SUPPLEMENTAL PENSION PLAN

201




2008 ANNUAL REPORT

SUPPLEMENTAL POLICE AND FIRE PENSION
FLAN OF THE CITY OF DALLAS

Motes to Basic Financial Statements, Continued

In addition to the line of credit, the Group Trust has an additional loan agreement with the
commercial bank bearing interest per annum at the LIBOR rate plus 45 basis points and 40 points at
December 31, 2008 and 2007, respectively, payable guarlerly. At December 31, 2008 and 2007, the
loan balance outstanding was $37,260,000. The loan is secured by real property and matures on
Seplember 30, 2008. The bank loan agreement contains various covenants under the terms of the
agreement in which the bank may call the loan if the Group Trust is in violation of any restrictive
covenants.

4  Federal Income Tax Status

A favorable determination that the Supplemental Plan is qualified and exempt from Federal income
taxes was received on January 24, 2001, from the Internal Revenue Service (IRS). The Board
balieves thal the Supplemental Plan is designed and continues 1o operale in compliance with the
applicable requirements of the Internal Revenue Code.

10. Administrative Expenses

The Supplemental Plan's plan document authorizes the Board to pay administrative cosls from the
Supplemental Plan, provided that the Supplemental Plan’s actuary has determined that the
Supplemental Plan has sufficient income to pay such costs. The Supplemental Plan reimbursed the
City for $118,159 and $69,310 related to the Supplemental Plan's overall administrative costs during
the years ended December 31, 2008 and 2007, respectively.

Group Trust investment related expenses for the years ended December 31, 2008 and 2007 also
include $20,077,353 and $17,533,373, respectively, in asset management fees for the Group Trust

11. Commitments and Contingencies

As described in note 1, certain members of the Supplemental Plan are entitled to refunds of their
accumulated contributions on termination of employment with the City, prior to being eligible for
pension benefits. As of December 31, 2008 and 2007, aggregate contributions from active members
of the Supplemental Plan with less than five years of service were $47 990 and 323,610, respectively,

The Group Trust had outstanding investment commitments to vanous limited partnerships and
international investmeant advisors of $417,523.031 and $566,176 827 al December 31, 2008 and
2007, respactively.

12. Risks and Uncertainties

The Group Trust invests in various investment securities. Investment securities are exposed to
varous risks such as interest rate, market and credit risks. Due to the level of risk associated with
certain investmeant securilies, it is at least reasonably possible that changes in the value of investment
securities will ocour in the near term and that such changes, could materially affect the amounts
reparted in the statements of plan net assels

Continued
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SUPPLEMENTAL PENSION PLAN

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

MNotes to Basic Financial Statements, Continued

The Supplemental Plan contribution rates and the actuarial information included in the schedule of
contributions, page 28, and schedule of funding progress, page 25, are based on cerlain assumptions
pertaining lo interest rates, inflation rates and participant demographics, all of which are subject to
change. Due to uncertainties inherent in the estimations and assumptions process, it is at least
reasonably possible that changes in these estimates and assumptions in the near term could be
material to the basic financial staternents.

Several lawsuits are pending against the City by third party police officers and firefighters, which
claim the right to significant back pay on behalf of most current and many former Dallas police officers
and firefighters. If these lawsuits are successful, they will likely result in large over-due pension
claims on behalf of many retired pensioners and large increases in the actuarial accrued liabiliies of
current members of the Supplemental Plan, because pensions are generally a percentage of the pay
of the police officers and firefighlers,

The Supplemental Plan has intervened in the above lawsuils to protect the Supplemental Plan's right
to members and City contributions which the Supplemental Plan believes will ba due if the police
officers' and firefighters’ claims are successful. The ulimate outcome of these lawsuits cannot be
determined 2t this time and, accordingly, no amounts related to these claims have been accrued in
the Supplemental Plan’'s basic financial statements as of December 31, 2008 and 2007,
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SUPPLEMENTAL PENSION PLAN

Schedule 1

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

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

GASBE required supplementary information (unaudited) related to the Supplemental Plan’s funding
progress is as follows (amounts in thousands):

Scheduls of Funding Progress

Actuarial UAAL as a
value of Actuarial Unfunded percentage
Actuanal assels Accrued Liability  AAL Funded Covered of covered
valuation {AVA) [AAL) (LAAL)Y ratio payroll payrall
date {a} (33} (b-a) {ab) {c} {{b-alc)
1172000 17,628 318,146 $ 518 a7 % $ 834 56 %
112001 16,626 18,566 2,840 B5 % 655 449 %
112002 15,498 21,214 5718 3% 737 776 %
11/2003 14,081 22,398 8,317 B3 % 858 g970 %
112004 16,950 23,325 6,375 73 % 730 873 %
112005 18,720 24 496 5776 76 % 818 706 %
11/2006 19,861 25,320 5,409 TG % 828 691 %
112007 23,314 28,663 5,349 81 % 866 618 %
17112008 25,254 30,058 4,844 84 % 938 516 %
1172009 18,140 32,063 13,913 57 % 1,043 1,334 %

Certain factors, such as changes in benefit provisions, the size or composition of the population
covered by the Supplemental Plan or the actuarial assumptions used, may significantly affect the
idertification of trends in the amounts reported in this schedule

Analysis of the dollar amounts of acluarial value of assets, actuarial accrued liability, and unfunded
actuarial accrued liakility in isolation can be misleading. Expressing the actuanal value of assets as a
percentage of the actuarial accrued liability provides one indication of the plan’s funding status on a
going-concern basis. Analysis of this percentage over tlime indicates whether the plan is becoming
financially stronger or weaker, generally, the grealer this percentage, the stronger the plan. Trends in
unfunded actuarial accrued liability and covered payroll are both affecled by inflation. Expressing the
unfundad actuarial accrued liability as a percentage of coverad payroll approximately adjusts for the
effects of inflation and aids analysis of the plan‘s progress made in accumulating sufficient assets o
pay benefits when due. Generally, the smaller this percentage, the stronger the plan.

See accompanying independent auditors' report
See accompanying note lo required supplemental schedules,
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Schedule 2

SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Schedule of Employer Contributions
(Unaudited)

The following table lists required supplementary information (unaudited) related to Employer
confributions:

Schedule of Contributions

Year ended Annual required Parcentage

December 31 ribution contributed
1998 $ 1,030,687 100 %
2000 700,000 100 %
2001 800,000 100 %
2002 900,000 100 %
2003 1,000,000 100 %
2004 1,100,000 100 %
2005 1,200,000 100 %
2006 1,300,000 100 %
2007 1,340,414 100 %
2008 1,243,717 100 %

The percent contributed may vary froem the legally required rate as the term “Annual Required
Contribution” is based upan covered payroll 2s of the actuarial valuation date, January 1, whereas
actual contributions are calculated and paid based upon actual payrolls throughout the year

Certain factors, such as changes in benefit provisions, ihe size or composition of the population
covered by the Supplemental Plan or the actuarial assumpticns used, may significantly affect the
identification of trends in the amounts reported in this schedule,

Contributions were made in accordance with actuanally determined contribution requirements as
adopted by the Board,

See accompanying independent auditors’ report
See accompanying note to required supplemental schedules
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SUPPLEMENTAL POLICE AND FIRE PENSION
PLAN OF THE CITY OF DALLAS

Mote to Required Supplemental Schedules
(Unaudited)

The infermation in the accompanying schedules of required supplemental information were determined as
part of the actuarial valualion at the dates indicaled. Additional information as of the latest actuarial
valuation date of January 1, 2009 and 2008 is as follows:

Actuarially assumed investment rate of return * 8.5% per annum, compounded annually
Wortality, retirement, disability and separation rates  Graduated rales detailed in acluary's report
Actuarial cost method Entry age normal

Post retirement benefit increases 4% per annum of original pension amount
Assel valuation Fair market value

Amortization method Open level fixed %

Remaining amortization period & years in 2009 and 2008

DROP account returns 8% per annum

Post retirement marketing 1994 Group Annuily Mortalily Table

* |ncludes inflation rate of 4% and a real rate of return of 4.5%. DROP balances are
assumed to earn 9% per annum. Total payroll is assumed to increase 4% per year. Overtime is
assumed to be 11% of base pay per the 2009 actuary report and 11% of base pay per the 2008
actuary report.

The actuarial information presented was determined by the actuanal firm Buck Consultants, Inc. for
2008 and 2007 and results from applying various assumptions with regard to termination, disability,
refirament, mortality and the time value of money to the accumulated plan benefits.

The actuarial assumplions are basaed on the presumption that the Supplemental Plan will continue.
Were the Supplemental Plan to terminale, different acltuarial assumptions and other factors might be
applicable in determining the actuarial present value of accumulated plan benefils

Actuarial calculations were made by the consulting actuary Buck Consultants, Inc. as of January 1,
2008 and 2008, and are not materially different from what they would have been had they been
caloulated on December 31, 2008 and 2007, respectively. The above assumptions are used by the
Supplemental Plan's acluaries to determing the Supplemental Plan's cbligations only, and are not
used 1o calculate the actual Supplemental Plan benefits. Plan benefits are fully described in the
Supplemental Plan's document.
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