


2008 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= 5,235
Benefit Recipients = 3,375
Terminated Vested = 151
Total Participants = 8,761

Service Retirements Added

Police = 74
Fire =47
Total = 121

Disability Retirements Added

Police =3
Fire=1
Total =4

System Assets at Market Value = $2,529,465,000
Benefits Paid =* $142,075,673
Member Contributions (Net of Refunds) = $18,281,139
City Contributions = $104,372,723

*Includes DROP Distributions
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July 31, 2009

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 Annual Financial Report of the System, including
also the Financial Statements of the Supplemental Police and Fire Pension Plan of the City
of Dallas (the Supplemental Plan), for the fiscal year ended December 31, 2008 (the An-
nual Report). Though the assets of System and Supplemental Plan are co-invested through
a Group Trust, the two plans are two separate legal entities.

This annual report is 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. To the best of our knowledge, the information is accurate in all ma-
terial respects and presents fairly the financial position and operations of the System.

During the 12 month period which ended December 31, 2008, the global equity market
experienced one of the most challenging periods as the credit crisis and global economic
slowdown sent the market to steep losses. The broad US equity market retreated approxi-
mately 37% as measured by the S&P 500 index, the worst calendar year performance since
1931. International equity markets plummeted about 45%. Against this backdrop, the Sys-
tem’s assets declined 24% for the 12 month period which ended December 31, 2008. This
performance, although disappointing, compared favorably with that of indices and other
public funds. The System’s investment performance still ranked in the top 9% over three
years, and top 1% over five years for public pension funds using the Independent Consul-
tants Cooperative Universe (ICC) database. As of December 31, 2008, the ICC public fund
database consisted of 165 public funds.

This annual report is divided into six sections:
. The Introduction includes this transmittal letter and an overview of the System,

highlighting the System’s history, administrative structure, operations and programs, and
provides a list of professional service providers.

4100 Harry Hinews Blvd. - Suite 100 - Dallas, Texas 75219
Phone 214.638.3863 - Fax 214.638.6403
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. The Financials section presents the independent auditor’s report on the System’s
financial statements. The audit includes Management’s Discussion and Analysis (MD&A)
and the System’s basic financial statements and notes to the basic financial statements, with
required supplemental information.

. The Investments section includes a report on investment activity and performance,
a summary of investment policies, and other investment related schedules covering the
combined assets of the System and Supplemental Plan.

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

. The Statistics section presents membership, benefit payment and additional finan-
cial information in graphic form. Both current and historical data are presented.

. The Supplemental Pension Plan section contains the 2008 Actuarial Valuation
and the 2008 Financial Statements with Independent Auditor s Report for the Supplemental
Police and Fire Pension Plan of the City of Dallas.

Mir - Fox & Rodriguez, the System’s independent auditor, issued an unqualified opinion
on the System’s financial statements. This report indicates that the financial statements are
in accordance with Governmental Accounting Standards Board rulings and that the Sys-
tem’s financial condition and operations are fairly presented. It is the best type of report an
independent auditor may issue.

The actuarial valuation was performed by Buck Consultants. The Actuarial Valuation
Report states that the overall funding of the System remains sound. The System achieved
a funding ratio of 78.4% funded and a funding period of 33 years to fully fund. The Ac-
tuarial Valuation for the Supplemental Plan is included in the last section of this annual
report.

Except where noted, NEPC and The Townsend Group provided the investment perfor-
mance data included in this report.

The System’s management staff is responsible for maintaining 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
local laws and regulations. Additionally, the controls provide assurance regarding Manage-
ment’s responsibility to the System and facilitate the timely preparation of financial state-
ments in accordance with generally accepted accounting principles.

4100 Harry Hinews Blvd. - Suite 100 - Dallas, Texas 75219
Phone 214.638.3863 - Fax 214.638.6403
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At a time when the defined benefit form of public pension plan remains under attack in
many jurisdictions around the country, the System’s outstanding investment return over
time and the diligence of the Board in monitoring the System’s funding status help assure
its continued financial health.

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

The Board of Trustees and the staff are dedicated to maintaining the System’s excellent
financial condition through diversification and sound management of the Pension System.
We believe that a strong Pension 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,

et Sar— Gt 7 T tmar-

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

4100 Harry Hinews Blvd. - Suite 100 - Dallas, Texas 75219
Phone 214.638.3863 - Fax 214.638.6403
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INTRODUCTION

OVERVIEW

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. The employees and the City each contributed 1% of pay. The “Old Plan,” as we now know it, was
created in response to funding pressures in 1935 under Section 6243a, Vernons’ Texas Revised Civil
Statutes, a provision of state law.

Plan A became effective September 15, 1969. 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 approved Plan B, created by the membership, effective March 1, 1973. Together,
the three plans are referred to as the Combined Pension Plan. In 2008, the System celebrated its 92nd
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 12 member Board of Trustees composed of:

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

* Three elected from 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 among its membership.

The Board has a fiduciary responsibility to the System and its members to exercise prudent over-
sight and administration of System assets. To meet their responsibility and stay current with technical
concepts and approaches to asset management and plan administration, the Board and staff participate
in educational conferences and perform due diligence concerning System investments. The Board also
maintains active participation in pension-related associations, notably the National Conference on Public
Employee Retirement Systems (NCPERS) and the Texas Association of Public Employee Retirement
Systems (TEXPERS).

The Board has retained the services of professional 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.
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PROFESSIONAL SERVICE PROVIDERS

Investment Advisors
AllianceBernstein Institutional Investment
Management

Ashmore Investment Management Limited
BankCap Partners

Brandywine Investment Management
Bridgewater Associates Inc.

Capmark Investments LP

CDK Realty Advisors

Clay Finlay, Inc

Crow Holdings Realty Partners

Eagle Asset Management

Forest Investment Associates

Frank Russell Company

Grantham, Mayo, Van Otterloo & Co. LLC
HM Capital Partners

Hancock Agricultural Investment Group
Hearthstone Advisors

Highland Capital Management

W. R. Huff Asset Management

INTECH

Invesco Real Estate

JPMorgan Asset Management

Kennedy Associates Real Estate Counsel
L&B Realty Advisors, LLP

Levine Leichtman Capital Partners

Lone Star Advisors

Loomis, Sayles & Company

Mellon Capital Management Corporation
Merit Energy

The Mitchell Group

Mondrian Investment Partners

OFT Institutional Asset Management, Inc.
Oaktree Capital Management

Olympus Real Estate Partners

Orleans Capital

Pharos Capital Group

Pyramis Global Advisors

RCM Capital Management, LLC

RMK Timberland Group

RREEF

Sustainable Asset Management USA Inc.
T. Rowe Price Associates

Texas Private Equity

Yellowstone Capital

Investment Operators

Criswell Radovan
Knudson Luxury Housing
LandBaron Investments

Actuary

Buck Consultants Inc.

Auditor
MFR. P.C.

Custodian Bank
JP Morgan Chase Bank

Investment Consultants

The Townsend Group
NEPC

Performance Measurement Consultants

Financial Control Systems Inc.

Legal Advisors

Strasburger & Price, LLP

Locke, Lord, Bissell, & Liddell, LLP
Hillco Partners

Travis & Calhoun
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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 staff con-
sisted of 33 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 professional service providers, (8) legal, and (9) staft support to the Board.

The costs of administering the System, consisting of operating administrative expenses and capitalized
items, are paid by the System from contributions received and current earnings pursuant to an annual fis-
cal budget adopted by the Board.

INVESTMENT HIGHLIGHTS

As of December 31, 2008, the System’s assets were valued at approximately $2.55 billion represent-
ing a decline in net assets of 24% for the year. Although disappointing on an absolute basis, diversification
and prudent investment management helped relative performance. The System’s agricultural investments,
managed by the Hancock Agricultural Investment Group, had a double digits return for the year and a
strong longer term performance track record. As of the end of 2008, the System’s agricultural holdings
have produced an annualized return of 23.4% over five years. The System’s investments in timber have
served the System well last year as well returning approximately 12%. Longer term performance was
15.7% and 16.2% for the three-year and five-year period ending December 2008. Among the System’s real
estate investment managers, Kennedy Associates Real Estate Counsel LP returned an impressive 49.9%
net of fees for the year ranking as the top producing real estate investment manager.

Annualized Cumulative Investment Return

Return-Assumption

The above chart demonstrates that the System s long-term investment performance of
10.4% since 1982 has exceeded the expected rate of return.
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MAJOR INITIATIVES

With the assistance of NEPC, the System’s general investment consultant, a new asset allocation pol-
icy was adopted in April 2008. The changes include:

1) Increased allocation of Global Equity to 20% and deleted separate international equity allocation.
quity p quity

(i) Added Portable Alpha allocation of 10%. This allocation was never funded and subsequently de-
leted in January 2009.

(ii1) Increased allocation to Global Asset Allocation to 10% from the initial 5% allocation. The in-
creased allocation has not been funded as of December 31, 2008.

The System, within the Global Equity allocation, hired five new investment managers including RCM
EcoTrend ($25 million), Robeco Sustainable Asset Management ($25 million ), Levine Leichtman Capital
Partner IV ($ 50 million ), JPMorgan Asian Infrastructure & Related Resources ($37 million ), and HM
Capital Partner Sector Performance Fund ($50 million). We also made new investments with current man-
agers Pharos Capital Group LLC to co-invest in American Beacon Advisors LLC ($40 million). In addi-
tion the System funded new investments in the Lone Star CRA Fund ($15 million).

In 4th Quarter 2008 the System further refined asset allocation with the addition of the Global Natural
Resources to the System’s asset allocation. The new asset allocation including Global Equity (Public
Equity and Private Equity), Global Natural Resources, Global Fixed Income (Public Fixed Income and
Private Fixed Income), Global Asset Allocation, and Global Real Estate, was adopted by the Board in
January of 2009.

In December 2008, the System moved into a four-story office building situated north of downtown
Dallas at 4100 Harry Hines Boulevard. The System office occupies the first floor of the building, with
the Board Room and Conference Center located on the second floor. The building was acquired by the
Pension System in 2006. Consistent with our mandate toward sustainability investments, the building was
refurbished using Green Building Standards with the intent of earning LEEDS certification. A “Green”
building” operates in such a way that it is more energy efficient and has less of an impact on the environ-
ment.

PLAN MEMBERSHIP

The System provides comprehensive retirement, disability and survivor benefits for the City’s 8,761
Police Officers, Firefighters, Pensioners, and their beneficiaries. As of December 31, 2008, 3,447 Police
Officers and 1,788 Firefighters were active Members of the Pension System. The total of 5,235 active
Members reflects an increase of 326 from last year’s total of 4,909 (3,218 Police Officers and 1,691
Firefighters). The average Police Officer is 40.28 years of age with 13.70 years of pension service. The
average Firefighter is 42.82 years of age and has 16.61 years of pension service with the City of Dallas.

The Deferred Retirement Option Plan continues to be a very attractive option for active Members. The
number of DROP participants in active service reached 1,252 during 2008, an increase of 68 from the prior
year. The average DROP participant in Active Service is 54.27 years of age with 28.58 years of pension
service. The average age at which members enter DROP is 49.9 years of age.

The System paid $142,075,673 million in pension benefit payment, including DROP payments, to
recipients in 2008. At the end of the year benefit payments were being made to 2,317 service Pensioners,
191 disability Pensioners, and 867 beneficiaries.
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Active Membership in the System
(1999-2008)
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Total Active Membership increased by 787 Members over the last ten years from 4,448 to
5,235 Members— 3,447 Police Officers and 1,788 Firefighters.

Active DROP Membership

(1999-2008)
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Active DROP Membership increased by 527 Participants over the last ten years from 725 to
1,252 Participants— 673 Police Officers and 579 Firefighters.
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These numbers taken together reflect an increase in the workforce, particularly the Police Department,
with a corresponding decrease in average age and years of service because of the influx of new, younger
members. Similarly, as DROP enrollment grows, average DROP participant age and years of service has
declined slightly. System benefit payments continue to grow as the number of pensioners and beneficiaries
grows and benefits are increased through the annual adjustment and benefit supplement provisions.

For a review of System benefit provisions, see the Actuarial Valuation and the Notes to Financial
Statements. You may obtain more information in the Statistics Section and on the Pension System’s Web
site at www.dpfp.org.

Number of Retired Members
(1999-2008)
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YEAR

M Police B Fire

The total number of Members on Service Retirement increased steadily over the last ten
vears from 1,797 in 1999 to 2,317 as of December 31, 2008, including 1,357 retired Police
Officers and 960 retired Firefighters.

PLAN AMENDMENTS

There were no changes to the Combined Pension Plan in 2007.

LEGISLATION

The System continuously monitors both State and federal legislative bodies to identify legislation that
might have impact, positive or negative, on the System and our membership and take the appropriate ac-
tion to support or oppose the legislation.

The major legislative issue on a national basis was the continued attempt to enact corrections to the
2006 Pension Protection Act. HB 7327 containing the corrections was enacted in December 2008. The
bill included an important protection that permits the System to continue to pay DROP interest as provided
in the Plan..
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The System continued to oppose federal legislation that would require mandatory or universal Social
Security coverage and state and federal legislation that we feel would be harmful to the public defined
benefit form of retirement plan such as the System.

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.

System's Funding Progress
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The System is on Track to be fully funded in 33 years.

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%.

ACKNOWLEDGEMENTS

This annual report reflects the effort of the System staff under the guidance of the Board of Trustees.
The report is 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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Dallas Police & Fire Pension System
2008 Organization Chart
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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 investments
* System’s assets topped $85.8 million (12-31-79)

1980

* Retention of Eppler, Guerin & Turner Inc. as the System’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 (9-30-80)

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

* Renewal 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 Plan A, increasing cost of living to 4% simple
» System’s assets topped $196.9 million (9-30-83)
1984
» 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)
1985
* Increased Plan A and Plan B benefits, including survivor and retiree minimum benefit
amounts
* Equity assets invested 100% with mutual funds
» System’s assets topped $262.1 million (9-30-85)
1986
* Creation of Pension System benefit counseling program
*  Members vote to begin paying administrative fees from System’s assets
» System’s assets topped $329.5 million (9-30-86)
1987
* Retention of Wilshire Associates 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
» System’s assets topped $434 million (9-30-88)
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1989

1990

1993

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 $547 million (9-30-89)

Benefit changes made during the year included:
- the benefit supplement increased and
- the yearly pension service credit was increased from 2.75% to 3%
Changes in asset allocation included global fixed income (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 31
System’s assets 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

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

Plan amendment election held September 1993

Implementation of multifamily 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
System’s assets topped $825.8 million (12-31-93)
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1994

1995

1996

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 employees
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 assets topped $1 billion in July
System’s assets exceeded $1.077 billion (12-31-95)

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

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

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

Change in DROP interest 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 Internet Website
System’s assets exceeded $1.659 billion (12-31-98)
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1999

2000

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 After Retirement) option

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

Increase in Minimum benefit to $2,000 per month

Implementation of provisions to allow transfer 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 year 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 10-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

2004

2005

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 Pensioner 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

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

Re-election of four Trustees

Plan amendment election held November 2005
- Permitted Members to contribute to a health savings account to 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 after the
Pensioner left Active Service
- Enabled the Board to adopt a policy to enhance flexibility in deferral to and
distributions from DROP
- Eliminated the annual adjustment for new members hired after December 31, 2006 and
authorized the Board to grant ad hoc 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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2006

+ Initiated unitization of investment of Pension System assets co-investing the assets of the
System and the Supplemental Plan

» System assets totaled $3.13 billion (12-31-06)

» Implemented provisions of the federal Pension Protection Act of 2006

» System Assets totaled $3.35 billion (12-31-07)

* Adopted new asset allocation policy with emphasis on global investments
* Moved office location to new site at 4100 Harry Hines Blvd
» System Assets totaled $2.53 billion (12-31-08)
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