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2005 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, including 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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Phone 214.638.3863  -  Fax 214.638.6403

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 Annual 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 measure the responsible stewardship of the System’s assets.  

This annual report is 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 
professional 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, benefit payment and additional financial information 
in graphic form. Both current and historical data are presented. 

The Supplemental Police and Fire Pension Plan of the City of 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 financial 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. 

•

•

•

•

•

•
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During the year ending December 31, 2005, both the Pension 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 is 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 local laws and regula-
tions. Additionally, the controls provide assurance regarding Management’s responsibility to the System 
and facilitate the timely preparation of financial statements in accordance with generally accepted ac-
counting principles.

At a time 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 your support and the 
opportunity to serve you. 

The Board of Trustees and the staff are dedicated to maintaining the System’s excellent 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,

Richard L. Tettamant
Administrator

Gerald Brown
Chairman of the Board of Trustees

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% of pay. The “Old Plan,” as we now know it, was cre-
ated in response to funding pressures in 1935 under Section 6243a, Vernons’ Texas Revised Civil Statutes, 
a revision of previous state law. 

Plan A became effective September 15, 1969, to provide a benefit based on a member’s average salary 
and years 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 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 (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 to the System 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 asset 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 (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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Investment Advisors
AllianceBernstein Institutional Investment 
Management  
Ashmore Investment Management Limited 
Bank of Ireland Asset Management
Brandywine Investment Management
CDK Realty Advisors
Clay Finlay, Inc 
Fidelity Management Trust Company
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Frank Russell Company
GMAC Institutional Advisors
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Hearthstone Advisors
Heitman Capital Management    
Highland Capital Management
W. R. Huff 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 Partners LP 
Oak Associates
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Olympus Real Estate Partners 
Pharos Capital Group
RREEF
State Street Global Advisors
TCW 
T. Rowe Price Associates

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 Ronquillo

PROFESSIONAL SERVICE PROVIDERS
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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 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 professional 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 successful year in 2005.  For the third straight year, 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, at market value, increased by $241.9 million, reaching $2.74 billion.  

New England Pension Consultants (NEPC), the System’s new investment consultant, ranked the 
System in the top 1% of all public funds using the Independent Consultants Cooperative Universe (ICC) 
data base for one year and three years investment results, top 12% over five years, and top 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.

Return Assumption Return Over Assumption
1982 0.1 0.0952
1983 0.1 0.0741
1984 0.1 0.0273
1985 0.095 0.0523
1986 0.09 0.0498
1987 0.09 0.0363
1988 0.09 0.0376
1989 0.09 0.0473
1990 0.09 0.0303
1991 0.09 0.0399
1992 0.09 0.0296
1993 0.09 0.0314
1994 0.0875 0.0273
1995 0.0875 0.0364
1996 0.0875 0.0394
1997 0.0875 0.04
1998 0.085 0.0436
1999 0.085 0.0486
2000 0.085 0.0426
2001 0.085 0.0319
2002 0.085 0.0193
2003 0.085 0.0281
2004 0.085 0.0296
2005 0.085 0.0401

Annualized Cumulative Investment Return
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The above chart demonstrates that the System’s long-term investment 
performance -- 11.4% since 1982 -- has exceeded the expected rate of return.
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MAJOR INITIATIVES
In 2005, 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 years 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. 

Additions to Plan Net Assets  
During 2005, the System received more than $105.1 million in employee and employer contributions. 

The System also earned investment return, net of fees, of $66.2 million, other income of $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 total 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  $   357,326 

 Deductions from Plan Net Assets (000)                               
  Benefit Payments     $   111,331
  Refund of Contributions             1,070     
  Administrative Expenses and Professional Fees          2,995
  Total Deductions from Plan Net Assets  $   115,396

 Net Increase in Plan Net Assets    $  241,930
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Total Active Membership has remained stable over the last ten years, 
increasing by 274 Members from 4,374 to 4,648 Members.

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 II 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 comprehensive retirement, disability and survivor benefits for the City’s 7,769 

Police Officers, Firefighters, Pensioners, and their beneficiaries. 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 age and has 17.48 years of pension service with the City of Dallas.

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.

Active Membership in the System  
(1996-2005)
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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. 

Active DROP Membership increased by 643 Participants 
over the last ten years from 413 to 1,056 Participants.

The total number of Members on Service Retirement increased steadily over
the last ten years from 1,679 in 1996 to 2,181 as of December 31, 2005.

Active DROP Membership 
(1996-2005)

Number of Retired Members 
(1996-2005)
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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 elect 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 to 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 proposed pension reform legislation in the Congress to eliminate the 10% early withdrawal 
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 future genera-
tions. Along with other public pension plans, the System also continued to oppose federal legislation 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 employees 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.

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.
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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%.

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.

The System is on schedule to be fully funded in 20 years. 
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Membership and Benefits
2005 Program Highlights

Benefit Statements Distributed 
5,456  Annual Benefit and DROP Statements

Counseling Sessions
835  Members

Deferred Retirement Option Plan (DROP)
78  New Active Members in DROP

1,056  Total Active Members in DROP
170  Retired Members in Deferred DROP

597  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  Attendees

Financial Planning Program
3  Meetings

216  Attendees

Pensioner Financial Planning
2  Meetings

140  Attendees
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2005 Organizational 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

1978
Development of a plan to resolve unfunded past service cost
System’s assets topped $74 million (12-31-78)

1979
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
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)

1990
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)

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

1992
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)

1993
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
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)

1995
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)

1996
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)

1997
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)

1998
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
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)

2000
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)

2001
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
Selection of JP Morgan Chase Bank as custodian bank
Creation of Pensioner advocate position 
System assets totaled $1.7 billion (12-31-02)

2003
Initiation of Pensioner Advocate Program
Initiation of Financial Planning and Pensioner Financial Planning Programs
System assets totaled $2.2 billion (12-31-03)

2004
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)

2005
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 
authorize 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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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.  It 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.

It is essential that the value added by the System’s investment management be appropriate not only 
to meet inflationary effects, but also to provide additional returns above inflation to meet the investment 
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.

 1.  The overall goal of the System is to provide benefits, as anticipated under the pension plan, to 
its participants and their beneficiaries 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 investment 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 existing and future applicable 
state and federal regulations.
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STRATEGIC ASSET ALLOCATION POLICY
In order to achieve maximum returns, the policy of 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:

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 Investment Implementation Policy, the Board may direct the 
Administrator to effect a reallocation of assets by month end to achieve target

Pension System assets were diversified into the categories shown above as of December 31, 2005.
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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 of $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.  

The System’s use of multiple investment strategies, 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 years, and top 4% over seven years, for public funds using the Independent Consultants 
Cooperative Universe (ICC) data base.  As of December 31, 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 11.4 %.

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 years, 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 evidenced by Russell 2000 Value that returned 4.71% versus the Russell 2000 
Growth that returned 4.15%.  The S&P 500 Index returned 4.91% for the year.  

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 8.50 Actuarial Assumption

Investments are diversified among various asset classes, and the performance
of each category is compared to a benchmark index.

Investments are diversified among various asset classes, and the performance 
of each category is compared to a benchmark index.
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The System’s domestic equity portfolio represents approximately 33.4% of the total investment port-
folio.  The domestic equity composite for the System returned 6.13% in 2005 outperforming the S&P 500 
Index by 1.22%.  Over a three year period the System’s domestic equity portfolio returned an annualized 
17.95% and outperformed 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 year.  The energy advisor has also compiled a three year annual-
ized performance number of 37.10% for the System.

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

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

International Equity Portfolio
International stocks outperformed domestic stocks for the year as evidenced by the Morgan Stanley 

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.  

   

Rank Description Shares Price Value Cost % of Total
1 CITIGROUP INC 417,800.00 $48.53 $20,275,834.00 $16,407,289.07 0.7607
2 PFIZER INCORPORATED 641,100.00 $23.32 $14,950,452.00 $16,377,829.57 0.5609
3 BANK AMER CORP 285,600.00 $46.15 $13,180,440.00 $12,458,063.88 0.4945
4 GENERAL ELECTRIC COMPANY 361,800.00 $35.05 $12,681,090.00 $12,257,883.99 0.4758
5 EXXON MOBIL CORP COM 221,200.00 $56.17 $12,424,804.00 $12,688,932.19 0.4662
6 TEVA PHARMACEUTICAL INDS LTD 267,800.00 $43.01 $11,518,078.00 $8,909,417.43 0.4321
7 J P MORGAN CHASE & CO COM 268,900.00 $39.69 $10,672,641.00 $9,783,638.02 0.4004
8 COGNIZANT TECH SOLUTIONS CORP 205,000.00 $50.27 $10,305,350.00 $2,315,358.45 0.3866
9 QUALCOMM INC 237,500.00 $43.08 $10,231,500.00 $9,531,093.11 0.3839
10 MEDTRONIC INC. 175,500.00 $57.57 $10,103,535.00 $7,994,226.17 0.3791

Top Ten Domestic Equity Holdings
(as of 12/31/05)
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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 MSCI EAFE Index over the same period by 1.50%.

Fixed Income Portfolio
Domestic high grade bonds as represented by the Lehman Brothers Aggregate Bond Index returned 

2.43% for the year.  The rise in short term rates affected 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. 

Rank Description Shares Price Value Cost

1 TOTAL ‘B’ 67980 $250.31 $17,016,250.26 $10,560,488.20

2 TOYOTA MOTOR CO 298700 $51.85 $15,487,960.69 $11,012,514.36

3 NOVARTIS AG 234103 $52.39 $12,265,583.23 $10,533,555.27

4 GLAXOSMITHKLINE ORD GBP0.25 481832 $25.22 $12,151,682.59 $11,781,737.22

5 ROCHE HOLDINGS AG 80554 $149.71 $12,059,567.64 $7,624,308.01

6 ENI EUR1 COM 423148 $27.64 $11,695,045.23 $7,299,165.05

7 ROYAL BK SCOT GRP 336414 $30.13 $10,136,083.13 $9,800,910.71

8 VODAFONE GROUP ORD 5P 4669771 $2.15 $10,061,397.14 $9,424,674.71

9 CREDIT SUISSE GRP CHF3 187813 $50.84 $9,548,122.77 $7,932,796.65

10 SAMSUNG ELECTRONIC 14488 $651.93 $9,445,112.53 $6,123,198.34

Top Ten International Equity Holdings 
(as of 12/31/05)

Rank Description Coupon Maturity  Shares Price  Value  Cost % of Total
1 FEDERAL NATL MTG ASS 4.000 5/1/2007  11,640,000 98.969000 $11,519,992 $11,637,965 0.4322
2 GERMANY (FED REP) 4.000 7/1/2009  9,165,000 122.313830 $11,210,063 $11,934,106 0.4206
3 FEDERAL HOME LOAN BANK 4.000 4/25/2007  10,990,000 98.969000 $10,876,693 $10,986,563 0.4081
4 POLAND GOVT BOND 5.750 6/1/2008  30,510,000 31.550821 $9,626,155 $9,535,523 0.3612
5 JAPAN GOVT 10-YR 0.500 6/1/2013  1,190,000,000 0.803336 $9,559,699 $10,316,578 0.3587
6 JAPAN(GOVT OF) 2.500 6/1/2007  960,000,000 0.876633 $8,415,675 $9,087,940 0.3157
7 MEXICO(UTD MEX ST) BDS 12/1/2012  710,000 983.634647 $6,983,806 $5,803,409 0.2620
8 VERTEX PHARMACEUTICALS INC 925 5.750 2/1/2011  3,470,000 190.750000 $6,619,025 $3,191,025 0.2483
9 CANADA GOVT 6.000 6/1/2011  6,950,000 94.599140 $6,574,640 $6,330,905 0.2467
10 SINGAPORE (GOVT OF) BDS 2.625 10/1/2007  10,920,000 60.082317 $6,560,989 $6,546,141 0.2462

Top Ten Fixed Income Holdings 
(as of 12/31/05)
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The Domestic High Yield portfolio is approximately 5.0% of the total portfolio for the System.  The 
System’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 year.  Over the last three years, the Global Quality bond portfolio returned an annualized 
5.93% per year and exceeded the Lehman Global Aggregate by .43% annualized per year.  Brandywine 
Asset Management returned (2.10%) for the year and exceeded the Lehman Global Aggregate 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.  Loomis 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 years and returned 
11.60% annualized for the last five years.  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 System’s real estate portfolio re-
turned 24.63%, 18.58%, 13.13%, and 13.08% annualized net of fees respectively for one year, three years, 
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 from 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 year. The private real estate portfolio had an outstanding year returning 24.91% 2005.  The 
performance history for the System’s private real estate is impressive having returned annualized numbers 
of 16.97%, 12.72%, and 13.71% respectively for three years, five years, and ten years ending 2005.

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 
return is 20.53%.

The domestic timber portfolio is managed by Forest Investment Associates and the year end invest-
ments represented approximately 7.6% of the real estate assets.  The advisor returned 18.16% for 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 year 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, pistachios, walnuts, macadamia nuts, and wine grapes.

The 2005 return for the agricultural investments is 42.30%.  Hancock has produced annualized returns 
of 26.38% and 11.26% for the three year and five year period ending 2005.  

INFLATION
Inflation as measured by the Consumer 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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ACTUARIAL VALUATION

AS OF JANUARY 1, 2006
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Changes in Benefit Recipients During 2005

 Police Fire Total
Service Pensions Granted 69 46 105
Disability Pensions Granted 3 1 4
Pensions Discontinued due to 
Death

19 23 42

Survivor Pensions Granted 28 19 47
Survivor Pensions Discontinued 3 5 8

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, 2005.
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2005 Revenues
(in millions)

Investment Income

Other Income

Employee 
Contributions

City 
Contributions

Expenses
(in millions)

Benefit Payments

Administration

Refunds

252.2

Revenues totaled $357.3 million in 2005.  

Expenses totaled $115.4 million in 2005.  

3.0

111.3
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Ten Year History of Benefit Recipients by Type

Total benefit payments have grown faster over the last ten years than contributions 
received.   Investment income pays benefits not covered by contributions received.

Contributions and Benefits Paid 
(1996-2005)

Benefit Payments by Type (1996-2005)
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The graph above indicates the long-term growth in market value of the System’s assets.  The 
market value of system assets has grown from $719 million in 1990 to over $2.7 billion in 2005.

One hundred dollars invested in the Pension System’s portfolio in 1982 is worth $1,336.91 as of 
December 31, 2005.  If the $100 had earned the actuarial rate, it would be worth $780.12.

Market Value Fiscal Years 1991-2005
(in millions)
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Examples of Monthly Benefit Payments Based on 
Years of Service and Final Computation Pay

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 to the column for  years of pension service. The number in the selected block is 
the approximate monthly pension benefit at age 50.     

Years of Pension Service

Average 
Monthly 

Comp Pay
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City of Dallas
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DALLAS POLICE AND FIRE PENSION SYSTEM
SUPPLEMENTAL PLAN

ACTUARIAL VALUATION

AS OF JANUARY 1, 2006
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