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Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management io make estimates and assumptions Ihat affect
the raporad amounts of asssts and lizbiliies at the date of the basic financial stalements and the
reported amounds of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

h and n ivalen
The System considers only demand deposits as cash. Cash equivalant securities, which are
composed of all highly liquid investments wilh a maturity of three months or less when purchased, ane
considered to be cash equivalents

Plan interest in Group Master Trust

Beginning January 1, 2008, the System’s investments are held in the Group Master Trust {Group
Trust). JP Morgan Chase served as custodian for the years ended Dacember 31, 2008 and 2008
The fair value of the System's interest in the Group Trust |5 based on the unitized interast that it has
in the Group Trust. The System’s interest in the Group Trust was approximately 59 285% and
99.2859% at December 31, 2008 and 2008, respectively. The allecation of investment income and
administrative expenses between the System and the Supplemental Plan is based on the number of
units owned of the Group Trust. Benefits and contributions are allocated to each plan directly,

Invesiment valuation and income recognifion

Statutes of the State of Texas authorize the System to invest surplus funds in the manner provided by
the Governmeant Code, Title 8, Sublitie A, Subchapter C. This subchapter provides for the investment
of surplus assets in any investment or invesiments that are deemed "prudent” by the Board. The
investment policy of the Board does not resirict the lypes of investments aulhorized o be made on
behalf of the System. The investmenl policy is based upon an asset allocation study that considers
the current and expected condition of the System, the expected long-term capital market cutlook and
the System’s nsk lolerance.

Investments are reporied al fair value, The System's interest in the Group Master Trust is based on
the fair value of the unilized interest held by the System. The underlying invesiments included in the
Group Master Trust are reported at fair value based on quoted market prices. When quoted market
prices are not available, investments gre based on independent appraisals and recent financial
results, or if no established market then they are reported at their estimated fair valuas.

Purchases and sales of investments and forward foreign exchange contracts are recorded on the
trade date Gains or losses on forward foreign exchange conlracts are recognized when the contract
is complete,

Benefits

Benefits and rafunds of contributions are recorded in these basic financial statements when they are
paid to participants

Continued
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Foreign currency iransactions

The Group Trus! and the System are party o certain financial arrangements, ulilizing forward
coniracis, options and futures only as a hedge against foreign currency fluctuations. Entering into
these arrangements involves not only the risk of dealing with counlerparties and their ability to mest
the terms of the confract but also the risk associated with market fluctuations. Gains and losses on
aption and future arrangements are recorded as they are incurred. Gains and losses on forward
contracts are recorded on the setllement date.

Gains and losses resulting from foreign exchange contracts (fransaclions denominaled in a currency
other than the Group Trust's and the System’s lunctional currency - United States dollars) are
recorded by the Group Trust and the System based on changes in market values and are combined
with similar transactions in the accompanying statements of changes in plan net assets and are
included in nel investment income. The Group Trust and the System structure foreign exchange
contracts and enter into certain transaclions to substantially mitinate the Group Trust's and the
Syslem’s exposure 1o fluctualions in loreign exchange rales

Investments and broker accounts denominated in foreign currencies oulslanding at December 31,
2009 and 2008 were converled 1o the Group Trust's and the System's functional currency (United
States dollars) at the foreign exchange rates quoted at December 31, 2008 and 2008, respectively
These foreign exchange gains and losses are included in the Graup Trust net appreciation
{depreciation) in fair value of investments in the accompanying disclosures of the Group Trust

inislrative expenses

The cost of administering the System is paid by the System from current eamings pursuant to an
annual fiscal budget approved by the Board

2. Cash and Cash Equivalents

For cash deposits and cash equivalents, custodial credit risk is the risk that in the event of a bank
failure, the Group Trust's and the System's deposits may not be returned to it. The Group Trust's and
the System's deposits are held by the Custodian, JP Morgan Chase. As of December 31, 2008 and
2008, the Group Trust and the Systemn had bank balances of $4,362 318 and 32,318,275,
respectively, that are in demand deposit accounts subject to coverage by the Federal Deposit
Insurance Corporation, but not collaterzlized. The Group Trust and the Systern do not have a deposit
policy for custodial credit risk, however, management believes thal the Group Trust's and the
Syslem's credil risk exposure is mitigated by the financial strength of the banking institution in which
the deposits are held.

Continued
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Investments and Plan Interest in Group Master Trust

The following disclosures on investments and the System's interest in the Group Master Trust are
made for the Group Master Trust as of and for the years ended December 31, 2009 and 2008.
Securities traded on a national or international exchange are valued at the last reporled sales price al
current exchange rates.  Shorl-term investmeants are government and corporate bonds with @ maturity
of less than one year and are valued based on current market rates. The fair value of limited
partnarships, real estate trusts, and real estale loans is based on independent appraisals and recant
firancial results. Investments that do not have an established market are reported at their estimated
fair values. Unrealized gains and losses are presented as net appreciation (depreciation) in fair value
of investments on the staterment of changes in plan net assets along with gains and losses realized
on sales of investments. Dividend income is recorded on the ex-dividend date, Interest and income

from other investments are recorded as earned

The following summarizes the fair value of investments for the Group Trust as of December 31:

2009 2008
Investiments, at fair value (notes 2, 3 and 4):
Cash and cash equivalents £ 357,487,781 159,628,001
Uniled States government securities 9,007,801 1,754,304
United States government sponsored enlerprises 4,144 B30 19,479,058
Foreign government securities 95,161,233 3,780,380
Commingled funds 21,173,407 20,899,013
Domestic equities 431,665 286 367,155,604
Internalional equities 1,264 841824 1,012,510,245
Corporate secunties 342,763,532 243 474 306
Investments, at appraised value - real estate aquity funds 1 487 11381671

Total investments

3,650,148.151

3,092, 048 256

Receivables:
Accrued interest and dividends 8,363,375 8,945,704
Forward currency contracts (note &) 159,950,987 57,271,001
Securities sold 1,922 746 26,852,300
Total receivables 170,237,108 93,069,104
Tolal assets § 3820385250 3186017 360
Lizbilities and Net Assets
Repurchase loan agreament (note 7) 31,147,000 33,216,200
Payable for securities purchased 77,255,071 28,701,252
Prafessicnal fees payable 3380132 5,982 653
Forward currency contracts (note 6) 158,016 722 66,6491,520
Securilies lending collateral (nole 4) 220,698 254 148,844,078
Ling of credit and other bank loans (note 8) 438, 176.000 366,476 000
Total liabiliies 929680179 640011,703
Mel assets in the Group Trust 3 2880705080 2,546 005,657
Continued
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The following summarizes the net change in the Group Trust for the years ended December 21

2008 2008
Investment incarme:
Interest $ 25691877 33,379,807
Dividends 45,486,971 40,171,711
Real estate income 13,316,273 8,123,317
Net appreciation (depreciation) in fair value of investments 318,474,104 (BE5,198,727)
Securities lending income 1,124,410 1,253 546
Less investment expanses
Custody fees (335,135) (645,670)
Investment services (23.530,722) (20,077 353)
Total invesiment income (loss) in Group Trust 381,227,778 {801,963 569)
Flan net assets hald in trust for pension benefits:
Beginning of year 2,546,005,657 3,376,595,843
Benefit payments in excess of contributions
received for System and Supplemental Plan —(36,528,355) __(28,596,617)
End of year $ 2890705080 2546005857
The following is a break out of interest held in the Group Trust:
Group Trust interest held by the System $ 2,870,025 488 2,527,902 785
Group Trust interest held by the Supplemental Plan 20,679,582 18,102 882
Total nels assets of Group Trust $ 2880705080 2546005657

Portions of the Group Trust's investments are classified as securily investments. A security is &
fransferable financial instrument that evidences ownership or creditorship. Investments in
commingled funds, limited partnerships, real estate trusts, and loans and meortgages are investments

that are evidenced by conlracts rather than securnties

14
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The fair values of the Group Trust's investments at December 31, 2009 and 2008 are presented by

type, as follows:

Cash and cash equivalents
United States government securities
.5, government sponsored enterprises
Faoreign government securibies
Commingled funds
Domestic equities
International equities
Corporate securities
Investments, at appraised value -

real estate equity funds

Total investments

2009

357 487,781
8,007,801
4,144 690

85,161,233
21,173,407

431,865,297

1,754,841,823

342,763 532

5 3830148151

The Board has contracted with investment managers to manage the investment porifolio of the Group

2008

189,626,081
1,754,304
16,479,058
99,780,380
20,839,013
367,155,694
1,012,510,245
243,474,306

1,138,167,1
#.092,948.298

Trusl, subject to the policies and quidelines established by the Board  The Board has custody
agreements with JP Morgan Chase and under such agresments JP Morgan Chase assumes
respansibility for the safekeeping of certain investments, handling of fransactions based on the
instructions of investment managers, and accounting for the investment transactions.

Group Trust investments that individually represent 5% or more of the net gssels available for
benefits and the total of investments that individually represent less than 5% of the net assets
available for benefils of the Group Trust at December 31 are as follows:

Investments greater than 5% of net
assels, at quoted market value:
Securities lending -
Global Securities Lending
JP Morgan

Total investments greater than 5%
of net assels
Investments less than 5% of net assets;
At quoted market value
Al appraised valug

Total investments

15

2009 2008
Fair valug Fair valug
§ 220696255 148 834,079
220,695,255 148,884,079
2,305,549 408 1.805897.013
1,123,902 487 1,138 167,164
$3,650148151  3,092,848,256

Continued
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Custodial credit risk

For an investment, custodial credit is the risk that, in the event of the failure of the counterparly, the
Group Trust and the System will not be able to recover the value of its investment or collateral
securities that are in the possession of an oculside party. Investment securities are exposed 1o
custodial credit risk if the securities are uninsured, are not registered in the name of the Group Trust
or the System, and are held by either the counterparty or the counterparty's trust deparment or agent
but not in the Group Trust's or the System’s name., At December 31, 2009 and 2008, the Group
Trust's and the System's secunly investments that were not subject lo custodial credit risk were the
investments in fixed income and equity investments.

Concentration of credil risk

The allocations of assels among various asset classes are set by the Board wilh the objective of
aptimizing the investmeant return of the Group Trust within a framework of aoceplabls risk and
diversification. For major asset classes (e.q., domestic equities, internaticnal equities, fixed income,
alternative investments, and real estale), the Group Trust will further diversify by employing
investment managers who implement the sirategies selected by the Board.

Significant guidelines are as follows

Fublic market investmeants

1. Specific guidelines are developed cooperatively by the System investment staff, legal
counsel, and investiment manager and shall be incorporated into the Investimeant Management
Services Contract executed by the Chair of the Board, System Administralor, General
Counsel, and the invesiment manager.

2. In case of conflict between the specific manager guidelings and the general guidelines, the
specific guidelines, as approved by the Board, shall supersede. The general guidelines are
as follows:

a. Manager investment philosophy, style, and strategy shall remain consistent and shall not
change without the Board's approval  The manager shall have discretion o manage the
portfolio consistent with the style presented to the Board at the time of selection and
further subject to the restricbons established by the policy herain.

b The following transactions are prohibited: short sales, selling on margin, put and call
options and the use of derivatives for speculation unless authorized by the Board.

¢, Transaclions that involve a broker acling as a principal, where such broker is also
affiliated with the manager who is making the Iransaction are prohibited, unless
specifically approved by the Board.

d  Transactions shall be execuled at competitive costs, or within the parameters established
for directed brokerage transactions by the Board,

e. Managers shall maintain cash levels consistent with their slyle as presenlted Lo the Board
at the time of selection. Any deviation shall be allowed only after notifying the Systam
Administrator and Assistant Administrator of Investments and should be relaled fo
unusual market conditions. The cash level held by each manager will be addressed in
the Investment Management Services Confracl.

Continued
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A The Board with the assistance from the System staff shall monitor each investment
manager's performance and adherence to style, strategy, and manager specific guidelines. It
is the Board's discretion to lake corrective action by replacing an investment manager if they
deem il appropriate at any time.

Altarnative and real astate investmanis

1. The investment specific guidelines for each manager will be incorporated in a Limited
Parnership Agreement, Limited Liability Company Agreament, or ather binding agreament as
is appropriate for the investment. The Board, System Administrator, General Counsel, and
the investmenl manager execule this document

2. In case of conflict between the specific manager guidelines and the general guidelines, the
specific guidelines, as approved by the Board, shall supersede  The general guidelines are
as follows:

a,  Manager investment philosophy, style, and strategy shall remain consistent and shall not
change without the Board's approval. The manager shall have discretion to manage the
porifolio consistent with the slyle presanted to the Board at the time of selection and
further subject to the restrictions established by the policy herein,

. The Chair of the Board may execute amendments and consents if the resulting changes
or allowances are provided for in the governing documents as previously accepted by the
Board. Olherwise, such changes are to be approved by the Board. The Board will be
notified on a quarerly basis of all execuled amendmants

3. The Beard with assistance from the System stafl shall monitor each Allernative and Real
Estate manager's performance and adherence to strategy and manager specific guidelines,
It is the Board's discretion to take corrective action by replacing an invesiment manager if
they deem it feasible and appropriate at any time. Allernative and Real Eslate investment
manager ratention is governad in most cases by Limited Partnarship Agreements, Limited
Liability Company Agreements, or other binding agreements. In these cases, the Board with
assistance frcm the System staff shall identify available options as allowed by the governing
documents and determine the impact and consequences of these oplions.

Interest rate risk and foreqn currancy risk

The Group Trust and the System invests in fxed income securilies including, bul not limited to,
investments representing instruments with an obligated fixed rate of interast including public and
private debentures, mortgages, investments in life insurance general accounts and guaranteed
investment contracls, wilh maturities greater than one year, and optionsfulures. Instruments may
have an investment grade or non-investment grade rating. Purchases and sales, investment
salection and implementation of investment siralegies are delegated to the discretion of the
investment manager, subject to compliance with its management agreement and the System'’s
Investment Policy.

Continued
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Interes! rale rsk is the risk that changes in interest rates will adversely affect the fair value of the
invastment. Interast rate risk is the grealest risk faced by an inveslor in the fixed income market.
The price of a fixed income securily lypically moves in the opposite direction of the change in interest
rales. The weighted average malurity expresses investmenl lime horizons (when the investmant
comes due and payable) in years, weighled to reflect the dollar size of individual invesiments within
the invesiment lype. The System does nol have a formal investment policy that limils investment
malurities as a means of managing its exposure to polential fair value losses arising from future
changes In interest rates, but rather mandatas such limils within the Investment Management
Sarvices Conlract,

Forelgn currency risk is the risk thal changes in exchange rates will adversely affecl he fair value of
an investment or a deposit. International securities invesimenl managers are expected to maintain
diversified portfolios by sector and by issuer using the System Investment Policy.

At December 31, 2009, the following tables show the Group Trusl's investments by type, lime-to-
maturity, fair value, and foreign currency flucluation;
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Credil risk

Cradit risk is the rigk that an issuer or olher counlerparty to an invesiment will not fulfill its obligations.
The Group Trust does not have a formal policy limiting investment credit risk, but rather mandates
such limits within the Investment Management Services Contract, The Group Trust's exposure lo
investment credit risk in fixed income securities as of December 31, 2009 is as follows:

L Parcentgn SEP Prrcantags
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4. Securities Lending

The Board has authorized the Group Trust lo enter into an agreemeant with JP Morgan Chase [JP
Morgan) for the lending of certain of the Group Trust's securities (the Securities Lending Program or
program) including, but not limiled to, stocks and bonds to counterparty brokers and banks
{borrowers), for a predetermined period of time and fee. Such transactions are allowed by State
statute.

During 2008 and 2008, JP Morgan lent, on behalf of the Group Trust, securities held by JP Morgan as
the Group Trust's custodian, and received United States dollar cash and United States Government
securlias as collateral. JP Morgan did not have the ability to pledge or sell collateral securities
absent a borrower defaull Borrowers were required to put up collateral for each loan equal to: (i) in
the case of loaned securilies denominated in United Stales dollars or whose primary trading market
was in the United States or sovereign debtissued by foreign governments, 102% of the fair market
value of the loaned securities; and (i) in the case of loaned securilies not denominated in United
States dollars or whose primary Irading market was nol in the United States, 105% of the fair market
value of the loaned securnlies.

The Board did not impose any restrictions during 2009 and 2008 on the amount of the loans thal JP
Morgan made on its behalf. There were no failures by any borrowers to return the loaned securities
or pay distributions thereon during the fiscal years 2009 and 2008. Moreover, there were no losses
during the 2009 and 2008 fiscal years resulting from a default of the borrower. JP Morgan
indemnifies the Group Trust in respect of any loan related to any non-cash distribution and return of
securibes

During 2009 and 2008, the Board and the borrowars maintained the right to terminate all securilies
lending transactions on demand. The cash collateral was invested, together with the collateral of
olher qualified tax-exempt plan lenders, in a colleclive investment pool maintained by JP Morgan,
The relationship betwean the average maturities of the investment pool and the Group Trust's loans
was affecled by the maturities of the loans made by other plan enfilies thal invested cash callateral in
the collective invesiment paol, which the Board could not determine. On December 31, 2009 and
2008, the Group Trust and the System had no credit risk exposure to borrowers. The marked value of
securities on loan for the Group Trust were $212 745 824 and $144,765, 038 at December 31, 2009
and 2008, respeclively. The collateral held for the Group Trust were 5220,696,255 and $148,844,079
at December 31, 2009 and 2008, respeclively.

Disclosure of securities lending revenue is shown gross with the assoeciated reductions for investment
expenses on the face of the Group Trust's statements of changes in plan nel assels, and the cash

collateral and associated securities lending payable is shown on the face of the statements of plan net
assets for the Group Trust as of December 31, 2008 and 2008,

Continued
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5. Contributions Required and Contributions Made

Funding policy

Conlribution rates are established lo remain level over ime as a percentage of members’ salaries.
The contribution rate has been determinad to pravide for normal cost plus the level percentage of
members' salaries required to amortize the unfunded actluarial accrued hiability (or surplus) over 26
years as of January 1, 2010 compared to 33 years as of January 1, 2009.

The required conlribution rate of the Cily, pursuant to an acluarial sludy effective January 1, 2010,
consists of 17.38% of covered members’ salaries to pay normal costs, 10.84% of covered members’
salaries to amortize its funding deficit over 26 years, and by (0.73)% of covered members’ salaries for
an additional amortizalion requirement resulling in a net contribution rate of 27.5%. The City is
required to contribute at a rate that has been actuarially determined and adopted by the Board.

Im 2009 and 2008, combinad police officers, firefighters and City cantributions represent
approximalely 8.5% and 27 5%, respectively, of each year's covered payroll. Stale law requires that
the System lund the plan benefils based on an approved actuanal study.  The actuary must certify
that the contribution commitment by police officers, firefighters and the City provides an adequale
financing arrangement. During 2009 and 2008, contributions were made in accordance with the
adopled plans of benefits approved by the System’s actuary,

Historical trend information

Higtorical trend information is provided as supplemental informalion on pages 26 through 28. This
information is intended to demenstrate progress the System has made in accumulating sufficient
assels o pay benafils when due and the related actuarial assumptions used in determining the
actuarizlly determined amounis.

The System's contribution rates and the actuarial information included in schedules 1 and 2 is based
on certain assumplions pertaining to interest rales, inflation rales and participant demographics, all of
which are subject to change. Due to uncertainties inherenl in the estimations and assumpticns
process, it s at least reasonably possible that changes in these estimates and assumplions in the
near term could be material to the financial statemenis.

. Forward Contracts

During fiscal years 2008 and 2008, the Group Trust entered into forward fareign exchange contracts.
A currency forward is a contractual agreemeni between two parties to pay or receive specific
amounts of foreign currency al a future date in exchange for another currancy at an agreed upon
exchange rate. Forward commitments are not standardized and carry credil risk due to the possible
nonperformance by one of the counterperties. The maximum polentizl loss is the aggregate face
value in U5, dollars al the ime the contract was opened; however, the likelihood of such loss is
remote. Forwards are usually traded over-the-counter. These transactions are entered info in order
to hedge risks from exposure lo foreign currency rate fluctuation and to facilitate trade settlemant of
foreign security transactions. Forwards carry markel risk resulting from adverse fluctuations in
foraign exchange rates. Recognition of realized gain or loss depends on whether the currency
exchange rate has moved favorable or unfavorable (o the contract holder upan termination of the
contract. Prior to termination of the contracl, the Group Trust records the unrealized currency
translaticn gain or loss based on the applicable forward exchange rates. Such malching exisled at
December 31, 2008 and 2008

Conlinued
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During 2009 and 2008, the Group Trust recognized net realized gains and |losses on foreign currancy
forward contracts of $72,927 and 37,081, respectively. At December 31, 2008 and 2008, the Group
Trust had net unrealized gains and losses on forward currency contracts reflected in the
accompanying Group Trust summary information of $547 703 and $566,702, respectively, included in
nel appreciation (depreciation) in fair value of investmeanis.

7. Obligation Under Reverse Repurchase Agreements

State stalutes parmil the System to enter inlo reverse repurchase agreements. The credit exposure
at December 31, 2009 and 2008 relaled to these agreements was $31,147,000 and $33,316,200 in
the Group Trust Al sales of investments under reverse repurchase agreements are for fixed terms,
In investing the proceeds of reverse repurchase agreements, the System policy is for the tarm to
malurity of the investment 1o be the same as the term of the reverse repurchase agreements, Such
malching existed at December 31, 2009 and 2008.

& Line of Credit and Other Bank Loans

The Group Trust has a credil agreement with a commercial bank which provides for a revelving line of
credit bearing interest at the 30 day floating LIBOR plus 75 basis points and 45 basis points al
December 31, 2009 and 2008, respectively, payable quarterly. At December 31, 2008 and 2008, the
Group Trust had bormowed approximately $340,916,000 and $329,216,000, respactively, related to
the revolving credit line, which provides for a maximum borrowing of $350,000,000. The revolving
credit line was opened on November 1, 2008, and expires on September 30, 2010. The Group Trust
and the System also pay a quarterly fee on the unused portion of the line of credit equaling 14 basis
points. The line of eredit agreement contains various covenants under the terms of the agreement in
which the bank may call the line of credil, if the Group Trust is in violation of any restrictive covenants,

In June of 2008, the Group Trust established a credit agreement with a commaercial bank which
provides for a revolving line of credil bearing interest at the PRIME rate and a floor rate of 5% as of
December 31, 2009, payable monthly, Af December 31, 2009, the Group Trust had borrowed
£40,000,000 related to the revolving credil line, which provides for a maximum borrowing of
$40,000,000. The revalving credit line expires on June 28, 2012. The Group Trust and the System
also pay a monthly fee on the unused portion of the line of credit equaling 50 basis points

In July of 2009, the Group Trust established a credit agreement with a commercial bank which
provides for a revalving line of credit bearing interest at the PRIME rate and a floor rate of 5% as of
December 31, 2008, payable quarterly. Al December 31, 2009, the Group Trust had borrowed
$20,000,000 related to the revolving credit line, which provides for a maximum borrowing of
$20,000,000. The revolving credit line expires in July, 2010

In addition to the line of credit, the Group Trust has an additional loan agreemeant with the commercial
bank bearing interest per annum al the 30 day floating LIBOR rate plus 75 basis points and 45 basis
points at December 31, 2009 and 2008, respectively, payable quarterly. At December 31, 2008 and
2008, the loan balance outstanding was $37,260,000. The loan is secured by real property and
matures on September 30, 2010 The bank loan agreement contains various covenants under the
terms of the agreement in which the bank may call the lcan if the Group Trust is in viclation of any
restrictive covenanis.

Continued
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DALLAS POLICE AND FIRE PENSION SYSTEM

MNotes to Basic Financial Statements, Continued

Maturities of long-term debt at December 31, are as follows:

Year Ending Decamber 31,

2010 $ 398,176,000
2011 =

2012 40,000,000
Total § 438,176,000

Federal Income Tax Status

A favorable determination thal the Syslem is qualified and exempt from Federal income faxes was
received on January 24, 2001, fram the Internal Revenua Service (IRS). The Board believes that the
System is designed and continues to operate in compliance wilh the applicable requirements of the
Internal Revenue Code

Administrative Expenses

The System's plan document authorizes the Board to pay administrative cosls from the System,
provided that the System's actuary has determined that the System has sufficient income to pay such
costs. The System reimbursed the City for $0 and $118,312 related to the System’s overall
administrative costs during the years ended December 31, 2009 and 2008, respectively.

Group Trust investment ralated expenses for the years ended December 31, 2009 and 2008 also
include $23,530,722 and $20,077,353, respaclively, in asset management fees for the Group Trusl

Commitments and Contingencies

As described in note 1, certain members of the Syslem are entitled to refunds of their accumulated
contributions on termination of employment with the City, prior lo being eligible for pension benefits
As of December 31, 2009 and 2008, aggregate contributions from active members of the Systam with
less than five years of service were $11,130,286 and $9 075,204, respactively.

The Group Trust had oulstanding investment commitments o various limited partnerships and
international invesiment advisors of $544 554 834 and $415,523,031 at December 31, 2009 and
2008, respectively.

Deferred Compensation Flans

The System affers ils employees a deferred compensation plan (the DCP) created in accordance with
Internal Revenue Code Section 457. The DCP, available to all employees of the System, permils
employees to defer & portion of their salary unlil future years. Disinbutions from the DCP are not
available to employees until termination, retirement, death or unforeseeable emergency. The DCP
has a third parly acministrator, ING Retirement Services (ING) and the cost of administration and
funding are borne by the DCP participants. Amounts deferred are held in trust by ING and since the
System had no fiduciary responsibility for the DCP, these amounts are not reflected in the
accompanying basic financial statements in accordance with GASB Statement No. 32

Continued
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The Sysiem also offers its employees a money purchase pension plan (MPP) created in accordance
with Internal Revenue Code Section 401. The plan is available to employees of the System that are
not considered an employee of the City, Participation in the plan is with the performance of ane hour
of service and termination from the plan is upon employment tarmination. Employees are allowed to
make after tax contributions equal to 6.5% of the employee’s compensation. Syslem conlributions
equal 12% percent of the employee’s compensation. During 2008 and 2008, the System contributed
$270,731 and $297 308, respectively. The MPF has a third party administrator, ING, Inc., and the
cast of administration and funding are borne by the employer. Amounts deferred are held in trust by
ING and since the System had no fiduciary responsibility for the MPP, these amaounits are not
reflected in the accompanying financial statements in accordance with SASE Stalement No. 32

13 Risks and Uncertainties

The Group Trust invests in vanous investment securities. Investment securities are exposed to
various risks such as interest rate, market and credit risks. Due o the level of risk associated with
cerlain investment securilies, it is at least reascnably possible that changes in the value of invesiment
securities will acsur in the near term and that such changes, could materially affect the amounts
reported in the statements of plan net assets.

The System contribution rates and the actuarial information included in the schedule of contribulions,
page 27, and schedule of funding progress, page 28, are based on certain assumplions pertaining o
interest rales, inflalion rates and paricipant demographics, all of which are subject to change. Due to
uncertainties inherent in the estimations and assumptions process, it is al leas! reasonably possible
that changes in lhese estimates and assumplions in the near term could be material to the basic
financial stalements

Several lawsuils are pending against the City by third party police officers and firefighlers, which
claim the right to significant back pay on behalf of most current and many former Dallas police officers
and firefighters. If these lawsuils are successiul, they will ikely result in large over-due pansion
claims on behalf of many relired pensioners and large increases in the actuarial accrued liabilities of
current members of the System, because pensions are generally a percentage of the pay of the
palice officers and firefighters.

The System has intervened in the above lawsuits to protect the System's nghl to members and City
contributions which the System management believes will be due if the police officers’ and
firefighters’ claims are successful. The ultimate outcome of these lawsuits cannot be determined al
this time and, accordingly, no amounts related to these cleims have been accrued in the System's
basic financial slatements as of December 31, 2008 and 2008,

14. Subsequent Events

Management has evaluated subsequent events through June 30, 2010, which is the date the financial
stalements were issued.
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Schedule 1
DALLAS POLICE AND FIRE PENSION SYSTEM

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

GASB required supplementary information {unaudited) related to the System's funding progress is as
follows (amounts in millions):

_Schedule of Funding Progress

Actuarial Actuanal UAAL as a

value of accrued Unfunded perceniage
Actuarial assels liability AdL Funded Covered of covered
valuation {AMA) (AAL) (UAALY ratio payrall payroll
_date (& _(ba)  {ah) & ((bale)
1172001 ¥ 2,005 2328 323 B61% 5 224 1442 %
11172002 2158 2,554 396 B4.5% 251 157.8%
1172003 1,992 2,738 T46 T28% 270 276.3 %
172004 2,286 2 B89 G033 79.1% 265 227.5 %
1172005 2,485 3,074 589 BO.B % 282 208.9 %
1172006 2,700 3,282 582 82.3% 285 197.3 %
112007 2,862 3,371 409 87.0% 306 133.7%
1/1/2008 3,259 3644 385 BE.A4 % 321 1199 %
1112009 3,040 3878 836 78.4% 348 240.8 %
1172010 3,383 4,133 750 B1.8% 367 204.4 %

Certain factors, such as changes in benefit provisions, the size or compeosilion of the population
coverad by the Syslem or the acluarial assumplions used, may significantly affect the identification of
trends in the amounts reporied in this schedule,

Analysis of the dollar amounits of acluarial value of assets, actuarial accrued liability, and unfunded
actuarial accrued liability in isclation can be misleading. Expressing the actuarial value of assels as a
percentage of the actuarial accrued |iability provides one indication of the plan's funding status on a
going-concern basis. Analysis of this percentage over time indicates whether the plan is becoming
financially stronger or weaker, generally, the greater this percentage, the slronger the plan. Trends in
unfunded acluanal accrued liability and covered payroll are both affected by inflation. Expressing the
unfunded actuanal accrued liability as a percentage of covered payroll appreximately adjusts for the
effects of inflation and aids analysis of the plan's progress made in accumulating sufficient assets to
pay benefits when due. Generally, the smaller this percentage, the stronger the plan.

See accompanying nole to required supplemental schedules
See accompanying indepandeanl audilors’ report
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Schedule 2

DALLAS POLICE AND FIRE PENSION SYSTEM
Schedule of Employer Contributions (Unaudited)
(dollars in thousands)

The following table lisls required supplementary information (unaudited) related to Employer
contributions (amounts in thousands)

Schedule of Contributions

Year Ended Annual reguired Percentage

December 31, _cantribution contributed
2000 § E65M 100%
2004 75 592 100%
2002 77,085 100%
2003 78,323 100%
2004 83291 100%
2005 87,373 100%
2008 81,653 100%
2007 a7 762 100%
2008 104,373 100%
2008 107,700 100%

The percent contributed may vary from the legally required rale as the term "Annual Required
Confribution” is based upon coverad payroll as of the actuarial valuation date, January 1, whereas
contributicns are calculated and paid based upon actual payralls throughout the year

Certain factors, such as changes in benefit provisions, the size or composition of the population
covered by the System or the actuarial assumptions used, may significantly affect the identification of
frends in the amounts reported in this schedule

Conlributions were made in accordance with actuanally determinad contribution requirements as
adopted by the Board

See accompanying note to required supplemeantal schedulas
See accompanying indepandent auditors’ report
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DALLAS POLICE AND FIRE PENSION SYSTEM

MNote to Required Supplemental Schedules (Unaudited)

The infermation presented in the reguired supplemental schedules was determined as part of the
actuanal valuations at the dates indicated.  The significant assumptions underlying the actuarnal
calculations at January 1, 2010 and 2008 are as follows:

Actuarially assumed investment rate of returm * B.5% per annum, compounded annually
Mortalily, retirement, disabilily and separation rates Graduated rates detailed in
acluary's report

Projected salary increases ** Range of 4% to 9.64%
Acluarial cost method Entry age normal cost method
FPost retirement benefit increases:
Group A (former Plan &) and Group B members 2% of onginal pension annually
Group A (former Old Plan) members 4% annually
Asset valuation S-year smoothing
Amorlization method Open level percent of payroll
Remaining amortization period 26 years in 2010 actuary report and
33 years in 2009 actuary report
DROP account returns 8% per annum 2010 and §% per
annum 2009
Fost retiremeant mortality 1984 Group Annuity Mortality Table

The acluarial information presented was delermined by the actuanal firm Buck Consultants, Inc. for
2008 and 2008 and results from applying various assumptions with ragard to termination, disability,
retirement, mortality and the time value of money to the accumulated plan benefits.

The acluarial assumptions are based on the presumption that the Systam will continue. Were the
Syslem to lerminale, different actuarial assumptions and other faclors might be applicable in
determining the actuarial present value of accumulated plan benefits.

Actuarial calculations were made by the consulting acluary Buck Consultants, Inc. as of January 1,
2010 and 2008, and are not materially different from what they would have been had they been
calculated on December 31, 2009 and 2008, respectively. The above assumptions are used by the
Syslem’s actuanes lo determing the System’s obligations anly, and are not used 1o calculate the
actual System benefits, Plan benefits are fully described in the System’s document.

* Includes inflation rate of 4% and net of all expenses
** Includes inflalion rate of 436
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