactions.

126 Headings. The headings used in these Regulations have been inserted for
administrative convenience only and do not constitute matter to be construed in interpretation and

construction of these Regulations.

[The remainder of this page is intentionally left blank ]
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CERTIFICATE

The undersigned, being all the Managers and Members of the Company, hereby certify that
the attached Regulations were duly adopted effective as of the/ day of July, 2005,

THE BOARD OF TRUSTEES
ON BEHALF OF THE DALLAS
POLICE AND FIRE PENSION SYSTEM

Name” Ger rown

Title: Chairman of and on Béha]f
of the Board of Trustees
{.

Py
ATTEST: / /if%"'/ L /%Z‘%W%iﬁf”

By: Richard L. Tettamant, Administrator

APPROVED AS TO EORM:
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MEMBER

The Dallas Police
and Fire Pension System

MEMBER

The Dallas Police
and Fire Pension System
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EXHIBIT “A!!

ADDRESS

2301 N. Akard, Suite 200, Dallas, Texas 75201

EXHIBIT “B”
CAPITAL CONTRIBUTIONS
MEMBERSHIP
INTEREST
CONTRIBUTION PERCENTAGE
$1,000,00 100%
Page 11
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BARGAIN AND SALE DEED

FOR VALUE RECEIVED, JULIUS JEKER, the Grantos, does hereby grant, bargain, sell
and convey unto JMM DRY CREEK, LLC, the Grantee, whose address is 2301 N. Akard #200,
Dallas, Texas 75201, the following described premises, to-wit:

Seo Exhibit "A" attuched hovsto and incorporated herein by
this refereace,

THIS CONVEYANCE IS MADE SUBJECT ONLY TO THOSE easements, claims
of casement or encumbrances which are not shown by the public records, but which
would be disclosed by an accurate survey or inspection of the premises;

FURTHER SUBJECT TO discrepancies, conflicts n boundary lines, shortage in
area, encroachments or any other facts which would be disclosed by an accurate
survey o inspection of the premises; and

FURTHER SUBIJECT TO unpatented mining clatms; reservations or exceptions in
patenits or in acts athorizing the issuance thereof] water rights, claims, or title to
waler,

TO HAVE AND TO HOLD the sald premises, with all and singular the tenements,
hereditaments, and appurtenances thereunto belonging or in anywise, sppertaining, the rents, issues
and profits thereof; and all estate, tight, title and interest in and to the premises as well in law as in
equity, except as expressly provided otherwise herein, unto ssid Grantee, its heirs, successors and
sasigns forever.

This deed is being recorded 10 comect the legal description on the Bargain and Sale Deed

dated August 15, 2005 and recorded August 15, 2005 as Instrement No. 105114749, records of Ada
County, 1daho.
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STATEOFIDAHO )
)ss.
Cownty of Ada )
Onthis thdeyof ko e, indhoyear2005 beforoma, .Y ohaso
a Notary Public in snd for said State, personally appeared B DON COPPLE, knownor identified 1o me
tcbeﬂwpmwhmcmcumbsmbedwmcwiﬂmmmtuﬁwmmay~m»faczofms
JEKER, and acknowiedged to me that he subscribed the name of Julius Jeker thereto as principal,

and his own name as afitormey-in-fact.
N WITNESS WHEREQF, | have herounto set my hand and affixed my official seal the day and year

mthuounf'eu:ﬁmahowmm

,.gmnn,,
JOzr

IYYLLINT]

ey o
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EXHIBIT A

The § 5 of the NE ¥, the SE ', and that portion of the SW Y% lying Southeasterly of Brookside Lane in
Saction 25; the N 14, the SE %, and the NE % of the SW U of Section 36; the E X of Section 35 lying
East of State Highway 55, and the E 4 of the SW Vi of Section 35 lying Scutheasterly of State Highway
535, Township $ North, Raage | East, Boise Meridisn; and Government Lot 4 of Section 1, Government
Lots |, 2, and 3 of Section 2, Township 4 North, Range 1 East, Boise Meridian; and the “West 23 ssres”
of GGoverament Lot 4 of Section 30, Township 5 North, Range 2 Esst, Boise Meridian, Ada County,
Jdaho, more particulazly described 83 follows:

BEGINNING at the corner common to Sactions 15, 26, 31 and 36, Township 4 North, Range | East,
Boise Meridian;

Thence North 60706’ 52" East, 25.46 fest to the spparent center of Brookside Lane;

Thence dlong the center of said lape South $8°1¢°32" East, 414,96 feet;

Thence Morth 84°26°48™ East, 277.62 feet;

Thence 321.30 feat along the arc of a curve to the left, having a radius of 260.00 feet, a central sngle of
70°48°16™, and a long chord bearing North 49°02° 40" Bast, 101.24 feet;

Thence North 1393831 East, 1285.35 feet;

Thence $1.82 feet along the are of & curve to the right, having a radius of 70.00 foet, 2 centeal angle of
64°58°28", and a long chord bearing North 47°07'45” East, 77.25 fest, )

Thence North 30°37°00™ East, 181.40 feet;

Thence North 65°10° [ 07 East, 415.26 feet;

Thence North 66°37°43" East, 354.36 fest:

Thence 60.97 feet along the arc of a curve to the left, kaving a radius of 100.00 fest, 5 cerral angle of
341601, and 2 Jong chord bearing North 49°09'42” Easl, $0.03 feer;

Thence North 31°41°41" East 130.05 feet;

Thence 63.84 foet along the arc of a curve (o the nght, having & radius of $0.00 feet, a central angle of
49°1%°14™, and a long chord bearing Nosth $6720°49™ Bast, £6.74 feet;

Therct North 80°59"55™ East, 314.34 feet to 2 point on she North-South midsection line of said Section
25

Thence departing said cexter of Brookside Lane slong said midsection line aod the East boundaries of
Spring Creck Estates and Spring Creek Estates Subdivisicn No, 7, a1 same are recorded in Book 26 of
Plats af Page 1638, and Book 78 of Flus at Page 8270, respectively, records of Ads County, idsho, North
00°31'05" East, 740.09 feet 10 the Northeast comer of said Spring Creck Estates;

Thence continging along said Mid-section line North 00*46' 19" East, 546.81 feet to the Southesst corner
of Lat 11, Block 2 of said Spring Creek Estates Subdivision No. 3;

Thence cantinving and along the East line of said lot North 00°33'02” East 536.09 feet to the Center
Narth 1/18 comner,




Thence elong the North Jine of the S %A of the NE 4 of said Sestion 25, common to the South line of said
Spring Creok Estates Subdivision No. 3, South $9°19°4'F East, 417.16 feet 1o the Southwest carper of
Lot 4, Biock 3 of Spring Creek Estates No. 2, 25 same ia recorded in Baok 36 of Plats at Page 3070,
records of Ada Couaty, Idaho;

Thence continuing and along the South Jine of said Spring Cresk Estates No. 2 South §8°47°29" East,
2244 49 fret to the Southeast comes of said Spring Creek Estates No. 2, commen 1o the Northeast comer
of the South half of the NE Y of said Section 25;

Thence South 0924 44" West, 1334.19 feet to the quartsr comer common to said Sections 25 and 30;
Thence South 00°38°33" West, 1302.17 feet to the Morthwest comer of Government Lot 4 of said
Section 30;

Thence along the North line of zatd lot South 88°15'28™ East, 782,14 feet;

Thence South D0738°53” West, 1302.59 feet 1o & point on the South line of said Lot 4;

Thence along said line Nerth 33°17°01” West, 732.13 feet 1o the comer common to said Section 25, 30,
31 and 36;

Thence South 00°09°29™ West, 2700.86 feet t5 the quarter cormer common to said Section 36 and 31;
Thence South 00°22'41” West, 261262 feet to the Southeast comer of said Seetion 36;

Thence North 89720° 55" West, 2612.43 fee1 to the quaster cormer comoion to said Sections 1 and 36;
Thence North 06°02°04" West, 1317.63 feet to the Center Seuth 1/16 cormner of said Section 36;

Thence North $9°06' 137 West, 131924 fost to the Southwest 1/16 comer of said Section 36;

Theace North 00°0%9'52" West, 1323.24 feet my the Center West 1/1 6 corner of said Section 36,

Thance North §8°51°46™ West, 1322.34 feet (o the quarter corner common 10 $aid Sections 35 and 36;
Thence South 00°17'34” Bast, 2637.71 fesi to the comer common to sakl Sections 1, 2, 35 and 35;
Thence South §9°20°44™ Exst, 1316.16 feet to the Northeast comner of Government Lot 4 of said Ssction
5

Thence South 00°01°40” East, 1335.45 foet to the Northwest 1/16 comer of said Scotion I;

Thence North $9428'42™ West, 1319.47 feet to tha North 1716 comer common 1o sald Sections | and 2;
Theace along the South line of Lots 1 md 2 of said Section 2 Morth $9°)6739" West, 2630.92 fest to 2
founnt 5/8" iron pin macking the Center North 1/16 carner of said Section 2;

Thence along the South line of Government Lot 3 North $8°12°56™ West, 1335.70 feet to a found 4~
iran pin marking the Soutbeast comer of Mary Glen Subdivision No. 2, as same is recorded in Book 30
of Plats at Page 1830, records of Ade County, Idaho, said point sccepted a5 the Southwest comer of said
Government Lot 3; :

Thence along the West lins of 1aid Lot 3 and the West line of the E 14 of the SW %4 of said Section 35 as
establisied by the Easl fines of said Mary Glen Subdivision No. 2 and Maryglen Subdivision No. |, as
same is rocorded in Book 29 of Plats 2t Page 178}, records of Ada County, idabo, North 00°14° 1 1" West,
305.44 feet to » found 4™ iren pin;

Thence North 00°09°48" West, 652.45 feet to a found %" iron pin;




}

Thence North 00°14728” West, 2487.41 fest 1o a potk on the Southeasterly right-ofiway of Stats
Highway 55, said point common o the most Northerly comer of Lot 1, Block 2 of said Maryglen
Subdivision No. 1;

Thance along said nghl-of-way North 54°28°08" East, $54.51 ﬁm,

Thence 46.40 feet slong the arc of & curve to the keft, having a radivs of 1697.02 feet, 8 central angle of
123359, and a long chord bearing North $3°41'08” East, 46.40 feet fo & point on the Eaxt-West mid-
section line of said Section 35;

Thence departing said nght-of-way along said line South §9*10°17" East, 59076 feet 1o the center of
said Section 35;

Thence alang the North-South mid-section fine North 00°21°27" West, 609.22 fset to a point oe the
Sousherly line of Dry Creek Road Right-of-Way described in Instrument No. 35055006;

Thence 90,01 feot along said right-oFway and along the are of a pon-tangent curve to the left, having a
radius of 380.00 fact, n central angle of 13°34°177, snd 1 long chord bearing South §0°40°35™ East, §9.80
feet;

Thence North 57°17°39” East, 38.80 feet;

Thence 296.23 feet along the are of a curve to the right, hvmgaradms of &11.27 feet, a central angle of
27945°5%", and a long chord bearing North 71°10°42” East, 293,34 fest;

Thence NMorth 85°01°42™ Eagt, §5.13 feet;

Thence North 4956’17 West, 5.00 fest;

Theose 152.13 feet along the wre of & man-tangent curve to the left, having a radins of $30.00 feer, a
central angle of 9°22'217, and a long chord bearing South 80°22°33™ West, [51.96 feet;

Thence South 75°4] '23" West, 122,86 feer;

Thence 157.79 feet afong the arc of & curve to the right, having u radius of 320.00 feet, a central angle of
33°37°27", and u long chosd bearing Novth 87929/ 54" West, 13511 foet to a point on the Easterly right-
of-way of Sisie Highway 35 lying on the Nonh-Scath mid-section Jine of sald Section 35,

Thence along said Easterly right-of-way North 00*21"27" West, 1028 fest;

Thence 258.12 feet along the are of a4 non-langent curve to the left, having a radius of 853.60 feet, a
central angle of 17°13°28", and v long chord bearing Noeth 921033 East, 257,15 feet;

Thence North 00%33°58” East, 39.68 feet;

Thence 369.13 feet alomg the arc of a non-tepgent curve o the left, having a radius of 169702 faet, 5
centyal angle of 12°27°52", and a long chord bearing North 6§°47°55" East, 368,45 fest;

Thance North 00733758 East, [324.59 feed to a point on the North line of the NE % of said Section 35,
said point bears South §9°19°03™ East, 110.50 feet from the N ¥4 comer of said Soction 15;

Thence along said Nosth line South 85°19'03™ East, 253231 feet to the POINT OF BEGINNING.

EXCEPTING THEREFROM the following described right-of-way parcel described in Instrament No.
95055309, Ada County Records, more particalarly desciibed us follows:




Cammencing at the Ceutor of Seciion 35, Township 3 Nerth, Range | East, Boise Meridian, Ada County,

ldaho;

Thence along the North-South mid-section line North 00°21727" West, 478,89 feet to a point on the

Southerly right-of-way of Diry Creck Road;

Thence along said right-of-way North §7°1 T°42” East, 175.22 faet;

Thence 7520 foct along the are of a curve to the right, having a radiug of 56127 feet, a central angls of
T4*34" and a loog chord bearing North 61°07°58™ East, 75,14 feer 1o the REAL POINT OF

BEGINNING.

Thence continuing 196.82 feot aiong the arc of said 561.27 foot radiug curve to the right, having a central

anghe of 20°15°29", and 1 long chord bearing North 75°01°00" East, 195.81 feet;

Thence North 85°03'427 East, §5.12 feet;

Thence South 4¥56"22" East, 5.00 feet,

Thence 142,31 feet along the arc of a non-tangent curve (o the lofi, having a radius of 370.00 feot, &

central angle of $¥22°t9", and & long chord bearing South 30°22°34” West, 142,15 feet;

" Thence South 75°41713™ West, 107.69 feet o the POINT QF BEGINNING.”
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20005 at a Glance
Statistical Highlights

The Dallas Police and Fire Pension System provides retirement, disability, and survivor
benefits to the Police Officers and Firefighters of the City of Dallas. The System has had a
steady growth in both its membership and its assets since it was founded in 1916.
Participants
Active Members, ncluding DROP = 4 648
Benefit Recipients = 3,121

Terminated Vested = 141

Total Participants = 7,910

Service Retirements Added

Police = 69
Fire = 46
Total = 105

Disability Retirements Added

Police = 3
Fire =1
Total =4

Fund Assets at Market Value = $2,735,733,857
Benefits Paid = $111,330,798
Member Contributions (Net of Refunds) = $17,748,241

City Contributions = $87,373,312
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Intreductory Section

Richard 1. Tetlamant, Board of Trustees

Admuinistrator .
D A L L A 8§ Gerald Brown, Chairman

POLICE & FIRE Gary W, Edge

[trian F Blake.,

Assistant Administratee -~ Donald W M
PENSION SYSTEM John M Mays

Denald C Rohan, Rector McColluim

Assistant Adrningslrator Steven G. Shaw

Maxine Thornlon-Reese

Gearpe I Tomasovie

Steven H Umlor

Richard H. Wuchsman
Honorable Mayor, Members of the City Council. and

Members of the Dallas Police and Fire Pension System:

The Board of Trustees and staff of the Dallas Police and Fire Pension System (the System) are pleased
to present the Comprehensive Annuat Financial Report of the System and the Financial Statements and
Actuarial Report of the Supplemental Police and Fire Pension Plan of the City of Dallas for the fiscal year
ended December 31, 2005 (the annual report).

This annual report is intended to provide complete and reliable information regarding the financial perfor-
mance of the System and a means to meusure the responsible stewardship of the System’s assels.

This annual report 1s divided into six sections:

* The Introductory Section includes this transmittal letter and an overview of the System, highlight-
ing the System’s history, administrative structure. operations and programs, and provides a list of
professicnal service providers.

» The Financial Section includes the independent auditor’s report, Management’s Discussion and
Analysis {MD&A), basic financial statements and notes to the basic financial statements for the Sys-
tem, with required supplemental information.

*  The Investment Section includes a report on investment activity and performance, a summary of
investment policies. and other investment related schedules.

» The Actuarial Section contains the consulting actuary’s Certification Letter and the full actuarial
valuation report.

«  The Statistics Section includes membership, benelit payment and additional financial inlormation
in graphic form. Both current and historical data ars presented.

*  The Supplemental Police and Fire Pension Plan of the City ot Dallas Section contains the 2005
Actuarial Valuation and 2005 Financial Statements with Independent Auditors” Report for the Supple-
mental Police and Fire Pension Plan of the City of Dallas.

The linancial statements and notes were audited by Mir - Fox & Rodriguez and were prepared in ac-
cordance with all recent Governmental Accounting Standards Board rulings. The actuarial valuation was
performed by Buck Consultants. Except where noted. Wilshire Associates and The Townsend Group pro-
vided the investment performance data included in this report.

2301 N. Akard Street - Suite 200 - Dallas, Texas 75201
Phone 214.638.3863 - Fax 214.638.6403
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During the year ending December 31, 20035, both the Persion System and the Supplemental Plan remained
broadly diversified with investments in equities, fixed income. and real estate. For the third straight year,
the System experienced a double digit investment return. The total rate of return on investments for the
year was 10.3% for the System. The Supplemental Fund’s total rate of return on investments for the year
was 4.66%. The System’s investment performance ranks in the top 1% of all public funds with more than
$1 billion over one and three years.

The Management of the System s responsible for maintaining a system of adequate internal controls.
These controls are designed to provide reasonable assurance that the assets are protected and that financial
transactions are executed in accordance with Board policy and federal, state, and tocal laws and regula-
tions. Additionally. the controls provide assurance regarding Management’s responsibtlity to the System
and facilitate the titnely preparation of financial statements in accordance with generally accepted ac-
counting principles.

At atime when the defined benefit form of public pension plan remain under attack in many jurisdictions
around the country. the System’s outstanding investment returns and the diligence of the Board in moni-
toring the System’s funding status help assure this System’s continued financial health.

As always, the Board of Trustees and staff welcome your comments, We appreciate vour support and the
opporlunity to serve you.

The Board of Trustees and the statf are dedicated to maintaining the System’s cxcellent financial condi-
tion through diversification and sound management of the System’s assets. We believe that a strong Pen-

sion System benefits the City and its taxpayers, as well as the Members of the System. We will continue
to do our best, “Serving those who protect the Dallas community,”

Respectfully submitted,

Lt Sar— Getht 7 Totmat

Gerald Brown Richard L. Tettamant
Chairman of the Board of Trustees Administrator

2301 N. Akard Street -  Suite 200 - Dallas, Texas 75201
Phone 214.638.3863 - Fax 214.638.6403
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2005 YEAR IN REVIEW

HISTORY OF THE SYSTEM

The System is a defined benefit plan qualified under section 401 (a} of the Internal Revenue Code.
A pension plan was first established for Dallas Police Officers and Firefighters under City Ordinance in
1916. Employees and employer each contributed 1% ot pay. The “Old Plan,” as we now know it, was cre-
ated in response to funding pressures in 1935 under Scction 6243a, Vernons’ Texas Revised Civil Statutes,
a revision of previous state law.

Plan A became effective September 13, 1969, to provide a benefit based on a member’s average salary
and vears of service credit. Plan A and the Old Plan are now viewed together as Group A. There are no
current active contributing Members of the Old Plan or Plan A in the System.

The Legislature created Plan B, the current plan for most Members, in March 1, 1973, In 2005, the
System celebrated its 89th anniversary of ensuring the financial future of City of Dallas Police Officers
and Firefighters and their families.

SYSTEM ADMINISTRATION

The System is administered by a Board of Trustees composed of 12 members:

+ Three elected from the active membership of the Police Department,

+ Three elected Irom the active membership of the Fire-Rescue Department,
»  One elected by retired Police Officers,

* One elected by retired Firefighters, and

+  Four appointed by the City Council from aniong its membership (two council trustee positions
currently are vacant).

In an election held in April 2005, Gerald Brown, Active Firefighter Trustee, and Richard Wachsman,
Pensioner Firefighter Trustee were re-elected to the Board. Steve Umlor, Active Police Officer Trustee and
John Mays, Pensioner Police Officer Trustee. were unopposed and deemed re-elected to the Board. The
term of office for each is June 1, 2005 through May 31, 2009

The Board has a fiduciary responsibility 1o the Systent and its members to exercise prudent oversight
and administration of System assets. To meet their responsibility and stay current with technical concepts
and approaches to assct management and plan administration, the Board and staff participate in edu-
cational conferences and perform due diligence concerning System investments. The Board also main-
tains active participation in many pension-related associations, notably the National Conference on Public
Employee Retirement Systems (NCPLERS) and the Texas Association of Public Employee Retirement
Systems (FEXPERS).

The Board has retained the services of protessional consultants and advisors considered essential to
the effective operations of the System. These professionals assist the Board in making the decisions that
affect the System’s investment performance as well as the administration and maintenance of benefit pro-
grams.

1!
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PROFESSICNAL SERVICE PROVIDERS

Investment Advisors

AllianceBernstein Institutional Investment
Management

Ashmore Investment Management Limited

Bank of Ireland Asset Management
Brandywine Investment Management
CDK Realty Advisors

Clay Finlay, [nc

Fidelity Management Trust Company
Forest [nvestment Associates

Frank Russell Company

GMAC Institutional Advisors
Hancock Agricultural Investment Group
Hearthstone Advisors

Heitman Capital Management
Highland Capital Management

W. R. Hutf Asset Management
INTECH

INVESCO Real Estate

Kennedy Associates Real Estate Counsel
LandBaron Investments

L&B Realty Advisors , LLP

Lone Star Advisors

Loomis, Sayles & Company

Merit Energy

The Mitchell Group

Mondrian Investment Partners

North Texas Opportunity Fund Capital Partncrs LP

Oak Associates

Qaklree Capital Management
Olympus Real Estate Partners
Pharos Capital Group
RREEF

State Street Global Advisors
TCW

T. Rowe Price Associales

Actuary

Buck Consultants Inc.

Auditor
Mir - Fox & Rodriguez, P.C.

Custodian Bank
JP Morgan Chase Bank

Investment Consultants

The Townsend Group
Wilshire Associates Inc.

Performance Measurement
Consultants

Financial Control Systems Inc.

Legal Advisors
Godwin Pappas Langley Ronquiilo
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The Board meets monthly and as needed in the performance of its fiduciary duties. The Board also
meets at least quarterly with its investment consultants to review the performance of each investment
manager, asset class and fund investments. Periodically, the Board conducts an asset allocation study to
optimize the allocation of System assets.

The administrative staff performs the day-to-day operations of the System. At year end, the statf con-
sisted of 24 positions and included the Administrative, Benefits, Accounting, Investment, and Information
Systems teams, The staff’s main functions are (1) payment of benefits, (2) audit and control, (3) retirement
counseling, (4) investment of assets (5) review and monitoring of investments, (6) Member communica-
tions, (7) coordination with profcssional service providers, (8) legal. and (9) staff support to the Board.

The costs of administering the System consisting of operating administrative expenses and capitalized
items are paid by the System from current earnings pursuant to an annual fiscal budget adopted by the
Board.

INVESTMENT HIGHLIGHTS

The System had a very suecessful year in 2005. For the third straight vear. the System earned a double
digit investment return, returning 10.3% on investments, and continues to perform among the top public
pension funds in the country. Through diversification and prudent investment management, System as-
sets, al market value, increased by $241.9 million, reaching $2.74 billion.

New England Pension Consuitants (NEPC), the System’s new investment consultant, ranked the
System in the top |% of all public funds using the Independent Consultants Cooperative Universe (ICC)
data basc for one year and three years investment results, top 12% over five years, and fop 4% over seven
years. As of December 31, 2005, the ICC public fund data base consisted of 185 public funds that were
valued at $524 billion dollars.

Annualized Cumulative Investment Return

25% ,

20% -

15%

The above chart demonstrates that the System's long-term investment
performance -- 11.4% since 1952 -- has exceeded the expected rate of return.
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Additions to Plan Net Assets

During 2005. the System reccived more than $105.1 million in employec and employer contributions.
The System also carned investment return, net of fees, ot 566.2 million, other income ot $0.3 million, and net
appreciation on plan assets of $185.7 million. Net additions to Plan Net Assets totaled $357.3 million.

Deductions from Plan Net Assets

The System paid out over $111 million in 2005 in service and disability retirement benefits and sur-
vivor benefits, including Deferred Retirement Option Program (DROP) disbursements. The System also
refunded about $1.1 million to terminated Members. System administrative expenses totaled $3.0 million,
Total deductions from plan net assets was $115.4. The totat change in plan net assets was $241.9 million.

CHANGES TO PLAN NET ASSETS

Additions to Plan Net Assets (000)

Contributions $ 105,122
Investment and Other Income (Loss) 252.204
Total Net Additions to Plan Net Assets $ 357326
Deductions from Plan Net Assets {(00)
Benefit Payments $ 111,331
Retund of Contributions 1,070
Administrative Expenses and Professional Fees 2.995
Total Deduetions from Plan Net Assets $ 115396
Net Increase in Plan Net Assets £ 241930

MAJOR INITIATIVES

In 2003, the System continued to maintain a comprehensive business continuity plan (BCP) for the
continuation of services in the occurrence of a business disruptive event. The System established a “cold
site” from which to carry out essential operations in the event of business disruption and conducted a suc-
cessful test of the plan.

The Board established the William G. Baldree Employee of the Year Award named in recognition of
the long and outstanding service performed for the System by William G. (Jerry) Baldree. Jerry, who had
worked for 15 ycars as the System’s accountant and auditor, died in April 2005 after a long illness. The
Board presents the award each year for outstanding employee achievement to the staff member who has
made a significant contribution to the System through exceptional job performance and/or service.
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The System initiated several new investment ventures in 2005. The Board hired INTECH and T.
Rowe Price as enhanced index managers for the domestic equity portfolio, moving about $350 mil-
lion from an S & P index fund. The System also funded a $50 million emerging market debt mandate
in January 2005, completed funding for a $107 million small-cap core mandate. and expanded the real
estate loan program using the System’s bonds as collateral to $58 million. Phase Il of the loan program
was expanded using a new bank credit facility through Bank of America. The bank credit facility is
$100 million in size.

PLAN MEMBERSHIP

The System provides comprchensive retirement, disability and survivor benefits for the City’s 7,769
Police Officers, Firefighters, Pensioners. and their beneficiarics. As of December 31, 2005, 2,972 Police
Officers and 1,676 Firefighters were Members of the Pension System. The total of 4,648 Active Members
reflects an increase of 51from last year’s total of 4,597 (2,918 Police Officers and 1,679 Firefighters).
The average Police Officer is 41.24 years of age with 15.92 years of pension service. The average
Firefighter is 43.45 years of agc and has 17.48 years of pension service with the City of Dallas.

Active Membership in the System
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Total Active Membership has remained stable over the last ten vears,
increasing by 274 Members from 4,374 to 4.648 Members.

The number of Active DROP participants in active service reached 1.056 during 2005, an increase of
78 from the prior year. The average DROP participant in Active Service is 54.34 years of age with 28.80
years of pension service. The average age at which members enter DROP is 50.0 years of age.
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Active DROP Membership
(1996-2005)
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Active DROP Membership increased by 643 Participants
over the last fen vears from 413 to 1,056 Participants.

The System paid $111.3 million in pension benefit payments recipients in 2005, At the end of the year,
benefit payments were being made to 2,181 service Pensioners, 199 disability Pensioners, and 741 ben-

eficiaries.

Number of Retired Members
(1996-2005)
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The total number of Members on Service Retirement increased steadily over
the last ten years from [,67% in [996 to 2,181 as of December 31, 2005.
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For a review of System benefit provisions, see the Actuarial Valuation and the Notes to Fimancial
Statements. You may obtain more information in the Statistics Section and on the Pension System’s Web

site at www.dpfp.org.

PLAN AMENDMENTS

Active Members voted in November on the following 7 proposed amendments to the Plan:

1. Permit the Board to create medical expense accounts to allow Members to save money while
working so that the Members could use the saved funds to help pay medical expenses after retiring.

2. Permit Pensioners to ¢lect a 100% joint and survivor pension.

3. Permit Members, Pensioners or Survivors to designate a beneficiary to receive any lump sum pay-
ment that is payable due to the Member’s, Pensioner’s or Survivor’s death.

4, Permit any Pensioner to elect a survivor benefit for a minor child who is not a Qualified Survivor
because the child was born or adopted after the Pensioner left Active Service.

5. Authorize the Board to adopt a policy designed 1o enhance Pensioner and beneficiary flexibility in
deferral to and distributions from DROP.

6. Eliminate the 4% annual adjustment to Base Pension for new members hired after December 31,
2006 and authorize the Board to grant ad hoc increases to affected Members,

7. Extend to Police Officer Members the same presumptions regarding disabilities caused by job-re-
lated heart and lung diseases. as mandated by state law for firefighters.

Each of the proposed amendments was approved by the membership.

LEGISLATION

During 2005. the System continued to work with other state public retirement systems and organiza-
tions to support legislation to address issues important to our retirees. In particular, the System supported
provisions in proposcd pension reform legislation in the Congress to eliminate the 10% early withdrawai
penalty tax on DROP distributions and to provide a $5.000 tax credit toward health care expenses for re-
tirees.

The System supported other legislation that would make Social Security solvent for {uture genera-
tions. Along with other public pension plans, the System also contirued to oppose federal Icgislation that
would require mandatory or universal Social Security coverage. The Board believes that federal legisla-
tion that would mandate Social Security coverage for all public emplovees would be bad public policy.
would do little to correct any perceived shortcomings in the Social Security program, and would poten-
tially jeopardize public pension plans. The success of this effort is demonstrated by the fact that there is no
current major legislation requiring mandatory provisions for Social Security coverage.

The System’s involvement in these activities is ongoing.
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SUMMARY

Pension System assets, membership, and programs remained strong. The System’s communications
efforts continued to improve to better meet the needs of the membership.

The long-term investment performance of the System is rated among the top of all public pension
plans. The use of multiple managers employing different investment styles has kept the System’s long-
term performance on track, significantly outperforming the actuarial rate of 8.5%.

System's Funding Progress
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The System is on schedule to be fully funded in 20 yvears.

ACKNOWLEDGEMENTS

This annual report reflects the effort of the System stafT under the guidance of the Board of Trustees.
The report s intended to provide complete and reliable information regarding the financial performance
of the System and a means to measure the responsible stewardship of the System’s assets.
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Membership and Benefits
2005 Program Highlights

Benefit Statements Distributed
3,456 Annual Benefit and DROP Statements

Counseling Sessions
835 Members

I Deferred Retirement Option Plan (DROP)
78 New Active Members in DROP
1,056 Total Active Members in DROP
' 170 Retired Members in Deferred DROP I
507 Retired Members with DROP accounts
24 Deceased or Spouses with DROP accounts [
1.847 Active and Retiree DROP Accounts

New Recruit Education Meetings

8 Meetings with 212 new Members

Pre-Retirement Education Program (PREP)
7 Meetings
291 Atrendees

Financial Planning Program
3 Meetings
216 Attendees

Pensioner Financial Planning
2 Meelings
140 Attendees

19



2005 Annual Report

BOARD OF TRUSTEES
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2005 Organizational Chart
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Board
of

Trustees

Richard Tettamant
Administrator

‘ Linda Rickley Carol Turbeville
Board "
i Executive
Coordination Secreta
Manager i l
[ — — ‘ — |
Bnan Biake Don Rohan _
Assistant Everard Davenport Assistant Mike Taylor Vacani
Administrator General Gounsel Adrninistrator Internal Gantrol Auditar
Operations Manager

Investments

Jay Jackson
Investment Apalyst

Rosa Perez
Receptionist

I
B " omror |
Pat McGennis Information
Jack Liewehr Benefits Manager Technology
Accounting Manager
Manager

Susan Cluse
Accountant

Vickie Johnson
Accounting
Specialist

_I Erica Ramsey
Administrative
Clerk

Gale Paul J

Kevin Killingsworth

Don McMilian . i)
Pensioner Communications
Benefits Counselor Advocate Specialist
|
O
Zahide Torresdey | | Barbara McCann Kglhy Bannon
s — | Assistant Benefits
Benefits Counselor Fensioner Liaison
Counselor

Gail Borneman
Education | |
Pregrams

Coordinater

~

Jerry Chandler
Systems Analyst




2005 Annual Report

2005 Administrative Staff
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SIGNIFICANT EVENTS IN THE SYSTEM'S MODERN HISTORY

1977

+  Separation of pension administration from the City Secretary’s Office
« Appointment of first Administrator of the Dallas Police and Fire Pension System—Ray Ward
<« Retention of A.S. Hansen Inc. as the System’s actuary

*  Development of a plan to resolve unfunded past service cost

» System’s assets topped $74 million (12-31-78)

+ Implementation of new city and employee contribution plan
+ Retention of Compensation & Capital Inc. to monitor investinents
»  System’s assets topped $85.8 million (12-31-79)

» Retention of Eppler, Guerin & Turner Inc. as the Systein’s first investment consultant
« Retention of Peat, Marwick, Mitchell & Co. as actuary

«  Retention of First City Bank as custodian

+  System’s assets top $103.3 million (9-30-8()

1981

« Distinction of becoming the first retirement system to be officially registered with the Texas
State Pension Review Board

+  System’s assets topped $110.4 million (9-30-81)

1982

+ Retention of two real estate investment advisors

* Jerry Hast named as the Fund’s second Administrator

« Rencwal of Master Custodian service by First City Bank—Dallas
«  System’s assets topped $136.7 million (9-30-82)

[
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1983

» Largest growth in the history of the System (to date)
* Benefit improvements to Plan B and Plar A, increasing cost of living to 4% simple
* System’s assets topped $196.9 million (9-30-83)

» Retention of Pension Real Estate Services Inc. as real estate investment consultant
» Hired three additional real estate managers and designated 10% of fund for real estate
» Citizens voted approval of change in city and employee contribution rates

» System’s assets topped $218.8 million (9-30-84)

* Incrcased Plan A and Plan B benefits, including survivor and retiree minimum benefit
anmounts

» Equity assets invested 100% with mutual funds
» System’s assets topped $262.1 million (9-30-85)

* Creation of Pension System bencfit counseling program
«  Members vote to begin paying administrative tees from System’s assets

» System’s assets topped $329.5 million (9-30-86)

» Retention of Wilshire Assoctates as general investment consultant (10-1-86)

» Reallocation of Assets: 52% domestic equity, 10% international equity, 18% fixed income, and
20% real estate

+ System’s assets topped $425 million (9-30-87)

1988

»  Approval of Plan amendments increased pension service credits from 2.5% to 2.75% per year
e System’s assets topped $434 million (9-30-88)
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1989

« The Old Pension Plan and Plan A were combined to form the Combined Pension Plan
» Buck Consultants Inc. retained as System’s actuary

+ Creation of the Finance and Administrative Board Committees

«  Participation in securities lending and commission recapture programs

«  System’s assets topped $347 million (9-30-89)

* Benefit changes made during the year included:
- the benefit supplement increased and
- the vearly pension service credit was increased from 2.75% to 3%
+ Changes in asset allocation included global fixed incomc (9%) and international small
capitalization {5%)
»  System’s assets decreased to $529.7 million (9-30-90)

» Plan amendment election held July 1991
+  Change of System year-end to December 3|
+ System’s asscts topped $683 million (12-31-91)

= Plan Amendment election held October 1992;
- Created Deferred Retirement Option Plan (DROP),
- Increased the minimum benefit to $1.500 per month.
- Allowed active Members to buy back service time they lost or to repay contributions
withdrawn by a Qualified Domestic Relations Order (QDRO). and
- Integrated Plan B of the System into the Combined Pension Plan
+ Appointment of new administrator, Richard Tettamant

« Syslem’s assets topped $719 million (12-31-92)

= Plan amendment electian held September 1993
« Implcmentation of multitamily residential (apartment) investment program in the investment
portfolio
+ Implementation of exit strategy for real estate commingled funds
+ Implementation of Deferred Retirement Option Plan (DROP) January 1st
- 220 Members joined
- Annual benefit statements distributed
« Syslem’s assets topped $825.8 million (12-31-93)
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1994

1995

1998

Relocation of Pension System office to 2777 Stemmons Freeway

Reinstatement of benefits for 68 surviving widows whose benefits had been previously
terminated upon remarriage

Reaffirmation by Texas State Pension Review Board of the System’s actuarial soundness
Initiation of Pre-Retirement Education Program (PREP) for active cmployecs
System’s assets exceeded $863.8 million {12-31-94)

Initiation of Periodic Retirement Education and Planning seminars (PREP, Jr.} for active
employees with 5-15 years of service

Retention of LRS Pension Plus for new automated pension administration
System’s asscts topped $1 billion in July
System’s assets exceeded $1.077 billion (12-31-95)

Amendment of Plan to correct, ciarify, and delcte inoperative provisions, initiate excess benefit
plan, and authorize pretax contributions

System’s assets excecded $1.268 billion (12-31-96)

Initiation of Mcmber contributions being paid on pre-tax basis
Completion of DROP five-year actuarial review
System’s assets exceeded §1.452 billion (12-31-97)

Initiation of ©20 and Qut” and/or “20 and DROP”
Increase in Minimum benefit to $1,800 per month

Change in DROP intcrest rate calculation to be based on 10-year Treasury bond with a range
of 8% to 10%

Assignment of place numbers to Trustee positions
Initiation of Pension System’'s [nternet Website
System’s asscts exceeded $1.659 billion {12-31-98)

26



Introductory Section

1889

2001

Extension of DROP to Pensioners

Implementation of Ten-year certain benefit provision

initiation of tax-deferred rollover from other qualified plans for Pension service purchase
Assignment of place numbers to City Council Trustee Board positions

DROP had 959 total participants with more than $109 million in deposits

System’s assets exceeded $2.069 billion (12-31-99)

Implementation of 36 month average for computing Group B Member’s average computation
pay

Implementation of SWAR (Spouse Wed Atter Retirement) option

Decrease in age and service credits requirentent for the special survivor benefit

Increase in Minimum benefit to $2,000 per month

Implementation of provisions to allow transter of DROP funds to the Member’s City of Dallas
401(k) account

Creation of Police pensioner and a Firefighter pensioner positions on the Board of Trustees
System’s assets exceeded $2.039 billion (12-31-00)

Relocation of Pension System office to 2301 North Akard Street
Election of first Police Pensioner and Firefighter Pensioner Trustees to the Board
Plan amendment election held December 2001
- Permitted purchase of Pension Service on a pretax basis through payroll deductions or
rollover
- Permitted Members to purchase Pension Service in whole vear increments
- Permitted Member disabled while on military leave of absence to receive a non-service
disability pension
- Added 100% joint and survivor annuity option
- Increased minimum benefit increased to $2.200 per month
- Changed calculation of DROP interest rate to average of System’s {0-year investment
return as calculated by the System’s actuary
- Provided for special election to fill vacant Trustee positions
System’s assets totaled $1.9 billion (12-31-01)
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2002

Selection of JP Morgan Chase Bank as custodian bank
Creation of Pensioner advocate position
System assets totaled $1.7 billion (12-31-02)

Initiation of Pensioner Advocate Program
Initiation of Financial Planning and Pensioncr Financial Planning Programs
System assets totaled $2.2 billion (12-31-03)

Established loan program to enhance real estate investment return
Moved Pensioner Financial Planning education program to offsite
Established a Business Continuity cold site

Svystem assets totaled $2.49 billion (12-31-04)

Re-¢lection of four Trustees
Plan amendment election held November 2005
- Permitted Members to contribute to a health savings account (o pay medical expenses
after retirement
- Permitted Pensioners to elect a 100% joint and survivor pension
- Permitted designation of beneficiary to receive any lump sum payment payable due to
death
- Permitted Pensioner to elect a survivor benefit for a child born or adopted aficr the
Pensioner left Active Service
- Enabled the Board to adopt a policy to enhance flexibility in deferral to and
disteibutions from DROP
- Eliminated the annual adjustment for new members hired after December 31, 2006 and
authorize the Board to grant ad hoe increases to affected Members
- Extended to Police Officer Members the same presumptions regarding disabilities
caused by job-related heart and lung diseases, as mandated by state law for firefighters
System assets totaled $2.74 billion (12-31-05)
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Financial Section

DALLAS POLICE AND FIRE PENSION SYSTEM

Financial Statements
and
Required Supplemental Information

Decemnber 31, 2005 and 2004
(Wirl Indepenidenr Auditors’ Report Thereon)
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Financial Section

DALLAS POLICE AND FIRE PENSION SYSTEM

TABLE OF CONTENTS

Independent Auditors’ Report
Management's Discussion and Analysis (Unaudited)
Basic Financial Statements:
Staternents of Plan Net Assets - December 31, 2005 and 2004

Statements of Changes in Plan Net Assets - Years Ended
December 31, 2005 and 2004

Notes to Basic Financial Statements

Required Supplemental Information:
Schedule 1 - Schedule of Funding Progress (Unaudited)
Schedule 2 - Schedule of Employer Contributions (Unaudited)

Note to Required Supplementat Schedules (Unaudited)

Page
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Financial Section

Mir - Fox
Rodriguez, P.C.

Ceaniliod Pubhc Accountants Mermber of lhe American Instilule of Cerlified Public Accounlanls

INDEPENDENT AUDITORS' REPORT

To the Board of Truslees
Dallas Police and Fire Pension System;

We have audited the accompanying statements of plan nel assets of the Daillas Police and Fire Pension
System (ihe System) as of December 31, 2005 and 2004, and the related statements of changes in plan
net assels for the years then ended. These basic financial statements are the responsibility ol ihe
System's management. Our responsibility is to express an opinion on these basic financial statements
based on our audits.

We conducled our audits in accordance wilh auditing standards generally accepted in the Uniled States
of America. Those slandards require that we plan and perlorm the audit to oblain reasonable assurance
aboul whether the financial stalements are free of material misstaterment. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures thal are appropriale in
the circumslances, bul not for the purpose of expressing an opinion on the effectiveness of the System's
internat control over tinancial reporting. Accordingly, we express no such opinion. An audil also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant eslimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonabie
basis 1or our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial status of the System as ot Dacember 31, 2005 and 2004, and the changes in ils financial status
for the years then ended in conformily with accounting pringiples generally accepted in the United Stales
of America.

Management's discussion and analysis (MD&A) and the required supplemental information {schedules 1
and 2), are nol a required part of the basic linancial statements but is supplementary information required
by the Governmental Accounting Standards Board. 'We have applied certain limited procedures, which
consisted principally of inguiries of management regarding the methods ot measurement and
presentation of the MD&A and required supplemental informalion. However, we did nol audit such

information and do nol express an opinion it.
. f :
LA x - odu.fu?
/

August 7, 2006

1900 One Riverway
Houslon, TX 77056
713822 1120

713 961 0625 Fax
www. mirpc.com
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DALLAS POLICE AND FIRE PENSION SYSTEM

Notes to Basic Financial Statements, Continuad

a. Managar inveslment philosophy, style, and stralegy shall remain consisleni and shall nol
change withoul the Board's approval. The manager shall have discretion lo manags the
parttolio consistent with the style presenied to the Board at the me of selection and
{urthar subjedt to Lhe restrictions established by tha pohcy herein.

b. The Crer of the Board may execule amendments and consents if the resulting changes
of aliowances are provided lor in lhe governing documenls as previously accepted by the
Board. Otherwise, such changes are to be approved by the Board. The Bagrd will be
nolfiad on & quanerly basis of all exscuted amendments.

3. The Board with assisiance from the Syslem sialf shall monilor each Alternalive snd Feel
Estele manager’s performance and adherance 1o siralegy and Manager spacific guidelnes.
Il is the Board's discrelion to take carrective aclion by feplacing an investmant menager il
they deem il reasible and appropriale at any lime. ARernative and Reai Estaie invesiment
manager retenlion is govarmed in most cases by Limited Parnarshyp Agraemants, Limiad
Liability Company Agreements, or ather binding agreemenls. In lhese cases, the Board with
assistance Irom the Syslemn siaf shall identily availabla opliong as allowad by lhe goverring
documents and delermine the impact and canseguences of these options.

Intergst et risk and foreign curengy risk

The System invasts in lixed ncome securilies including, bul nol limited to, inveskments representing
inslruments wilh er obligatec fixed rate of interest ineluding public and private debentures,
morntgages, investhents 1 lile nsurance general accounts and guaranlesd investment contracls, with
marurties yreaier inan one yeas, and op ments may have an Invesiment grada or
nop-Nvesiment grade raling. Purchases and sales, investment sefeclion and impiemantabion of
invegiment strategies are delegated 1o the discretion of thi investment managar, subject lo
compliance with its manegement agreement and the Sysiém’s (nvesiment Policy.

nsffutures. Ing!

{nterest rale risk is Ihe risk that changes in interesl tates will adversely affect the tair velue of the
investmant. Inlerest rate risk IS the greatest risk Jaced by an investor in the lixed income market.
The price ol a fixed income security typically maves in the opposite diraction of tha change in inlerest
rates. The weighted everage malunty expresses invesiman! lime horizons {when the investment
come Jue and payabie) in years, weighiad 1o reflec) Ihe doher size of individuai invasiments withn
the invesiment lype. The Syslem dogs not have & lormal investmient policy that limits investment
malurities gs a means of managing its exposure to potental fair vajue losass ansing trom fulure
changes in inferes rales, but rather mandales such limits within the invesiment Management
Services Conlracl.

Foreign currency risk s the risk 1kat changes in exchange rates will adversely affect the tair value of
an investment or 2 deposit Imernetional securilies invesIment managers are expected (0 maintain
diversilied portfolios by secior and by issuer using the System Invesiment Policy.

Ar December 31, 2005, the following lables shows the Syslem's investments by typs, lims-to-
maturity, fair value. and foreign currency Huctuation:

Conlinued

DAl _AS POLICE AMD FIRE PEMSION SYSTEM

Notas to Basic Financial Stalemenls, Conlinuad

The tallowi~g 1aales prowide informanan as of December J1 2005, conteimng the lair valua of ivestmens, inle st rata sk, 3nd loreign currency nisk.

Less Than 15 610 Morg Tnan Total Far
. Type ¢f invesmmaent _ 1 Year Years Yaars 10 Years ___value
Fiaed Matunty Darmeslic
U5 Treasury Secunlias 3 19370 489,241 906.732 953,198 21.086.315
U S Govl Agency Securbes 94.p41 32.150.978 2,043,094 34.239.013
Carparale Securities.
Asse| Backed Segunlies 118,302 2,424,550 6.045816 6.588.768
Collataralizad Morngage Obligghon 19,496 116.407 68872817 9,012,720
Corpotale Bands 2.215,685 32.711.370 89.545 532 65539778 190,012,387
Commgled Funds 89,005318 89.005.318
Converible Bonds 2,123.438 7,711,856 2.454.675 14,161,949 26.452.018
Invesimant inlerests _10z713001 102,713,001
Total fixed maturiey domestic 23720704 _ 7381847 05,440,898 288777021 461109560
fnlernatonal Government Bands:
Ausiraian Doller 8.688.876 5244119 14.933 065
Atgeniing 2.020,064 f kAt 2.337.801
Brazil Real 5,302,193 5302193
Brish Peand Slerding 389.260 5.560.867 5.830.727
Canatian Dollar 12 895 065 B.778.442 21,578,407
EURD Currency 1.451.572 29.287,026 9.450.6582 883,263 a%.022.533
Japaness Yan 6375540 20,254,029 8576516 34.306.082
Mexican New Pusg E 976.50% 891,624 7.778,a43
hew Zealana Doliar 3070540 3.070.560
Pulanz 9,808,491 9.609.991
Par. 1378025 1378125
Sngapors Dohigs 7,742,254 7 TAZEDS
Soulh Alncan Aand 2.397.83% 2.387.805
Swedish Krona 3.982,285 11.206.456 15,108,741
Uruguay 1,898 820 1,560,219 3,459,059
Tatal nlemnalianal pavernmenl tonds 231140812 83 064,384 61,786,271 18,091,811 186.136.778
\migrnational Corarale Bonds
Australian Dollar 1.060.614 1.077.6524 2,138.232
Beniuda 102,715 100208 211.921
Brirsh Pound Slaiimg 136,712 3091618 7114503 11045130 12685 385
Cayman Iglands 2,104,187 2,244,937 4,249,104
Clile aoe.ms 33.eg
Canadian Qallar 1,123,665 744578 3.185.925 1.766.033 8.820.197
EUROQ Currency 21371 861,652 4,315.263 1,354.257 6.744.893
Japanase Yan 94,526 89,626
Meslcan New Peso 68 733 15,037 43.770
Prilippings 2,120,550 2.120 550
Singapore Jollar 400.363 400 363
Venezuéle _ 1,348,800 1,348,300
Tal@al iniernancnal corparale bonas _ 5947612 5,008,207 15 704,444 10,203,495 37.045.758
Pagled tnlernaiional Fixed Malurty 1,572,373 _ 58.831.611 __61,403,984
Toval international fixed maturiy 29,062,524 49,734,964 __T1562715 88.225.317 284,580,520
Total iegd malurty $ 52,783.254 162 856,811 173,012,613 377.003,338 785,896,920
Contnued
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DALLAS POLICE AND FIRE PENSION SYSTEM

Motes to Basic Financial Statemenls, Conlinued

The required contribution rate of the Cily, pursuent 1O an agtuarial study eflective January 1, 2008,
cansists of 15.84% of coversd membars'’ salanes lo pay normal costs, increased by 7.78% ol covered
members' salaries (0 amortize ils lunding delicit over 20 years, increased by 3.88% vl covered
members' salanas for an eddilional amorlizelion requirement resulting in a nat contribulion rate of

27 5%. Tha City is required Lo contribule al a rale that has been actuarially determined end adepted
by the Board.

In 2005 and 2004, combined palice ofiicers, firatighlers and Cily coniribulions represent
approximalaly 27.5% and 35.75%. respectively of each year's coverad payroll. Slate law requires
{hat the System fund the plan benelils based on an approved acluanal study. The actuary must
cerlily thal the conlribution cammilment by police officers, tirelighters and the Cily provides an
adequale linancing arrangemenl. During 2005 and 2004, contributions were rade in accordance
wilh 1he adopled plans of benelits approved by the Syslem’s actuary.

Historical trend infgrmation

Historical trend information is providad as supplemental informalion on pages 24 through 26. This
information i1s inlended o demonstrate progress the Syslem has made in accumuiating sufficiant
zssets 10 pay benelits when due and the relaled acluanal assumptions used in determining the
actuarially detarmined amounts

The Syslem's contribution ratas and the actuarial infcrmation included in schedules 1 and 2 is based
on cerlain assumplions penalnlng lo interest rales, infllalion rales and pamcnpanl damugraph»cs all of
which ara subject io changs. Due (o unceriaintes inher
procass, it is at leasi reasonably possible that changes in these eslimates and assumptions in 'd"le

near term could te material to 1ha financial statements.

Forward Contracts

During fiscal years 2005 and 2004, Lhe Systemn enlered into forward foreign exchanga conlracis, A
currency lorward is a contractyal agreement between two parlies lo pay or receive speci’c amounls
ol lorgign currency al & future dale in exchange for another currency al an agreed ugon exchanga
rate. Forward commitments are nol slandardized and carry credit risk due 1o the possible
nonperermance by one of 1he counterparties. The maximum potenliai oss is the eggregate face
value in U.5. dollars at the time the contract was opened; however, the linelihaod of such loss is
remate. Farwards are usually Iraded over-the-countar. These (ransactions are entered inlo in arder
to hedge risks [rom exposure ta loreign currency rate Huctuation end L0 facillate Irsde settiement of
foreign security transaclions Forwards carry market risk resuling Irom adverse fluciuations in
loraign exchange rales. Recognition of realized gain or loss depends on whalhar the currancy
exchange rate hae moved favorable or unlavorable to Ihe contract holder upan tarmination of the
contracl. Prior ta terminalion of the contract, the Systam records the unrealized currency lranslation
gain or 'oss based on the epplicable forwerd exchange rales. Such malching existed al year and,

During 2005 and 2004, 1ha System recognized nel realized losses on fareign currency lorward
caniracts ol $305,327 and $1,199,6 35, respectively. At Decemper 31, 2005 and 2004, tha Sysiem

nad net ynrealized depracialion on ferward contracis refected in the accompanying basic inancial
slatemenis of approximately $1,714,801 and $8,179, respeciively.

Conlinued
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DALLAS POLICE AND FIRE PENSION SYSTEM

Notes to Basic Financial Statements, Continued

Obligation Under Reverse Repurchase Agresments

State statules permil the Sysiem to enlar into reversa repurchase agreemenls. The credil expasure
at year end 2005 ralated 1o these agreements was $2,369,792. All sales of investments under
raverse repurchase agreemenis are lor iixed lerms. In invesling the proceads of reverse rapurchase
agresmenls, lhe Syslem policy 1s for the lerm 1o matwrity of the investment Lo be the same as the
1erm af the reverse répurchase agreements, Such matching existed at year end 2005 and 2004.

Ling of Credit

The System has a credl agreement with a commercial bark which provies lor a reyvalving line of
credil bearing mterest of 4.7% at December 31, 2005, payable monlhly. A1 Gacember 31, 2005, the
System had borrowed approximately $85,391,000 releted to the revolving credit line which provides
far a maximum barrowing of $100,000,000. The revolving crecit line was openad in July 2005, and
exprres on July 6, 2006. Interes| tale 15 based on LIBOR plus 40 basis paints. The Sysiem alsc pays
a quarlerly fee on the unused gortion of Lhe line of credil.

Federal Incoma Tax Status

A lavorable determinelion Ihal the System is qualitiad and exempl Irom Feders! mcome laxes wes
received on January 24, 2001, from lbe internal Revenue Service (IRS). The Baard believes Lhat Iho
Sysiem = cesigned and continues 1o operate in comoliance with the appiicable requirements of the
inlernal Reverue Code.

Adminlstrative Expenees

The Sysiem’s plan decument aulhorizes the Beard 10 pay adminisirative costs from the Sysiem,
provided that the System's actuary has defermined Lhal the System has sulficient income to pay such
costs, Of the Syslem’s tatel administrative cooms, $418 863 and $546.426 wers reimbursed tc the
Gily by Ihe System during the years ended December 31, 2005 and 2004, respectively.

Invesimant related expenses lor the years ended December 31, 2065 and 2004 also include
$13,552,627 and $10,685,754, respaclively, in asset managemanl lees.

. Commilments and Contingencies

As described in note 1, cerlain members of |he Syslem are entilled to refunds of thair agcumulalad
contributions or lermination of employment wih the Cily, prior 1o being eligibla far pension benelits.
As of December 31, 2006 and 2004, aggregate conlributions (rom aclive members of lhe Syslem with
less than live yaars ol service were 54,587,367 and $7,056,275, respectively,

The Syslem had oulslancing investmant commitments Lo verious limilad partnerships and
imernealionel invesiment advisars of approximalety $286 million al Decembar 31, 2005.

Conlinued
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DALLAS POLICE AND FIRE PENSION SYSTEM

Notes to Basic Financial Statements, Continued

Deferred Compensation Plana

The System oMers s employees 2 defarred compensation pian (the DCP) crealed In accordance with
Internal Revenus Code Seclion 457, The DCP, avalable la all employaes of the Syslem, permits
employees to defer a portion of therr salary until lulure years. Distributions from the UCF are nol
available lo amplayees unlil termination, relirement, dealh or untoreseeatie amargency. The DCP
has a third party administrator, ING Retirement Services {ING) and Ine casi of adminisiration and
tunding are borne by the DCP pariicipants. Amounts gaterred are held in trust by ING eng since the
Systemn had no liduciary responsibility for the DCP, these amounls are nol refiecled in lhe
accompanying basic financiat stalements I accordance with GASE Stalement No. 32.

The Syslem also oflers its emplayees a monay purchase pension plan IMPP) crealed in accordance
with Inlemai Revenue code Seclion 401. The plan is avaiable lo employess of the System Lhat are
nol considered an employes of the City. Participation in 1he plan is with the pergrmance ol ane hour
of service and terminauon from Lhe plan is upon employrnent ierminelion. Employees ara allowed lo
meke alear lax contributions, Nol Io excaed IRS Code limiletions, System conlributions equal a
percentage of the employ@e’s compensahon 1hal is equal 1o the comnbuled amount the City makes
on behal of a System participant. During 2005 and 2004, lhe System contribuled $130.580 ard
$179.713, respactively. The MPP has a third party admiristralor, ING, Inc., and Lhe cos! ol
administration and lunding are borne by the MPP participants. Amounts deferred are haid in trust by
ING and since the System had ne fiduciary respensiility {or the MPP. thase amounls are not
reilecled in o accompanyir ial slaternents in agcordance with GASE Gtatemant Na. 32,

. Rlgka andg Uncertainlies

The Systam mvests in varous investments securities. Invesiment securilies are axposed Lo vanous
riskg such e5 interest rate, market and crodif risks. Due lo the level of risk assoeated with certain
investment securities, it is a! least reasonably possible ihat changes in the value ol invesimenl
secyrities will ocgur in Iha near term and thal such changas could materially aHect ihe amounis
reported in the slalemants of plan nel assets.

The System contriaulion rates and the acluenal infarmalicn included in the schedule of contribulions,
page 25, and schedule of funding progress, page 24, are based on cerfain assumptions pertaining to
inleresi rales. inflation rales and paricipant demegraphics, all of which are subject o change. Due 0
uncertainties inherent in the eslimations and assumplions process, it is at least reasonably possible
thal changes in these eslimates and assumptions in |he near lerm could be malerial 1o lhe basic
{inancial stalemenls,

Several lawsuils are pending against the Cily by third party police officers and lirelighlers, which
claim the right 1o significanl back pay on behall of most current and many former Dallas police officars
and firefignters. Il these lawsuils are auccessiul, they will likely result in large aver-due pension
claims on behall af many retired pensioners and large increasss in the actuarial accrued liabilles of
current members ol the Sysiem, because pensions are generaliy 8 parcentage ol the pay of the
police oflicers and firalighters.

The Syslem has intervaned in the above |awsuils 10 pratect the System's right to meambers and City
contribLnons which the System believes will ba due if the palice oflicers” and firelighters’ ¢laims are
successiul. The ullimate culcome of Ihese lawsuits cannot be delermined al ks time and,
accordingly, no amounls related o lhese ciaims have been accrued in the Plan's basic financial
stalements as of Dacamber 31, 2005 and 2004,

22
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REQUIRED SUPPLEMENTAL INFORMATION

Schedule 1
DALLAS POLICE AND FIRE PENSION SYSTEM

Schedule of Funding Progress (Unaudited)
(dollars in millions)

GASB reguired supplementary information (unaudiled) related lo the Byslem’s junding progress I$ as
follows (amounis are in the milions):

Schedyle o Funding Progress

Actuanal LAaal asa

Actuarial accrued percenlage

Actuanal value ol liabilily Add_ Funded Covered ol covered
valualion assels (AALY (LAAL) ralio payrol payroll
dala {a} b} o) [y e} {{b-ay/c

1171997 $ 1,137 1,630 493 69.7% 176 277.0%
1/1/1998 1,307 1,782 475 733 183 2461
1/11939 1,503 1.958 455 76.8 205 222.0
1/1/2000 1,772 2,094 322 84.6 213 151.2
1/1/2001 2,005 2,328 323 B6.1 224 144.2
1/1/2002 2,158 2,554 396 84.5 251 157.8
1/1/2003 1,992 2,736 746 728 270 276.3
141/2004 2,288 2,889 603 781 265 2275
11112005 2,485 3,074 589 308 282 2088
1/1/2006 2,700 3,282 582 823 2985 197.3

Cerlain factars, such as changes In benelit provisions, 1he size or composition of the population
coveras oy Ine Sysierm o ife aciuarial assumptons used, may significantly affect tha ide ation of
Irands in the amounts reported in this schedule.

Analysis of the dollar amounts of actuarial vaiue of assets, actuarial accrued liability, and unfunded
actuarial accrued liability in isolation can be misleading. Expressing the actuarial value of assels asa
percenlage of tha acluarial accrued labilily provides one indication of the plan’s funding status on a
going-concerm basis. Analysis of this percentaga over time indicates whather the plan is becoming
linancially sironger or waaker, generally, the greater this percentage, the sironger lhe plan. Trends in
unfunged actuarial accrued liabilty and covered payroll are both attected by inflation. Exprassing the
unlunded actuarial accrued liabiity as a percentage ol covered payroll approximalely adjusts lor the
afiects of inliation and aids analysis of lhe plan's progress made in accumulating sufficient assels lo
pay benefits when dus. Generally, the smaller this percentags, lhe stronger the plan.

See accompanyirg nole 1o required supplemental schedules.
See accompanying independent auditors’ reporl.
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Investment Section

STRATEGIC INVESTMENT POLICY

The Strategic Investment Policy of the Dallas Police and Fire Pension System (“the System™) provides
the framework for management of the System’s assets. {t has been designed to allow sufficient flexibility
in the management process to capture investment opportunities as they may occur. yet provide reasonable
parameters to ensure prudence and care in the execution of the investment program.

[t is essential that the value added by the System’s investment management be appropriate not only
to meet inflationary ¢ffects, but also to provide additional returns above inflation to meet the investiment
goals of the System. Meeting the System’s investment goals finances an optimal package of retirement
benefits for Dallas police officers and firefighters and maximizes the utilization of the members™ contribu-
tions and the tax dollars of the citizens of Dallas,

STATEMENT OF INVESTMENT GOALS

The general investment goals of the System are broad in nature to encompass the purpose of the
System and its investments. They articulate the philosophy by which the Board will manage the System’s
assets within the applicable regulatory constraints.

I. The overall goal of thc System is to provide benefits, as anticipated under the pension plan, to
its participants and their bencficiaries through a carefully planned and executed investment program.

2. The System seeks to produce the highest return on investment that is consistent with levels of
liquidity and invesiment risk that are prudent and reasonable, given prevailing capital market conditions.
While the importance of the preservation of capital is recognized. the theory of capital market pricing
which maintains that varying degrees of investment risk should be rewarded with compensating returns is
also recognized.

3. The pension investment program shall at all times comply with cxisting and futurc applicable
state and federal regulations.
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STRATEGIC ASSET ALLOCATION PALICY

I order to achicve maximum returns, the policy ot the Board of Trustees (“the Board™) is to diversify
between various investment types as deemed suitable.

The Board has adopted an asset allocation policy with three primary asset groups. Equity (Domestic
and International}, Fixed Income {Global High Quality, High Yield and Global Opportunistic) and Real
Estate, as well as cash and cash equivalents. as shown in the chart below:

=
Asset Allocation as of December 31,

2005

Real Estate Cash Equiv.
14% ) 1%
Domeslic Equity

Global Bonds 33%

10%

Global Opporlunistic
Fxed
12%

Domestic Bonds

Int'l Equity
5"/‘0 25%]

Pension Svstem assets were diversified into the categories shown above as of December 31, 2003.

Asset Allocation Model

Real Estale 15%

Domestic Equily
34.0%

| Globa! Bonds 10.0%

I Global Opportunistic

Fixed International Equity
o nternational Equs

12.0% Domestic Bonds 5% 24.0%

An asset allocation review is conducted monthly. This comparison is developed from the month end
asset valuation obtained from the System’s custodian. If this comparison reveals that an account is out-
side the designated range, as specified in the Investtnent Iimplementation Policy, the Board may direct the
Administrator to effect a reallocation of assets by month end to achieve target

th
(=23
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GENERAL INVESTMENT MANAGER GUIDELINES

Investment management for the System is provided by external investment managers. Each invest-
ment manager operates under a set of guidelines specific to the strategic role its portfolio is to fulfill in the
overall investment structure. Individual managers are evaluated according to benchmarks that reflect the
objectives and characteristics of the strategic role their managed portfolio is to fulfill.

INVESTMENT HIGHLIGHTS

The System’s market value increased by $241.9 million in 2005, resulting in a year-end total asset
valuation ot $2.74 billion. The System had an excellent year returning 10.3% for the year 2005, This re-
turn exceeded the actuarial interest rate of 8.50% that the System expects to earn over an extended period.
For a more detailed comparison, see “Rates of Return by Asset Class™ below.

I Rates of Return by Asset Class
December 31, 2005
| Rate of Benchmark
Investment Category Return Comparison
Domestic Equity 6.13 4.91|S&P 500 Index
’—International Equity 14.33 13.54|EAFE Index
Global Bonds -5.11 -4.49|Lehman Global Aggregate
' Domestic Bonds 1.82 2.10)Citigroup Comp. High Yield
Global Opportunistic Fixed 9.46 5.14|Custom Bond Index
Real Estate 27.30 20.06[NCREIF Property index
Cash Equivalent 3.07 3.07(91-Day Treasury Bill
Total Portfolio 10.30 3.50])Actuarial Assumption |
I

Investments are diversificd among various assct classes, and the performance
of each categorv is compared 10 a benclhinark index.

The System’s use of multiple investment stratcyies, asset diversification, and asset rebalancing. has
served the System well over many market cycles, resulting in a continued ranking among the best per-
forming public pension plans in the nation. New England Pension Consultants (NEPC), the System’s
new investment consultant, ranked the fund in the top 1% for the one year and three years periods, top
12% over five vears, and top 4% over seven years, for public funds using the Independent Consultants
Cooperative Universe (1CC) data base. As of December 3 1. 2005, the ICC public fund data base consisted
of 185 public funds that were valued at $524 billion dollars.

The “Annualized Cumulative Investment Return™ graph in the Introduction Section shows that the
System’s annualized return since 1982 is [1.4 Y.

Equity Portfolio

Large capitalization value stocks outperformed large capitalization growth stocks as measured by
Russell. The Russell 1000 Value Index returned 7.04% versus the Russell 1000 Growth Index which re-
tuned 5.26%. Over the last five vears, large value stocks tracked by Russell outperformed growth stocks
on an annualized basis by 8.86%. The difference between small capitalization value and small capitaliza-
tion growth was narrow as cvidenced by Russell 2000 Valuc that returned 4.71% versus the Russcll 2000
Growth that returned 4.15%. The S&P 500 Index returned 4.91% for the year.
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The System’s domestic equity portfolio represents approximately 33.4% of the total investment port-
tolio. The domestic equity composite for the System reterned 6.13% in 2005 outper(orming the S&P 500
Index by 1.22%. Ovecr a three year period the System’s domestic equity portfolio reterned an annualized
17.95% and outperfonined the S&P 500 Index by 3.56%.

The Mitchell Group, a Texas based investment manager focusing on the North American energy sec-
tor, returned an impressive 47.4% for the vear. The energy advisor has also compiled a three vear annual-
ized performance number of 37.10% for the System.

The Heff Alternative Fund managed by W.R Huff Asset Management returned 29.0% for the vear by
investing in private companies. The fund has a three vear annualized performance number of 34.20%.
AllianceBernstein Institutional Investment Management. managing a deep value strategy for the System,
returned 9.50% for the vear. AllianceBernstein produced a three vear annualized performance of 19.50%
in an environment where the S&P 500 Index returned 14.39% over the same period on an anaualized ba-
Sis.

The System added three new equity {nvestmient managers during 2005, Eagle Asset Management,
INTECH. and T. Rowe Price. Eagle Asset Managemenl invests in simall capitalization stocks, INTECH
and T. Rowe Price invest in larger capitalization stocks using an enhanced index strategy tor the System’s
core equity investments.

Top Ten Domestic Equity Holdings
{as of 12/31/05)

{ Runk Deseriplion Shares ) Price T value <‘7 Cosl j% of Total |
L CITIGROUP INC 417,800 00 51853 $20.275,334.00 51640728907 | 03607
2 PFIZER INCORPORATED 641,100 (0 52332 $14.950,152 00 §16,377829.57 | 0360w |
3 BANK AMER CORP 28560000 | $4615 | SI5.180.440.60 $12458,063.88 | 04945
K GENERAL ELECTRIC COMPANY 351,800.00 $35 415 $12.651.090.60 512,257383.99 | 04758
5 EXXON MOBIL CORP COM 2020000 | $36.17 $12.424.304.U0 S12,688,932.19 | 0662
6 TEVA PHARMACEUTICAL INDS LTD 267.800.00 $13.01 S11,518,075 00 $8.909.417.13 EER]
7 1P MORGAN CHASE & CO COM 268,900 00 53960 $10.672.641.99 §9.763,638.02 0.1904
8 COGNIZANT TECH SOLUTIONS CORP | 205.000,00 $50.27 $10.305.350.00 $2315,358.25 0.3866
K QUALCOMM INC 237.500.00 543 08 51023150000 | $9.531.093 11 £.3R39 ﬁ
| MEDTRONIC TNC. 17550000 |  $3757 $10.J03.535.00 |  37.994.236 17 63791 |

International Equity Portfolio

International stocks outperformed domestic stocks for the year as evidenced by the Morgan Stanlcy
International Europe Australasia Far East (MSCI EAFE) Index. MSCI EAFE returned 13.54% for the
year in comparison to the S&P 500 Index that returned 4.91% for the year.
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Top Ten International Equity Holdings
{as of 12/31/05)
Rank Description Shares Price | VYalue Cost
1 TOTAL ‘B’ 67980 $250.1 $17,01625026 |  $10,360.488 20
2 TOYOTA MOTOR CO 294700 $31 83 515,487,960 &9 51101251434
3 NOVARTIS AG 234103 $52.39 $12,265,583.23 $10,533.35527
4 GLAXOSMITHKILINE ORD GBEFO 23 481832 $2522 $12,151,682 59 $11.781,757.22
5 ROCHE HOLDINGS AG RO354 513971 $12,059.567.64 $7,024 .308.01
_ 6 ENIEURT COM 123148 327 64 511,695 045.23 $7.299,165.05
| 7 ROYAL BK SCOT GRP 33644 33013 F10.136,083.13 39.800910.71
8 VODAFONE GROUP ORI 51 4669771 1215 $10.061,397 14 39424674 71
9 CREINT SUISSE GRP CHE3 187813 550,84 $9.548.122 77 $7,932.796 65
L 10 SAMSUNG ELECTRONIC 14488 ! 165193 $G445 11253 $6.123 198 34
|
——— — — — — —— |

The System’s international equity portfolio represents approximately 24.3% of the total assets of the
fund and returned 14.33% as a composite group in 2005. The System’s international growth manager.
Clay Finlay, returned 17.8% for the year. Fidelity Management Trust Company manages a risk controlled
international equity portfolio and that portfolio returned 14.90% for the year. Fidelity’s three year annual-
ized performance of 25.20% outperformed the MSC] EAFE Index over the same period by 1.50%.

Fixed Incame Portfolio

Domestic high grade bonds as represented by the Lehman Brothers Aggregate Bond [ndex returned
2.43% for the year. The rise in short term rates atfected the short to intermediate part of the government
yield curve and accounted for low rates or returns on many U.S. fixed income investments. U.S. govern-
ment inflation protection bonds, also known as TIPS, returned 2.84% for the 2005.

The System’s fixed income investments represent approximately 26.9 % of the total portfolio. The
System’s fixed income portfolio is divided among three categories; Domestic High Yield, Global Quality,
and Global Opportunistic.

—— j
Top Ten Fixed Incaome Holdings
(as of 12/31/05)
[Rank Description Coupon | Matuny 1 Skares Price Value Cosl o of Total
| | FEDERAIL NATL MTG ASS 4000 5712007 | 11,640,000 98 468000 §11,519892 1511037963 (04322
2 | GERMANY (FED REP) 4000 L2004 9,165 000 122313830 [$11.216.063 | $11.934.106 | 04206
3 | FEDFERAL HOME LOAN BANK 4.000 32572007 | 168,990.000 98 969000 $10,876,693 | 10,986,563 |0 408]
[ 4 [POLAND GOVT BOND 5750 [6/1/2008 | 30,510,000 31550821 | $9.676.155 | $9.535,523 | 03612
5 [JAPAN GOVT 10-YR 0.500 0172013 1, 190,000,000 | 0.8035336 $9,559 699 $10316,378 |0 3587
6 [ JTAPAN(GOVT OF) ~ 2o 67172007 QA0 000,600 0.876633 $8.415675 | SO0E7940 |0 3157
7 |MEXICOUTD MEX STYBDS 120720012 | 710,000 981634647 [$6,983,806  [S3.803409 [0.2620
8 | VERTEX PHARMACEUTICALS INC 925 | 5750 202001 3,470,000 190.750000 | $6,619,025 83,191,025 [0 24R3
9 |CANADA GOVT 6.000 612011 6,950,000 94598140 $6.574.040 56330005 | 02467 |
| 10 [SINGAPORE (GOVT OF; BDS 2628 10172007 | 10,920,000 | 60.082117 $6,560 989 | $6.546,141 | 02402
- —— ———— — —— — e —
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The Domestic High Yield portfolio 1s approximately 5.0% of the total porttolio for the System. The
Systemn’s high yield investment manager. W. R. Huff Asset Management. returned 1.95% for the year. The
manager’s return of 14.41% annualized for the last three years is in line with benchmark. the Citigroup
Composite High Yield Index over the same period.

The Global Quality bond portfolio comprises approximately 9.6% of the total fund and retuned a
(5.11%) for the vear. Over the lasi three yvears. the Glebal Quality bond pertfolic returned an annualized
5.93% per year and exceeded the Lehman Global Aggregate by .43% annualized per vear. Brandywine
Asset Management returned (2.10%) for the year and exceeded the Lehman Global Aggregare benchmark
of (4.5%) by 2.40%.

The Global Opportunistic represents approximately 12.3% of the portfolio. The portfolio seeks higher
yields in both domestic and international fixed income markets by investing in investment grade and non-
investment grade bonds. Loamis Sayles returned 7.5% for the year and exceeded their custom benchmark
by 1.40% for the year. Loomis Sayles returned 22.0% annualized for the last three vears and returned
[1.60% annualized for the last five vears. Loomis Sayles exceeded their custom benchmark for the three
years annualized and five year annualized by 8.0% and 1.70% respectively. Highland Capital. one of the
distressed debt mangers in the Global Opportunistic category, returned 22.8% for the year.

Real Estate Portfolio

The real estate portfolio is approximately 15.4% of the entire market value of the investment portfolio.
The gross return for the real estate portfolio in 2005 was 27.30%. The Systen1’s real estate portfolio re-
turned 24.63%, 18.58%, 13.13%, and 13.08% annualized net of fees respectively for one vear, three vears,
five years, and ten years periods.

The private real estate portfolio represents approximately 73.0% of the total real estate portfolio. The
private real estate portfolio is extremely diversified by the type and location of the real estate asset owned.
The private portfolio consists of retail, industrial, multi-family, office, and undeveloped land. In addi-
tion, the location of the private assets cover the United States trom Hawaii, Idaho, California, Arizona,
Nebraska, Colorado, Georgia. Wisconsin, Kansas, Florida, Massachusetts. and Texas.

The System had outstanding performance in the private real estate portfolio from Prudential Strategic
Value Investors returning 54.11% for 2005. In addition, Kennedy Associates Real Estate Counsel returned
37.51% for the vear. The private real estate portfalio had an outstanding vear returning 24.91% 20035, The
performance history for the System’s private real estate is impressive having returned annualized mumbers
of 16.97%, 12.72%, and 13.71% respectively for three years, five years, and ten years ending 2003.

The public real estate portfolio consists of investments in Real Estate Investment Trusts (REITs) and
totals approximately 9.0% of the System’s real estate assets. The REIT portfolio managed by RREEF re-
turned 11.38% for the year 2005, The three year annualized return is 27.64% and the five year annualized

a0/

return is 20.53%.

The domestic timber portfolio is managed by Forest Investment Associates and the vear end invest-
ments represented approximately 7.6% of the real estate assets. The advisor returned 18.16% [or the year.
Longer term performance for the timber portfolio is 11.97%, 6.45%, and 8.83% for the three year, fives
year. and ten year period ending 2005.

The agricultural portfolio’s market value is approximately of 10.2% of the real estate portfolio and is
managed by the Hancock Agricultural Group. At vear end the agricultural investments were diversified by
type and location with approximately 84% located in the United States and approximately 16% in Australia.
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The crops include apples, cranberries, almonds, pistachics. walnuts, macadamia nuts, and wine grapes.

The 2005 return for the agricultural investments is 42.30%. Hancock has produccd annualized returns
0f 26.38% and 11.26% for the three year and five year period ending 2005,

INFLATION

Inflation as measured by the Consuiner Price Index for all Urban Consumers (CPI-U) increased 3.40%
for the year 2005 according to the U.S. Department of Labor.
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May 19, 2006

Mr. Richard 1. Tettatnant
Administraior

Dallas Police and Fire Pension System
2301 N. Akard Sireet, Suite 200
Dallus, TX 75201

Re: Dallas Police and Fire Pension System Actnarial Valuation as of Januvary 1, 2006
Deat Mr. Tetramant:

We certify that the information confained in this reporr is accurate and fairly presents e
actuarial position of the Dallas Police and Fire Pension System (the System) as of
January 1, 2006.

Actuarial Valuation

The primary purpose of the valuation report is to determine the adequacy of the current City’s
contribution rate, to describe the current financia) condition of the System, and to analyze
changes in the System’s condition. In addition, the report provides information required by the
City of Dallas in commection with Gavernmental Accounting Standards Board Statements Number
23 and Number 27.

Basis for Funding

The member and City contribution rates are established by stanite. The City's and the members’
conributions are intended o be sufficient to pay the normal cost and to amortize the System’s
unfunded aciuarial accrued liability.

Funding Progress

As of Jznuary 1. 2006, the employer contributicn rate needed in ovder to pay the normal cost and
fund the Untunded Acwarial Accrued Liability over 30 years is 23.62%. This amount is less
than the 23.86% 40-year employe: coutribution rate calculated as of Janmary 1, 2605, The
current contribution rate covers the normal cost and rhe amortization of the Unfunded Actuarial
Accrued Liability (UAAL) over 20 years.

14911 Quorum Drive. Suile 200 - Dallas, TX 75254-7534
97528 6800 « 972.528.6001 {fax)
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Benefit Provisions

The actuarial valuation reflects the benetit and contribution provisions set forth in the System’s
statutes. There are no significant benefits which were net taken into account in this valuation.
The valuation is based on the same benefit provisions as the previous valuation, except that the
removal of the Automatic Adjnstment for new Members after December 31, 2006 was reflected.

Assumptions and Methods

The actuarial assumptions and methods used in the valuation are presented in Schedule C. There
were no changes in actuarial assumptions since the last actuarial valuation.

The assumnplions used are individually reasonable and reasonabie in the aggregace.
Data

Asset information and member data for redred, active, and inactive members was supplied as of
January [, 2006 by the Administrator. We have not subjected this data w any auditing
procedures, i have examuined the data for reasonableness and copsistercy with the prior year’s
daza.

Very truly vours, 7
i

/,/34 // /

ichard A Maclqe F S.A.
Principal and Consultmg Actuary

RAM:km

\GERWVALVREPL.AN DOC

Enclosures
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Summary of Prineipal Results

Jangary 1, 20 Japrery | 204K
| Menbersbin |
Active 1648 4,397
Ternunaied wills defrired et 41 15
Hedred members snd Meschicanied 3128 kxS
Comgrensation
Tousl 204 3RE 100 %
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Comerients o the Valuation

Tverview
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current meshership dala. e current faanckal data, e current bepefil provisions and te
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Diallas Police and Cire Pension Sysiein Sectiap 2
Actuarial Valwuien - January 1, 2004 {condinued}

Danefir Provisions

Schedule B swinnarizes all g henefit provisions of the Syswan.  There are ne srgmificanc
benefits which were 1ol waken mio account in thiy valuadon,  Lhe valoation is based o ihe
same benefit provisions as the previous valuation, excep! thit e removal of e Autgmaii
Adjustmenz for members hired om ar sfer January |, 2007 was reflected.

Actgaria Assumptions and Metivds

The seuarial assuinpdons and micthods used in (ke vaiuation are presented in Schedule C.
There were no changes in actearizl assumpuons since the 128 actaacial vatoar

The agsuenguions used are wdividuslly reasonable and reasooablic m the aggregale.

Scheduie D enmpares the assumphens 1o e Teeent experdence of the systemn and discribes
the adequacy of the assumptions,

GASB Statement No, 27

Under GASH Sialement No. 27, employers must delermine 3 peasion expense based on a 40
year amidizadion of $ic UAAL for fiscal vears bepnmimg afrer Jupe |5 1980 The
amortizalon can assume payroll growth due o infladoa, but o membership growth, Alter a
18-veur mussition penod, the feguired wmortizaion pered will drop 1o 30 years. M te aciuad
coniribulion rats s fess than the rute required by GASE No, 27, 1he extess nuit be expensed
Tais will result in the cmployer showing an aceried but unpaid liabitity for pension denefits on
IG (inaocial stalements.

A Ciry Contibution rate of 23.62% will he required for tie Clg o avoid showisg an awrued
pension liability on ks Bnancial suements for the fiscal year begnning in 2006 ¥ nm for the
fact thar previous contributions hive exceeded the GASB requirements, Ag e current rate of
conmibution, and assuiming no ucher changes, the City will not be required v show an aceried
bul unpaid pension liahility for the System an s financial statement ia the (utare,

Finaneiat Duta
Tie financwi Jam used m this report was supplied by Lhe System,

Sestion 5 reconciles e Syslem’s assets betwecn 2008 and 2006 4nd shuws e deveapmen of
ihe acmarial valus of assets (AVA), Rather than usiog e market value for cost calenladvus,
an adjusted markst valug, which phases in 23ins and losses {compared W the assumed
iUYeSInent remmn rate) over five years, i used.  For the 2005 vajuation, the actuarial velue of
asyers was reset o e market value of wiess and a five-vear phase in o guins and losses wili

] buckconsufiantz. &

AN BT ARy v 4

Dalias Palice and Fire Peasion Sy stem Hention 2
Acsuarial Vajuation - January 1, 2006 fcontinued)

hegin with the asset yams and lusses thar vecur altee Decembgr 31, 2005, For
valuation, 20% of the asser gain for 2003 is reflected 1 e actuanid) vaiue of asye
estimated rate of rerurn foo 2005 15 10,81 % for tie masker vafue of aace, and 8 56 % for e
aciusrial valee ub assets.

Membership Starisiies

Dura oA active memthers and oo retred menbens was sappiied by e Admimstrator. Growth
omoug active members was redaidvely fa xod prowih of the wotal payroll for sctve membery
was moderate during e last year. T derdve memberstip inoreased feono 4 397 weby
of lanwary 1, 2063 o 4,643 wemibers s of Jonoary 1, 2006 The tuai active poy:
incregsed from 5281,569.096 10 3294986390 over (e same perdad, 8 8% incresse
Scheduie A shows 3 summary of e membership data,

Experiencs

Schedule D compares e actual eaperience of the systent with the aciarial 23 pectations

-
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Membership of the System
(As of January 1, 2006)

Years of Service Police Fire Total
Fewer than five 626 271 897
5-9 402 241 643
10-14 411 175 586
15-19 567 200 767
20-24 326 231 557
25-29 84 58 142
30 and over 0 0 0
DROP Members 556 500 1,056
TOTAL 2,972 1,676 4,648

The “'Membership of the System” chart lists Active Members. including Active DROP,
by Department according to years of service. The average service for all Active
Members is 15.92 years -- 15.03 for Police Officers, and 17.48 for Firefighters. There

were 4,648 Active Members as of December 31, 2003

Changes in Benefit Recipients During 2005

Police Fire Total
Serviee Pensions Granted 69 46 105
Disability Pensions Granted 3 1 4
Pensions Discontinued due to 19 23 42
Death
Survivor Pensions Granted 28 19 47
Survivor Pensions Discontinued 3 5 8
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2005 Revenues
{in millions)

Emplovee
City Loln ;‘.I;mjons Other Income
Contributions l 0.3
87.4

2522  Investment Income

Revenues totaled $357.3 willion in 2005.

Expenses
(in millions)

Refunds

1.1 ‘"\ / Administration

3.0

111.3

Benefit Payments

Expenses totaled $115.4 million in 2005.
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| Benefit Payments by Type (1996-2005)

$120,000,000 permess S
$100,000,000
$80,000,000
$60,000,000
$40,000,000
1 $20,000,000
$0

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

YEAR

B Service Retirements W Disability Retirements O Survivor Benefits

Ten Year History of Benefit Recipients by Tipe

\l_ Contributions and Benefits Paid
(1996-2005)
$120
F $100
» 380
=
£ $60
E
$40
$20
I $0 i

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
YEAR

B Contributions # Benefits Paid

—

——
Total benefit payments have grown faster over the last ten years than contributions
received.  Investment income pays benefits not covered by coniributions received.
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Market Value Fiscal Years 1991-2005
{in millions)

$3,000

$2,500

52,000

51,500

£1.000
$500
$-

Oﬁ"\.

o 9]
N

\Cﬁ\ ~ q’Q

SN &

\C’qq

The graph above indicates the long-term growth in market value of the Svstem s assets. The
market value of system assels has grown from 3719 million in 1990 to over 32.7 billion in 2005,

Growth of $100

$1,500
$1,000

| $500

$0

o < O o8] o o™ < 0 L O o =

«Q o0} QO e8] (o)) > o (o)) o O o O

o O OO o O O

- - — - = w ™ - - (et N o
YEAR

— Syslem Return === == Actuarial Return

—

One hundred dollars invested in the Pension Svstem s portfolio in 1982 is worth §1,336.91 as of
December 31, 2005. If the $100 had eurned the actuarial rate, it would be worth $780.12.
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Actuarial Summary Information

Actuarial January 1,2004  January 1,2005 | January 1, 2006
Valuation Results Valuation Valuation Valuation
UAAL' $603,180,958 $589,053,564 $582,084,793
Actuarial Value? $2,285,744,89Q §2.484,994,.949 $2,700,136,105
Market Value * $2,183,058,868 $2,484,994,949 $2,745,954,071
AAL Ratio ! 79.10% 80.80% 82.30%
Years To Fund ’ 38 29 20

! Unfunded Actuarial Accrued Liabiliey

* Actuarinl Value of Assets

* Market Vathue of Assets

* Actuartal Accrued Liability (GASD 25)

3 Projected Y eats 10 Fund Level Punding

The ubvve chart provides a summary of the principle results of nervarial valuarions of the
System over the last three years, demonstrating the finding progress made by the System
aver this period.
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Examples of Monthly Benefit Payments Based on
Years of Service and Final Computation Pay

Average
Monthly
Comp Pay Years of Pension Service
5 10 15 20 25 30

$3,000 $450 $900 $1,350 $1,800 $2,250 $2,700
$3,500 $525 $1,050 $1,575 $£2.100 $2,625 $3,150
$4,000 $600 $1,200 $1,800 $2,400 $3.000 $3,600
$4,500 $675 $1,350 $2.025 $2,700 $3,375 $4,050
$5,000 $£750 $1,500 $2,250 $3.000 $3,750 $4,500
$5,500 $825 $1,650 $2.475 $3.300 $4,125 $4,950
$6,000 $900 $1,800 $2.700 $3.600 $4,500 $5,400
$6,500 $975 $1,950 $2,925 $3.900 $4,875 $5,850
$7,000 $1,050 $2,100 $3.150 $4,200 £5,250 $6.300

Go down first column to a sample average computation pay amount and then read across

the row fo the column for years of pension service. The number in the selected block is

the approximate monthly pension benefir at age 50,

106




Statistics Section

107



2005 Annual Report

[08



Supplemental Plan Section

oupplemental
Police and Fire
Pension Plan
of the
City of Dallas




2005 Annual Report

110



Supplemental Plan Section

DALLAS POLICE AND FIRE PENSION SYSTIEM
SUPPLEMENTAL PLAN

ACTUARIAL VALUATION

AS OF JANUARY 1, 2006

buckconsultants, A

AN ACS COMPANY » < = [
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buckconsultants. A,

anAcs ccmpany a o s

May [9, 2006

M. Richard L. Tettarnant
Administrator

Dallas Police and Fire Pension Sysiem
2301 N, Akard Streer, Suite 200
Dallas, TX 75201

Re: DaMas Police and Fire Pension System Actuarial Valuation as of January 1, 2006
Dear Mr. Tertamant;

We certify that the information contained in this report is accurate and fairly presents the
acruamial position of the Dallas Police and Fire Pension Svsiem (the Sysiem) as of
January 1, 2006.

Actuarial Veduation

The primary purpose of the valuation report is o determine the adequacy of the current Ciry's
contribution rtate, tw describe the current financizl condition of the System, and w analyze
changes in the System’s condition. Tn addition, the report provides information required by the
City of Dallas in connection with Governmental Accounting Standards Board Statements Number
25 and Number 27.

Basis for Funding

The member and City conwriburion rates are estblished by statute. The City’s and the members’
contributions are intended 1o be sufficient to pay tie normal cost and To amortize the System’s
unfunded acruarial accrued liabiiity.

Funding Progress

As of January 1, 2006, the employer contriburion rate needed in crder to pay the normal cost and
fund the Unfunded Actuarial Accrued Liability over 30 years is 23.62%. This amount is less
than the 25.86% d40-year employer coniribution rate ealculated as of Janwary 1, 2005, The
current contribution rate covers the normal cost and the amortization of the Unfunded Acmarial
Accrued Liability (UAAL) over 20 years.

14941 Quorum Drive, Suite 200+ Dallas, TX 75254-7534
9726286800 - 972.528.6801 ffax)
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buckconsultants. 2y M Richrd Ttaran

an ACS Compaﬂy A C 5 Pag{: 2

Benefit Provisions

The actuarial valuation retflects the benefit and coniribution provisions set forth in the Systemn’s
swatutes. There are no sigmiicant benefits which were not taken into account in this valuation.
The valuation is based on the same benefit provisions as the previous valuation, except that the
removal of the Automatic Adjustment for new Members after December 31, 2006 was reflected.

Assumptions and Methods

The acruarial assumptions and methods used in the valualion are presented in Schedule C, There
werg 1o changes in actuarial assumprions since the last actuarial valuation.

The assumptions used are individually reasonabie and reasonable in the aggregate.

Daia

Asser information and member data for retired, acrive, and inactive members was supplied as of
Jarmary 1, 2006 by the Administrator. We have not saobjected this dam t© any auditing

procedures, but have examined the data for reasonableness and consistency with the prior year’s
data.

s
/ /ﬁ"l, /'// /
7 L
ichard A. Mackesey. F.5 A.
/ Principal and Consulting Acnary
/

RAM:m .
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Enclosures




2005 Annual Report

.
UETQLL°E & [ZH 609 g TVY ppuRgun
WLSL oot gSYD
TELOEL 8 % BrL'006'GL $ SrwEy
FOFOEETE & BONIE9T % 0l Gl panAnos [EEmY
; £7 'ON 1IS¥D
Q00M00TT! 5 DO 00T | % nopnquEes Larjog Sumpin|
BeERCT Y LR LRI < ORI TIED 1502 [CUIION 5,407
GETRLLE igF ale'e g CIEY )
g ATL[L] BI] PARIZNE [RITBAINE popUnlUs]
m..:_.-wuﬁ :D_.—.m_.;_mu)
§ L0661 Y A R
Slofsy
65A'61 s BSTT 5 anRIaAY
TITR1Y g E0L LTS $ [B0],
oL BSU 0 )
it 901 SALIBI NN
PUR £IRQUIANN PATRUTUELAL PUR PATNLY]
Ip 2 asinay
dnpsraquuapy

SO TT Asentigp

KT 1 Amnuef

s nsay pdouLLg Jo Aaeunang

| nopIRy

go07 ') ALcnarg - UORENJEA [HIRSY

ey peimmapddng wmsAg norsuag 231y pur satjog seimg

27 - AUedung sV

W SELIFYNSUOINOMN

91 s pHondiunsTy PUR SPOYIRY [RLRNYY JO A1esmng - u_.:?..“ﬁm
or SUCNSIAOL] STFAURE 10 AREITING B H RIopsng

p S e ARSI - v apeRs

g srereenas P e UOITEULIOIN] 1945y 16 AIvmuning " ¢ H0nIsY

Q - Thraereorore d—D.ﬂfq—ED_u:— wzm_nzouu{. - t+ ToLn2g

n s gunmgainbay foipung EURIDY - £ UOMIPS

T R § o] ) Lag | e T ] go $jugIna’y - .N..:CC.HJM

1 et gingay il JO Avuruang - T sonxag

anvq

o007 1 AJEDIE] - uoRenfe [EUELaY

Luanoy Jo 8B ueyd [ewowriddng winsds uosua] ang pue anjod sthed

114



Cli

Dailas Pohee and Fire Pension Sysiem Suppiemantal Plan Section 1 Dalva Police ad Fire Pension Svasrem Supplemental Plan Section 2
Actwarial Vahation - Januory 1. 2006 Actuaria) Valuation - January 1, 2006 (continued)

Commenis on the Valuaiion (GASE Statement Yo, 27

Under GASB Swement No. 27, employers must determine 4 pension expense besed on a #40-
heerview year amirtizaton of the UAAL for fisca) y2ars begioning sfter Tune 13, 1996, The
smartization can assume pavrodl growth due o inflation, but o membership growth, Alfier a

The current valurion indieates that a wial contriburdon of $1,300,000 showd be comuributed {0-vear rasiition period, the required amortization period will drop 0 30 years, |7 che actual
during 2006. comnbuton rle 8 Jess than ihe rate regquized by GASE No, 27, the axcesy @ust e expensed.

This will result in the smployer showing an scorued but wipasd abllicy ter penision beeefits en
The concribistion requiremnents sre caleulazed o be sufficient @ pay the City's poctian of sach s fnancial staments.

vear's nerinal cost and an amousd caloulated o amartize the TAAL,
A Chry Comribition rae of 6).08% will be reguired tor e Uity o avoid showing an acorsed

GASHE Stapentenis petsion liakiiy on ns financlal staemenrs for the fiscal year beginaing in 2006, assuming no
other chaoges are made.  Under the current funding amangement, the City would net e

Section 4 provides (e infurmution required for repoiting vnder GASB No. 25, required 1o shiw an goersed but unpaid pension fiability for e Supplemental Plan.

Benefit Provisinns Financigl Dave

Scheduic B swmunarizes all ibe beretii provisions of the Phan. There are no significu benefits The finaseial dawr used inphis report was suppiied by the Administrator,

which were riog taken infa acedu in chis valuation, The acuirial vajvation reflects the benefit
.

and contribution provisions ser forth 1y e System's saites. The valuation 8 Dewed vn e
sanoe benefit provisions as die previous vauagion, 203 was 6.64%.

1eg the Plan’s assars hetween WS and 20606, The estimated rae of recurm for

Actuarial Assumptions and Sethods Hembership Siatistics
[ata o active memnbxers and of fedred aembers was supplied by the Administrator.  The
naber of active members incrsased over e lagt gear, The eclive macbership iocreased
Tom 41 members as of January 1, 20005, to 42 members as of Janvary 1, 2006, The pavrol)
sereased from Sanuary 1, 2005 (o January 1, 2000 (S818,312 for 2003 and $927,70% for
2006). Schedule A stows a summary of the membership dva.

‘The actusriai assumptions and methods used in the valuation are preseared in Schedule C.
There were no chanwes in actuarial assumpiions since the i2st actuarial valuation.

The assumptions used are individoaily reasomible @nd reazonable in the apgregite,

L buckcorsuimnts A e bBuckconsuitants. A,
- AL TOTREETY - - - 3 S GEMDHRY . . .
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Mir+-Fox
. L .
Rodngiez, P.C.

Cerlified Public Accountants Member of lhe American Instilute of Certified Public Accountanis

INDEPENDENT AUDITORS’ REPORT

To the Board of Trusiees
Supplermental Poiice and Fire Pension
Plan of the City of Dallas:

We have audiied the accompanying slatemenis of plan net assets of the Supplemental Police and Fire
Pension Pian of the City of Dallas (the Supplemantai Plan) as of December 31, 2005 and 2004, and the
related statements of changes in plan netf assets for the years then ended. These basic linanoial
statements are the responsibility of the Supplemental Plan’s management. Qur responsibility is 1o
express an opinion on these basic fnancial staternents based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require thal we plan and perform the audit to oblain reasonable assurance
about whether the basic financial statemenls are free of raterial misstatement. An audit includes
consideration of internal control over financiat reporting as a basis for designing audit procedures that are
appropriale in the circumstances, but not for the purpose of expressing an opinion on the eflectivenass of
the Supplemental Plan’s intemal control over financial reporting. Accordingly, we express no such
opinion. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the basic financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall basic financial stalement
presentation. We helieve that our audits provide a reasonable basis for our opinien.

In our opinion, Lthe basic financial statements referred 10 above present fairly, in all material respects, the
financial status of the Supplemental Plan as of December 31, 2005 and 2004, and the changes in its
financial status for the years then ended in conlormily with accounting principles generally accepted in the
United States of America.

The managernent’s discussion and analysis (MD&A), the schedule of funding progress and the schedule
of empioyer contributions, are not a required parnt of the basic financial statements but are supplementary
informalion required by the Governmental Accounting Standards Board. This information is the
responsibitity of the Supplemental Plan's maragement. We have applied cerlain limited procedures,
which consist principally of inguiries of management regarding ithe methods of measurement and
presentation of the MD&A and supplementary information. However, we did not audit such information

and do not express an opinion on il.
TVt P ! Koty
LA X - &
/

August 7, 2006

1800 One Riverway
Houston. TX 77056
715622 1120
713961 0625 Fax
www mfrpc_com
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01

WMANAGEMENT'S DISCUSSION AND ANALYSIS
{Unaudited)

COVERVIEW

The Management's Discussion and Analysis (MD&A} of the Supplemental Police and Fire Pensian Plan
aof the Gy of Dallas's (ihe Supplemental Plan} IInancial pesilion and performance provides an overviaw of
the Supplemental Plan's tnancial aclivities for lhe fscal year anded December 31, 2005 and 2004. The
Supplementat Plan is a defined banafit pension plan.

Certain comparalive Infarmation between the currenl year and the priof year 1s reguired 10 be presented
in lhe MD&A. The analysis should be read in conjunction with the Intraductory Sectien of the annual
report, the basic linancial stalements, notes to lhe basic financial slatements and required supplemental
inlarmatian.

FINANCIAL STATEMENTS

This discussion and analysis is inlended 10 s@rye as an introduction to the Supplemental Plan's financial
slatemenls which consisl of (1] Basic Financia) Statements, {2) Notes to Basic Finanzial Slatements, and
(3) Pequired Supplemental Information.

The Statement of Pian Nel Assels presenls the Supplemental Plan's assels and liabilities and plan nel
assets held in {rust for 1he payment ol pension benelits. The Stalement of Changes in Plan Nel Assels
summarizes additions to and deductions from Supplemental Plan assets, providing plan nel assels held
in trust al the end of the year for pension benefits. The difference belween assels and liabillies is cne
measure of the Supplemental Plan's financial pesiion and the change in this measure over ime is an
indication of whether the Supplemental Plan's financial heaith is improving or deterieraling,

The Maes io Basic Fmancial Sialsments provide adgtional
understanding of lhe data provided in the Basic Financial Stalements.

information that i« eszential ta a full

The Aequired Suppiemental Infermation consists ot schedules of lunding progress and regquired emplayer
contributions and noles te required suppiemenial information.

CONDENSED FINANCIAL INFORMATION

2005 2004 2003
Assels $ 19,960,748 18,863,128 16,966,680
Lizbilities 207 569 162,874 16.656
Plan Assets Available for Benelits 19,752,778 18,720,154 16,850.004
Conlributions 1,229,869 1,130,145 1.035.251
Invesiment Income 1,080,964 1,743,013 2,847,718
Benell Payments 1,232,776 1,046,124 963,978
Administralive Expenses & Professional Fees 45,432 56,664 50,143

FINANCIAL HIGHLIGHTS

*  The Supplemenlal Plan's nel assets increased by $1.03 milion i 2005 (o $19.6 million. Nel
assels were $18.7 million in 2004.

+  The rale ol relumn on Supplemental Plan investmants was 4.86% for the year, compared to an
expected return (actuariai assumed invesiment rate ol return) ol 8.5%. The rate of relurn for
2004 was 10.2%.

» Liablilies totaled $207.969 as of December 31, 2005, compared to $162,574 as of December 31,
2004.

»  The Supplemental Plan received employae conlributions of $29.669 in 2005 and $30,145 in
2004. The Supplemental Plan received employer contributions (rom the Cily of Dallas in the
ameunts §1.2 milion and $1.1 milon in 2005 and 2004, respecively.

»  The Supplemental Plan paid $1.232,776 in service retirement, disability relirement and survivor
benelils during 2005, compared lo $1,046,124 in 2004, an increasa ol 17.8%. Mo retunds ol
coniributions Lo (ormer members were made in 2004. Mo changes 1o berehl provisions wara
implemented.

¢  The gost of adminislering the benetil programs of the Supplemental Plan, including administrative
cosis and professional fees was $45,432 compared lo $58,884 lor 2004.

= The aclive membership of the Supplemenial Flan increased by one 10 42 members as of lhe end
of 2005 Tnerg were 41 aclive members in 2004. The number of retired, ferminaled vested and
bieneliciaries remamned at 106 lor both 2005 and 2004

The Supplemental Plan presents s financial statemants eolely on the accounts of the Supplemenial
Plan. The acorval basis of accounling is used by the Supplemenlal Plan, whereby revenues are
recognizec when hey are eamed ang ceileciion is 16as0nably 455ursd, aNd SApEnsss are recognized
when the iiabilily has been incurred. Investments are reparted al lair value.

FUNDING PRCGRESS

The Supplemental Plan contracted with Bugk Consullans, Inc. te conducl an actuarial valualion to
determine the acluarial posilion ol 1hi Supplemental Plan as of January 1, 2006.

The ratjo of a plan's acluanal value of assels (AVA) to Lhe asluanal accrued liabity {AAL), expressed as
a percenlage, is an indicater of lhe plan‘s funding slalus. Generally, the largar the percenlage, the
slrongeér Ibe tinancial health of the plan. The Suppiemental Flan's AAL ratio decreased slightly lo 75.7%
in 2005, compared 1o 76.4% for 2004,

When a plan’s fofal liabililles exceed the assets avallaple 10 pay benefils on an actuarial basis, the plan i1s
said t¢ have art umlunded actuaral accrued Kabilily (UAAL}. As of January 1, 2006, the Supplemenial
Pian's UAAL wes $6.4 million, an increase of $0.6 million from 3 UAAL of $5.8 milkon as of

January 1, 2005.

CONTACTING THE SUPPLEMENTAL PLAN'S FINANCIAL MANAGEMENT

This linancial section is designed Ip provide our members and olber users wilh a general ovenview of the
Supplemental Plan's linancial activities. |l you have questions about Ihis repor or need addilional
tinancial information, conlacl Ihe Administrator of 1he Callas Police and Fire Pension System at 2301 N.
Akard Roag, Suite 200, Datlas, TX 75201,

poday [enuuy go07



SUPPLEMENTAL POLICE AND FIRE PENSION

PLAN OF THE CITY OF DALLAS

Statements of Plan Net Assets
December 31, 2005 and 2004

Assets
Investments, al fair value (nale 4)

Sherl-tarm investmen!s
Commingled trust funds

Total nvesiments
Accryed interesl. dividends and employee
conlributions receivable
Tolal assels

Liabiltjes and Plan Nel Assels
Administialive and banefit expenses payable

Plan net assets held in lrus! for penzion benefits
(a schedule of funding progress is presented on page 14j

See accompanying nolgs to basic financial statements,

2005 2004

$ 76,237 153,896
19.884,038  18,728.071
19960276 18,882,967
472 161
19,960,748 18,983,128
207,569 162,974

§ 19752779 15,720,154

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Statements of Changes in Plan Net Assets
Years Ended December 31, 2005 and 2004

2005 £0Q4
Additions:
Net investmenl income:
Interesl and dividends $ 39,786 4,914
Nel apprecialion in fair value of invesiments 1.041,178 1,738,099
Total nel investmenl income 1,080,964 1,743,013
Coninbutions:
Employer 1,200,000 1,100,000
Member 29,889 30,145
Total centriputions 1,229,869 1,130,145
Tolal acditions 1@ plan net assels 2,310,833 2,873,158
Deduclions:
Benelll payments 1,232,776 1,046,124
Adminstralive and professional fees 45,432 56,8684
Total deductions from plan nel assels 1,278,208 1,103,008
Nel increase in plan nel assets 1,032.625 1,770,150
Plan net assers hald in (rusl for pension benefils
Beginning of year 18,720,154 16,950,004
End of year § 19752779 18,720,154

See accompanying notes I basic financial stalements.
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SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Notes to Basic Financial Statements, Continued

55 of prasantalion

The accompanying basic financial statements are presented in accorgance wilh generally accepted
accounting principias esiablished by the Governmental Accounting Standards Board (GASB}, which
designales accounting principles and financial reperting slandards applicable lo Stale and local
goveinmental units. The accompanying basic financial statements inciude solsly the accoums of the
Suppismental Plan, which include al programs, activilies and functions relating lo the accumulation
and investment of 1he nat assets and related income necessary to provide the service, disabilily and
death benetils requirac under Lhe terms of the governing s1atutes and amendments therelo,

Adoption of new agcounling pronouncement

The GASB has issued Statement No 40, Daposid and investment Risk Disclosures, which amends
GASB Statemant Na. 3, Deposits with Financial Instilutions. fnvestments (Inc/iuding Repurchase
Agresments), and Reverse Repurthase Agreements. GASH Statamenl No. 40 requires disclosure
infermation relaled 10 common risks inherent in deposit and investmenl lransactions. The statemant
is eMaclive tor financial statements beginning afler June 15, 2004 and accordingly, has been
implemeanted by the Supplemantal Plan in fiscal year 2005.

Regent & nting pronouncgmaent

The GASB has issued Statement No. 44, Econcmic Condition Reporting, which amends National
Council on Governmenia! Accounung Statement No. 1, Governmental Accounting and Finantials
Reporiing FAnCips ihal guide the preparation of tha statistical section. GASS Statement No. 44
requites disclosure infermaton relaled o siatistical dala lo assess the ecanomic condition ol a
governmenl. The swalement s effeciive for iinenciai staiemenis v periods beginning aiter June 15
2005 and accordingly, will be implemenled by the Supplemental Plan in liscal year 2006.

Basis of accounting

The basis of acceunting is the method by which revenues and expenses are recognized in lhe
accounls and reported in the basic financial staiements. The accrual basis of accounting is used by
tha Supplemental Plan. Under lhe accrual basis of accounting, revenues, which include contributions
and investment income, are recognized when they are earned and colleclion is reasonably assured,
and expenses are recognized when the hability is incurred. Member and Employer coniributions are
recognized as revenug in the period in which lhe compensalion is earned. In addition, the
Supplemental Plian records contributions accerding to Supplemental Plan requiremants and Stale
stalule. Benetits paid to Members and conlribution refunds are recognized when due and payable in
accordance with the terms of the Supplemental Plan. Accrued income. when deemed uncollactible.
is chargad 1o operations,

Accordingly, interest earmnad but not received and dividends declared bul not received as of the
Supplemental Plan's fiscal year-and are recorded as accrued inlerast and dividends racervable,
respactively. In addition, unsettled invesiment purchases and sales are accrued.

Beporting entity

The Supplementai Plen is a component unil of tha Cily and its basic financial slalements and required
supplemental information are included in the City's Comprehansive Annual Financial Repor.

Continued

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Notes io Basic Financial Stalements, Continued

JUse of eslimates

The preparation of financial statements in conformity with accounting principles generally accepled in
the United Slales of America requires management lo make estimates and assumptions that affect
the reported amounts of assels and liabilites at the date of the financial statemenls and the reporied
amaunts of revenues and expanses during the reporting perios. Aclual results cauld differ from those
eslimates.

Cash and cash esquivalenls

The Supplemeéntal Plan considers anly demand deposils as cash. Cash eguivalent securities, which
are composed of all highly liquid investmenls with a maturity of three monihs or less wnen purchased,
are considered to be cash equivalenls.

invesiments valualion and income recognition

Statutes ol The State of Texas authoiize the Supplemental Plan to invesl surplus funds in the manner
provided by the Govemment Code, Tille B, Sublille A, Subchapier C. This subchaptar provides for
the investment of surplus assets in any investment or investments thal are deemed “prudenl” by the
Board. The investment paiicy of the Board does nat restrict the types of invesiments authorized to be
made on behaf of Ihe Supplemantal Plan, The investment policy is based upon an asset allocalion
study lhal considars the current and expected condilion of the Suppiemental Plan, the expecled long-
ekt cullook and the Supplemental Plan's risk tolerance

e capita

Invesimanis are reponed aijar vaiue. Secuities fraded on a national of intemationa! exchange are
valued at the last reported sales price al currant exchange rates, Short-termn invesiments wilh a
maiurily of less than one year arg valued al quoted market rales, Commingled irust funds are valuad
al quoled market prices ¢l the underlying securties in these commingled trust funds.

Unrealized gains and losses are presented as net appreciation in lar value of investments on the
statermnent of changes in plan net assets along with gains and losses realized on sales of investments.
Purchases and sales ol invesimenis are recorded on Ihe trade dale.

Dividend ncome is recordad on the ex-dividend date. Interest and income from ather Investments
are recorded as sarned.

Benelits

Benelils and relunds are recorded in hese basic linancial sialements when Ihey are paid 10
paricipants.

Adminigtrative gxpenses

The cosi of administering the Supplemental Plan is paid by the Supplemantal Plan frem currenl
earnings pursuani to an annual liscat budgst adjusled by |he Board.

Conltinued
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SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Notes to Basic Financial Statements, Continued

Investments

Partions of the Supplemental Plan's investmenis are classified as securily invesimenls. A secunty is
a transterable financial instrument that evigences ownarship or credilorship. Invesiments in
commingled tunds are invesiments that are evidenced by contracls rather Ihan securities.

The following shaws invesimenis raported al fair value al December 31:

2005 2004

Short-lerm investment fund $ 76,237 153,896
Comminglad index lunds 19.984.039 18.729.071
Tolal § 19960276  1B.682967

The commingied index funds are not raled and have an averagse duration of 10 plus years.
investmants

The Board has contracled with investment managers t¢ manage the invesiment porticlio of (he
Supplemantal Pian, subject (0 he policies and guidelines established by the Board. The Board nas a
custody agreement with IP Morgan Chase Bank (JP Morgan). Under the agreement, JP Morgan
assumes rasponsibitily for the salekeeping al certain investmenis, handiing of ransactions based on
the instructions of inveslmant managers and accounling 1or the Invasimen ransaciions.

The Supplemental Plar's invesiments at Dacembher 31, 2005 and 2004 consisted ot the 1olowing:

_ <2005 2004

Number of Number of
shares/units Fair value sharasfunits Fair valve

Invesimenls grealer than 5% of net
asseis, at quoted market value:
5&P 500 Indax Commngled
Equity Trusl Fund Stale Streat
Gigbal Advisors 34378 § 7,970,730 34,740 7675713
Commingled Bond Index
Trust Fund Slate Streel
Global Advisors 324,088 7,624,464 303.567 7,154,441
Comminglad EAFE
Provisional Index Trust
Fund Stale Sireel
Global Advisors 72,053 4,088,765 78,144 3,898,887
Slate Straet Short-lerm
Invesiment! Fund (not greater

than 5%} 76,237 __ 76,237 153,836 153,896
Total invesiments $ 19,960,275 18,882 967
Continued
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SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Nates to Basic Financial Statements, Continued

For the years ended Decamber 31, 2005 and 2004, he Supplemental Plan's invesiments, including
investments boughl, sofd, as well as hald during the year, appreciated in value as lollows:

2003 2004
Inveslments, al quoted markel value:
S&P 500 Index Commingled €quily Trust Fund $ 364.658 748,909
Commingled Bond Index Trust Fund 180,003 305,347
Commingled EAFE Provisional Index Trust Fund 496 516 683,793

§ 1041178  1733.098
Federal Incoma Tax Stalus

A lavorable determination that the Supplemanta Plan is qualilies and exempl from Federat income
\axes was received on January 23, 2001, from (he internal Revenue Servica (IRS). The Board
believes shal the Supplemental Pian is designed and conlinues 1o oparaie in compliance with the
applicable requirements of Ihe Internal Revenue Code.

Administrative Expenses

The Supplemental Plan’s documenl authorizes the Beard lo pay administralive costs from the
Supplemental Plan, provided hal the Supplemental Plan's actuary has delerminad that Ihe
Supplemental Pian has suincient me lo pay such casts. O the Supmamenital Plan's total
adminisirative costs, $45,432 and $56,884 was reimbursed to ihe System by Ihe Supplemental Plan

during the years ended December 31, 2005 and 2004, respeciivaly.

Commitments and Contingencies

As describes in note 1, cerain Members of the Supplemenlal Plan are entitled (o refunds of thewr
accumulated contribulions on lerminalion of employment with the Cily, prior lo being eligible for
pension benefils. As of Decemnber 31, 2005 ang 2004, the eggregale contribulions Irom particicants
of lhe Supplemanial Plen wiih less than live years ol service were approximately $8,112 and
£55,135, respeclively.

Continued
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SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN CF THE CITY OF DALLAS

Notes to Basic Financial Statements, Continued

Risks and Uncerteinties

The Supplemental Plan invests in various investments securilies. Investment securities are exposed
1o various risks such as interest rale, Market and credit risks. Due (0 the level of risk associated wilh
certain investment securities, 1 is at least reasonably possible that changas in the value of invesiment
securities will occur in the near term and that such changes coukd materiaily affect the amounts
raported in the statements of plan net assels.

The Supplemental Plan contribution rales and the actuarial infermatioh includsad in the schedule of
Iunding progress, page 14, and employer contributions, page 15, are based on carlain assumptions
partaining 1o interesl rates, infiation rales and participant demographics, afl of which are subject o
change. Dua lo uncertainties inhergnt in the estimations and assumplions process, it is at leasl
reasonably passible that changes in these estimales and assumplions in the near lerm could be
malerial to the basic linancia! statermenis,

Several lawsuits are panding against the City by third party palice ollicers and firelighters, which

claim the right Lo significant back pay on behalf of most current and many tormer Dallas police ofhcers
and firplighters. If these awsuila are successiul, they will likely result in large over-due pensicn
claims on behal of many retired pensioners and large increases in the actuarial accrued liabililies o!
current Members of the Supplemenial Plan, because pensions are generally a percentage of 1ha pay
of the polce ofticers and firelighters.

The Suppiemeniai Fiun has riervened in the abovs lawsuits to protect the Supplermanial Plan's right
to Members and City contribulions which the Supplemental Plan believes will be due i Ihe police
officers’ and litghghters’ claims are successiul. Thw uilirialg Hs cannot be
determined al this tme ang, accordingly, ne amounts related to lhese claims have been accrued in
the Supplemenial Plan’s basic (inancial statements as ol December 31, 20G5 and 2004.

mE of these 'aw
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Required Supplementa! Information

Schedule 1

SUPPLEMENTAL PQLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Schedule of Funding Progress (Unaudited)
{000's)

GASD reguired supplemeniary infermalion (unauditad) relaled 1o the Supplemental Flan's funding
progress is as follows (amounis are in the thousands):

Schedule of Funding Progress
Actuarial UAAL as a

valug ol Agctuarial Unfunded perceniage
Actyarial assels Accrued Liabdity  AAL Funded Covered of cavered
valualion (AVA) [AAL) {UAAL) ratio payroll payroll
_ date (a) {2)] (bra) (af} g} (baife)
11171997 % 10,4580 314,414 $3.984 73 % & 795 494 %
1/1/1998 12,685 15,278 2,592 a3 852 304
1/1/1999 15506 17,106 1,600 9 851 188
1/1/2000 17,626 18,146 518 87 934 5
14172001 16,626 19,566 2,940 85 655 449
11172002 15.496 21,214 578 73 737 176
1112003 14,091 22,398 8,7 63 ase 970
1/1/2004 16,950 23,325 6,375 73 730 873
1/1/2005 18,720 24,498 5776 76 a18 706
11172006 19.961 26,320 6,409 76 928 691

Carain lactors, such as changes in benalit aravisions. the size or comoosition ol the popuiation
covered by ihe Supplementa! Plan or the actuarial assumplions used, may signilicantiy altecl the
wdentilicabon af lrends in the amounls repoited in this schedule.

Analyss of the dollar amounts of acuanal vaiue ol assats, acluarial accrued liability, and unfunded
actuarial accrued liability in isolalion can be misleading. Expressing the acluarial value of assels as a
percertage ol the actuanal accrued llability provides one indication of #he plan's funding slafus on a
going-concern basis. Analysis o this percentage over time indicales whelher 1he plan 1s becoming
tinancially stronger or weaker, generally, the greater this percentage, the stronger the pian. Trends in
unfunded actuarial accrued liabilily and covered payrall are bolh affecteg Dy inflation. Expressing the
unfunded actuarial accrued liabilily as a percentage ot covered payroll approximately adjusts for Lhe
eflects of inflalion and aids analysis of Lhe plan's progress made in accumuiating sutficient assels to
pay beneliis when oue. Generally, tha smaller this percentage, Ihe stronger lhe plan.

See accompanying independent audilors’ repon.

See accompanying note lo reguired supplemental schedules.
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Schedule 2

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Schedule of Employer Contribulions
{Unaudited)

Tha following 1able lists required supplementary informalion {uraudited) related to Employer
contributions (amounis in lhousands):

Sehedule of Conlribulions

Year ended Annug! required Parcenlage

Decembar 31 coninbytion centributed
1598 $1,030,687 100 %
1939 800,000 100 %
2000 700,000 100%
2001 800,000 100 %
2002 900,000 100 %
2003 1,000.00¢ 100 %
2004 1,100,000 100 %
2005 1,200,000 100 %

The percenl contribuled may vary Irom the legally required rate as the term Annual Reguired
Contribulion is based upon covered payroll as of the actuarial vaiuation date, January 1, whereas
aciual contributions are caleulated and paid based upon actual payiolls throughoul Lhe year.

Certan lactars, such as changes in benelt provisions, lhe size or composition qr the pepulation
covered by lhe Supplemental Plan or the actuarial assumptions used, may signilicanily affect the
idenlification ol irends in the amounils reporiad in this schedule.

Caniributions were made in accordance with acluarially determined contribution requirements as
adopled by the Board of Trustees,

See accompanying independent audilors’ report.

Seg accompanying nole lo required supplemental schedules.

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Note to Required Supplemental Schedules
(Unaudited)

Tha informatior in the companying schedules of required supplemenial information were determined as
part of the actuarial valuation at the dales indicalea. Adoitienai infgrmation as gl lhe 'atest actuariai
valuation daie ol January 1, 2006 is as follows:

Acluarally assumed investment rale of return * 8.5% pet annum, compounded annually
Mortaltty, retrement, disability and separalion rales  Graduated reles detailed in actuary’s reporl
Projecied salary increases * Range 4.3 lo 10%

Acluaral cost method Entry age normal

Posi retiremenl benelil intreases 4% per annum of original pension amount
Assel valuation Fair market value

Amoriization method Cpen jevel lxed %

Remaining amortizalion period 20 years in 2006 and 29 years in 2005

Includes inflation rate of 4% and a real rate of return of 4.5%. DROP balances are
assumed o eam 9% per annum. Tolal payroll is assumed to increase 4% per year. Overtime is
assumed 1o be 7% ol base pay.

Tha acluarial intormation presented was determined by the actuanal firm Buck Consultants, Inc. for
2005 and 2004 and resulls rom applying various assumptions with regard to termination, disabihity,
ratrermant, morlality and the time value of money to the accumulated plan benedis

The acluarial assumplions are based on the presumplion that tha Supplemental Plan will conlinue.
Were the Supolemental Plan 1o terminale, ditferent actuarial assumptions and other tactors might be
appiicable in determining the acluaria! present value of accumuialed plan benefils.

Acluariel calculations wera mede by the consulting actuery Buck Consultanss, Inc. as of January 1,
2006 and 2005, and are not materially different [rom what they would have been had they baen
calculated on December 31, 2005 and 2004, respectively. The above assumptions are used by the
Supplemenlal Plan's acluaries to datermine the Supplemeniat Plan's obligatiens only, and are not
used to calculate the actual Supplemenial Plan benefits. Plan benelits are fully described in the
Supplementat Plan's document.
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