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introduction
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Letter of transmittal

October 20, 2008

Craig T. Mason
City Treasurer Designee
City of Houston
P.O. Box 1562
Houston, Texas 77251-1562

Dear Mr. Mason:

The Comprehensive Annual Financial Report (CAFR) of the Houston Firefighters’  
Relief and Retirement Fund (the Fund), a component of the City of Houston, for the fiscal 
year ended June 30, 2008, is submitted herewith.

The Houston Firefighters’ Relief and Retirement Fund was created in 1937 with the 
passage of a state law that provided benefits for firefighters in certain cities in Texas. In 
1975, Article 6243e.2 was passed in the Texas legislature to create a fund for firefighters 
in cities with a population not less than 1.2 million. This statute was amended in 1997 into 
Article 6243e.2(1). Since that time, and currently, Article 6243e.2(1) governs only firefighters 
employed by the City of Houston. Firefighters in the City of Houston are not covered by 
Social Security.

Article 6243e.2(1) states that a fund shall be created to provide retirement, 
disability and death benefits for firefighters and their beneficiaries, and that it shall be 
governed by a Board of Trustees, which has sole responsibility for its maintenance.  
In earlier years, the City of Houston provided staff and financing for the daily  
administration of the Fund. Effective July 1, 1988, the Board of Trustees assumed 
full responsibility for its administration. Administration of the Fund includes accu-
rately computing and disbursing retirement benefits, receiving and depositing  
contributions in a timely manner, accounting for investment activity, monitoring the 
activity of all external investment managers, auditing all financial activities of the Fund on 
an ongoing basis, and meeting reporting requirements in a timely manner.

Responsibility for the accuracy of the data and the completeness and fairness of the 
presentation, including all disclosures, rests with the Board of Trustees. To the best of the 
Board’s knowledge and belief, the enclosed information is accurate in all material respects 
and is reported in a manner designed to present fairly the financial position and results of 
Fund operations. All disclosures necessary to enable the reader to gain an understanding of 
the financial activities of the Fund have been included.

In January 2008, the Fund’s Chief Investment Officer was appointed to fill the dual role of 
the Executive Director/Chief Investment Officer. Both he and the Chief Legal Officer report 
directly to the Board of Trustees. In addition, the Chairman of the Board of Trustees is assigned 
to the Fund on a full-time basis.
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milestones and maJor initiatiVes
The Fund achieved several milestones during fiscal 
year 2008. Listed below are several accomplishments 
from the Investment, Finance and Operations, Member 
Services, and Legal Teams.

 
In anticipation of a poor market, the Fund’s invest-

ment team set out for a second straight year to improve 
the portfolio’s downside risk. The strategy was to 
continue to increase exposure to non-traditional alterna-
tive investments including private equity, hedge funds 
and real estate. During the year nearly $250 million was 
committed to those asset classes. 

Throughout the year the Fund’s Investment Team 
repeatedly tested the viability of the entire group of 
underlying investment managers in all asset classes. As 
part of an ongoing due diligence program, the team is 
regularly meeting with existing and prospective invest-
ment managers in an effort to understand the strengths 
and weaknesses of their respective strategies.

For the 25th year in a row, our Finance and opera-
tions team has received the Government Finance Offi-
cers Association (GFOA) Certificate of Achievement for 
Excellence in Financial Reporting. It also implemented 
new in-house accounting software to better manage all 
operating expenses, which assisted in a smooth audit 
and a clean audit opinion. 

Our member services team continued to enhance 
service provided to our members by providing indi-
vidual (in-person and phone conference) and group Post 
Retirement Option Plan (PROP) educational sessions for 
eligible retirees and surviving spouses. As of the end of 
the fiscal year, 198 have elected to participate in this new 
benefit option. This year, the team administered over 
33,000 benefit payments totaling more than $112 million.

This year’s legal team endeavors were highly 
successful. An important effort was the supervision of 
federal legislative efforts to correct wording in federal 

law that might adversely affect the deferred retire-
ment option program. The Legal Team worked with 
the Member Services Team to propose various pension 
policy amendments which enhanced consistency and 
helped the Board and staff with clear measures for 
determining benefits eligibility. The negotiation and 
contracting for a new pension administration software 
system, in conjunction with the Member Services Team, 
was another important project completed. The Legal 
Team worked with the Investment Team to negotiate 
and obtain contractual terms favorable to the Fund in 
a growing number of private equity partnership invest-
ments. The Legal Team also provided advice and educa-
tion to the Board in a number of areas requested by the 
Board, including open government and fiduciary duties 
of Fund Trustees.

administration, staFF and  
ProFessional serViCes
At fiscal year-end, the Fund staff was made up of 29 
full-time employees. The following professionals were 
employed by the Board of Trustees as of June 30, 2008, 
to provide specialty services:
•  The custodian bank is Bank of New York Mellon.
•	 Mir•Fox	&	Rodriguez,	P.C.,	serves	as	the	auditor.	
• Buck Consultants is the actuary. 

All investment consultants of the Fund acknowledge 
that they serve in a fiduciary capacity to the Fund. Most 
of the professional consultants appointed by the Board 
are listed on page 10 of this report. Other professionals 
employed by the Board are listed on pages 39 and 40.

aCCounting sYstems and rePorts
As plan administrator of the Fund, the Board of Trustees 
maintains the following various internal controls to 
ensure material accuracy of all data:
•  Biweekly control reports are generated by the 

Fund staff to ensure the accuracy of employee and 
employer contributions received from the City of 
Houston.

•  Monthly reconciliations are performed on benefit 
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payment information to confirm payment instruc-
tions to the custodian bank.

•  Monthly reviews are performed on all investment 
transactions to ensure that dividends and interest 
on the investments of the Fund are properly cred-
ited, all assets are accounted for properly, all market  
valuations are appropriate, and each investment 
manager is in compliance with established guidelines.

•  The checking account of the Fund, from which 
administrative payments are made, is reconciled 
monthly by the staff, and wire transfers from the 
custodian bank are reconciled monthly to the 
in-house cash account.

•  The Budget and Audit Committee of the Board 
of Trustees, which sets general parameters  
for spending, meets at least quarterly to review 
administrative expenditures.

•  The Personnel and Procedures Committee, a 
committee of the whole, formulates and reviews 
administrative procedures of the Fund. The auditor 
of the Fund reviews these internal controls annually. 
In turn, the auditor makes a report to the Board. 
If needed, the Board makes changes in the systems 
and controls of the Fund.

The financial statements included in this report have 
been prepared in accordance with generally accepted 
accounting principles (GAAP) and the principles of 
governmental accounting and reporting pronounced 
by the Governmental Accounting Standards Board 
(GASB). The accrual basis of accounting is used to record 
assets, liabilities, revenues and expenses. Revenues for 
the Fund are taken into account when earned without 
regard to date of collection. Expenses are recorded when 
the corresponding liabilities are incurred, regardless of 
when payment is made. For an overview of the financial 
position of the Fund, please refer to the Management’s 
Discussion and Analysis in the financial section.

Contributions to the Fund are based on the prin-
ciples of level cost financing, with current services 

financed	on	a	current	basis	and	prior	services	amortized	
over a 30-year rolling period. The Fund has ended its 
fiscal year on June 30 since 1984. The Independent 
Auditors’ Report from a certified public accountant and 
certification from the actuary of the Fund are included 
in this report.

inVestments
The investment portfolio is a major contributor to the 
Fund. The Board of Trustees created the Investment 
Committee, consisting of the whole Board, to oversee 
the investment portfolio, managers and performance of 
the Fund. With assistance from the Fund’s professional 
staff, the Investment Committee monitors the asset allo-
cation of current investments, as well as reviews poten-
tial investment opportunities.

The overall goal of the Board’s investment program 
is to provide sufficient investment returns necessary to 
pay timely and sufficient benefits to participants and 
their beneficiaries. Key components of the investment 
program that enable the Fund to achieve this goal are 
a diversified investment portfolio, a long-term invest-
ment outlook, and prudent risk-taking commensurate 
with fulfilling the goal of the program. The Fund’s 
assets are invested in short-term instruments (“cash 
equivalents”), fixed-income securities, domestic and 
international equity securities, alternative investments, 
private equity, and real estate. By investing in different 
types of assets, the impact that a downturn in one asset 
class	 would	 have	 on	 the	 Fund	 is	 minimized	 and	 the	
probability that the Fund will earn an adequate rate of 
return is improved. The Board maintains an investment 
outlook	 that	 emphasizes	 stability	 and	 long-term	 plan-
ning — because payments to participants and beneficia-
ries are long-term in nature — and avoids drastic asset 
shifts and market timing decisions. The Board assumes 
prudent risk in the investment portfolio to ensure that 
assets grow at an adequate rate to provide promised 
benefits to participants and beneficiaries. By adhering to 
these components, the investment program is character-
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ized	by	steady	growth	in	ever-changing	global	market	
and economic environments.

The performance objective of the Fund is to meet 
or exceed the actuarial rate, currently 8.5 percent, over a 
long-term	horizon	that	is	defined	as	10	years.	

The past fiscal year, which ended June 30, 2008, 
saw the Fund’s annual rate of return come in at 3.96 
percent.* At first glance, this return appears to be subpar 
when compared to the previous four years or even 
when compared to the Fund’s target rate of return of 
8.5 percent. Yet, when considering the economic and 
market environments of the year, this return is much 
better than expected. 

The year brought economic forces that would natu-
rally depress any market. We saw the historic beginning 
of a credit crisis led by improper home loans and poor 
U.S. savings rates, quickly rising commodity prices, 
rising unemployment, inflation, and a weak U.S. dollar. 
During the year, investor confidence levels in the finan-
cial	system	weakened	as	they	realized	the	insurmount-
able	 size	 and	 complexity	 of	 the	 credit	 problem.	 In	 an	
effort to seek a positive return, investors shuffled money 
amongst asset classes creating the flux that we experi-
enced all year and continue to experience now. Most 
asset classes performed poorly during this period. 

Private equity and hedge funds were the strongest 
performers in 2008, both producing strong double digit 
returns of 20 percent and 15.7 percent, respectively. Real 
estate, fixed income and cash all delivered modest single 
digit returns. While the domestic and international 
equity classes delivered negative results, it is important 
to note that both asset classes outperformed their respec-
tive benchmarks. This outperformance is attributed to 
higher-than-market exposure to the energy sector and 
emerging market categories, which both delivered 
double digit returns in 2008. 

tHe ranKing
This year’s return placed the Fund in the top first 
percentile among public pension systems over a three-, 
five-,	seven-	and	ten-year	annualized	period,	and	in	the	
second percentile over a one-year period, according to 
the Wilshire TUCS® Report dated June 30, 2008.†

Over the longer term, the Fund has consistently 
added value over its policy benchmark and exceeded 
the actuarial nominal rate of return target of 8.5 percent. 
Additional information regarding the investment results 
for the year is included in the Investment section of  
this report.

*  This information is gross of investment management fees and Fund 
expenses.

†   Source: Wilshire’s Trust Universe Comparison Services Report — a 
cooperative effort between Wilshire Analytics, the investment technology 
unit of Wilshire Associates, and custodial organizations such as HFRRF’s 
custodian bank, BNY Mellon. The TUCS Report is the most widely 
accepted benchmark for the performance of institutional assets.

FinanCial HigHligHts
Additions to assets received by the Fund are used to 
fund current and future benefits for members and their 
beneficiaries. The primary sources of additions are 
contributions from active members, the City of Houston 
and investment income. Deductions from assets consist 
of benefits paid to retired members and their beneficia-
ries, fees for professional services, and operations costs.

The	 following	 table	 summarizes	 additions	 and	
deductions to plan net assets for fiscal years 2008, 2007 
and 2006.

2008 
(millions)

2007 
(millions)

2006 
(millions)

Beginning 

net assets
$2,966 $2,574 $2,286

Additions $183 $501 $389

Deductions $120 $109 $101

Net Change $63 $392 $288

ending 

net assets
$3,029 $2,966 $2,574
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Funding status
The funding objective of the Fund is to establish contri-
butions which, when combined with present assets  
and future investment returns, will be sufficient to  
meet the financial obligations to present and future 
retirees and beneficiaries. Additionally, the Fund’s 
goal is to establish contributions that are an approxi-
mately level percentage of payroll for each generation 
of active members. Annual actuarial valuations measure 
the progress toward these goals, as well as test the  
adequacy of the contribution rate.

The Fund’s actuary assumes that the Fund’s invest-
ments will return 8.5 percent each year. The differences 
between the assumed and actual investment return 
are phased in over a five-year period, yielding an actu-
arial value of assets. The smoothing prevents extreme  
volatility in employer contribution rates due to  
short-term fluctuations in the investment markets. 
The Entry Age Actuarial Cost method is used to 
calculate the Fund’s long-term funding needs. 
Under this method, the actuarial value of the 
anticipated benefit of each plan member is  
allocated on a level basis over the member’s career. 

For the July 2007 valuation, the actuarial value of 
assets was $2.63 billion; the aggregate actuarial liability 
for the Fund’s members was $2.89 billion. The funding 
ratio is currently 91.0 — that is, current assets cover 91.0 
percent of the benefits accrued to date by active and 
retired members and beneficiaries. This is higher than 
the 87.0 percent in the July 2006 valuation, primarily due 
to recognition of recent investment gains of the Fund. 

Additional information regarding the financial 
condition of the Fund can be found in the Actuarial 
section of this report.

indePendent audit
An	 audit	 was	 performed	 by	 Mir•Fox	 &	 Rodriguez,	
P.C., for the fiscal year ending June 30, 2008, and was 

conducted in accordance with auditing standards gener-
ally accepted in the United States of America. The 
Independent Auditors’ Report is included in the finan-
cial section of this CAFR. The financial section also 
contains a management discussion and analysis report 
that provides a narrative introduction, overview and 
analysis of the financial statements.

CertiFiCate oF aCHieVement
The Government Finance Officers Association (GFOA) 
of the United States and Canada awarded a Certificate 
of Achievement for Excellence in Financial Reporting 
to the Houston Firefighters’ Relief and Retirement 
Fund, Houston, Texas, for its comprehensive annual 
financial report for the fiscal year ended June 30, 2007. 
This was the 25th year that the Fund has received this 
prestigious award. In order to be awarded a Certificate 
of Achievement, a governmental unit must publish an 
easily	readable	and	efficiently	organized	comprehensive	
annual financial report. This report must satisfy both 
GAAP and applicable legal requirements.

A Certificate of Achievement is valid for a period 
of one year only. We believe that our current compre-
hensive annual financial report continues to meet the 
Certificate of Achievement Program’s requirements, 
and we are submitting it to the GFOA to determine its 
eligibility for another certificate.

aCKnoWledgments
The compilation of this report reflects the combined 
effort of the Houston Firefighters’ Relief and Retire-
ment Fund staff under the leadership of the Board of 
Trustees. It is intended to provide complete and reliable 
information as a basis for making management deci-
sions, as a means of determining compliance with legal 
provisions, and as a means of determining responsible 
stewardship for the assets contributed by the employee 
members and the City of Houston.

On behalf of the Board of Trustees, we would like 
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to take this opportunity to express our appreciation to 
staff members and the many other professionals and 
participants who have worked so diligently to assure the 
successful operation of the Fund.

Sincerely, 

KeVin J. Brolan, CHAIRMAN

CHristoPHer gonZales, 
EXECUTIVE DIRECTOR / CHIEF INVESTMENT 
OFFICER
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executive director / Chief investment officer
Christopher	Gonzales

Chief legal officer
Jonathan W. Needle

deputy director of member services
Glenna Hicks

Committees
Pension Benefits
Investment
Budget and Audit
Personnel and Procedures
Legislative
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actuary
Buck Consultants

auditor
Mir•Fox	&	Rodriguez,	P.C.

Custodian Bank
Bank of New York Mellon

investment advisors
AllianceBernstein Institutional Investment Management
Americus Real Estate Investments
ARCIS
Ariel Capital Management
BlackRock
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Please see “Fees for Investment Services” on page 49.
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an oVerVieW oF FinanCial  
statement  PreParation
At the end of each fiscal year, the Board and staff 
members prepare financial statements showing the 
financial activity of the Fund. The financial statements 
include the statements of plan net assets and changes 
in plan net assets for the years presented. The notes are 
essential to the completeness of the information in the 
financial statements.

After the financial statements are prepared, an 
independent outside auditor hired by the Board reviews 
the systems and methods used to arrive at the infor-
mation in the financial statements. A financial audit is 
then performed to determine if the financial statements 
are free of material misstatement. The audit includes 
examination, on a test basis, of evidence supporting the 
amounts and disclosures in the financial statements.

The audit is conducted in accordance with gener-
ally accepted auditing standards. If the auditor finds the 
financial statements free of material misstatement, the 
auditor issues an opinion such as that found on page 14, 
stating that the statements fairly present the financial 
position of the Fund in accordance with GAAP — 
generally accepted accounting principles.

Some of the terms used in this section are defined in 
the glossary on pages 70 to 72.

statements of Plan net assets
The statements of plan net assets are statements 
of the financial condition of the Fund that show  
snapshots of Fund assets and liabilities at a specific point 
in time. In this case, it is the end of the fiscal year on June 
30, 2008 and 2007.

The statements show assets, liabilities and the 
remaining Fund balance. An asset is anything having 
commercial, economic or exchange value. Assets 
include cash, receivables (interest and dividends earned 
by the investments of the Fund and employee member 

and employer contributions), investments, collateral on 
securities lending arrangements, and land.

Fund liabilities include money reserved for members 
who are entitled to benefits and obligations for profes-
sional services the Fund has used — but for which 
payment has not been made.

statements of Changes in Plan net assets
The statements of changes in plan net assets show 
the financial impact on the Fund of operations and  
investments during a period of time. In this case, it is the 
years ended June 30, 2008 and 2007.

Additions to plan net assets represent cash that came 
into, or is expected to come into, the Fund from events 
that take place during a fiscal year.

Additions include employee member contribu-
tions, employer contributions and investment income.  
Investment gains are included because the increase  
(or decrease) in market value of investments is shown 
as revenue since the investments are reported at  
market value.

Deductions from plan net assets represent the 
money that the Fund paid out or expects to pay out 
from events that take place during a fiscal year. Deduc-
tions include benefit payments to retirees and beneficia-
ries, refunds of contributions to firefighters who leave 
the Houston Fire Department, and professional and  
administrative expenses.

This statement provides useful information about 
what happened during a single year. Retirement funds, 
however, operate with a long-term strategy (see “An 
Overview of the Actuarial Valuation” on page 52).

Changes in plan net assets at the end of the state-
ment show the previous year’s balance, plus revenues 
after expenses, to total the plan net assets held in trust 
for pension benefits at fiscal year-end.
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notes to Financial statements
The notes are an integral part of the financial state-
ments. The notes include any information that might 
be needed to have an adequate understanding of the 
overall financial status of the Fund.

In this report, the notes include explanations of 
the payment and refund features of the governing 
statute of the Fund, the accounting methods used by 
the Fund, the funding methods used, the methods and 
assumptions the actuary uses to determine contribution  
requirements, and any significant changes that take 
place after fiscal year-end.

supplementary information
The supplementary 10-year trend information provides 
additional historical perspective. These charts show 
the progress toward reaching the goal of being totally 
funded, as well as sources of revenues and types of 
expenses of the Fund during the fiscal year.

Other supplementary information provides addi-
tional details for analysis.
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section 2

Financial information
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Member of the American Institute of Certified Public Accountants

Board oF trustees
Houston Firefighters’ Relief and Retirement Fund:

We have audited the accompanying statements of plan net assets of the Houston Firefighters’ Relief and Retirement Fund 
(the Fund) as of June 30, 2008 and 2007, and the related statements of changes in plan net assets for the years then ended. 
These basic financial statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion 
on these basic financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the basic financial 
statements are free of material misstatement. An audit includes consideration of internal control over financial reporting 
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Fund’s internal control over financial reporting. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the basic financial statements, assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall basic financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, information regarding 
the Fund’s net assets available for benefits as of June 30, 2008, and changes therein for the year then ended and its financial 
status as of June 30, 2007, and changes therein for the year then ended, in conformity with accounting principles generally 
accepted in the United States of America.

Management’s	discussion	and	analysis	(MD&A)	and	the	required	supplemental	information	(schedules	1	and	2)	are	not	a	
required part of the basic financial statements but is supplementary information required by the Governmental Accounting 
Standards Board (GASB). We have applied certain limited procedures, which consisted principally of inquiries of manage-
ment	 regarding	 the	 methods	 of	 measurement	 and	 presentation	 of	 the	 MD&A	 and	 required	 supplemental	 information.	
However, we did not audit such information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The 
additional supplemental information (schedules 3 and 4) are presented for the purpose of additional analysis and are not 
a required part of the Fund’s basic financial statements. This information has been subjected to the auditing procedures 
applied in our audits of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation 
to the basic financial statements taken as a whole.

October 16, 2008

one riverway suite 1900
Houston, Texas 77056
713.622.1120
713.961.0625 Fax
www.mfrpc.com

Mir·Fox & 
certified public accountants

Rodriguez, P.c.
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FinanCial HigHligHts

Plan net assets at the end of fiscal years 2008, 2007 and 2006 totaled $3,029,158,552; $2,966,081,728 and  
$2,573,884,346; respectively. The modest increase in plan net assets for fiscal year 2008 is due to strong returns  
from the private equity and hedge funds asset classes as demonstrated in a 3.96 percent investment return. In fiscal  
year 2007, the increase in plan net assets was due to continued favorable market conditions as evidenced by the  
Fund’s total investment return of 17.00 percent (and 14.48 percent in fiscal year 2006).

Management is pleased to present a discussion 
and analysis of the Houston Firefighters’ Relief  
and Retirement Fund (the Fund) financial activity for 
the fiscal years ended June 30, 2008, 2007 and 2006. 
This discussion is intended to serve as an introduc-
tion to the Fund’s basic financial statements, which 
reflect Fund resources available for payment of benefits  
and other expenses. The basic financial statements 
consist of:

The statements of Plan net assets reflect a 
snapshot of the Fund’s financial position and reflect 
resources available for the payment of benefits and 
other expenses at fiscal year-end. The statements 
show the Fund’s assets, liabilities and plan net assets  
available at the end of the fiscal year (Assets - Liabilities 
= Net Assets). 

The Statements of Changes in Plan net assets 
reflect the results of all transactions that occurred 

during the fiscal year and show the fiscal year-
end additions to and deductions from the Fund  
(Additions – Deductions = Net Change in Net 
Assets). Essentially, this statement shows what has 
happened to the plan assets during the fiscal year. If 
net assets increased, then additions were more than the  
deductions. If net assets decreased, then additions to the 
Fund were less than the deductions from the Fund.

notes to the Basic Financial statements are an inte-
gral part of the basic financial statements and include 
additional information that might be needed to have an 
adequate understanding of the overall financial status of 
the Fund.

required supplemental information and addi-
tional supplemental information follow the notes to the 
Basic Financial statements and provide historical and 
additional information considered useful in reviewing 
the basic financial statements.

Summary comparative Statements of Plan net Assets
FisCal Year 2008 FisCal Year 2007 FisCal Year 2006

assets

Investments $3,009,291,017 $2,943,371,721 $2,554,928,572

Capital assets (net of depreciation):

Land and building $7,399,059 $7,700,340 $7,971,016

Furniture, fixtures and equipment $276,547 $644,837 $972,448

Other $248,596,469 $703,616,908 $662,387,701

total assets $3,265,563,092 $3,655,333,806 $3,226,259,737

liaBilities

Short-term liabilities $236,404,540 $689,252,078 $652,375,391

total net assets $3,029,158,552 $2,966,081,728 $2,573,884,346
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Summary comparative Statements of changes in Plan net Assets
FisCal Year 2008 FisCal Year 2007 FisCal Year 2006

Beginning net assets $2,966,081,728 $2,573,884,346 $2,286,004,017

Additions to net assets:

Contributions $74,482,463 $72,803,130 $67,250,954

Net appreciation in fair value of investments $22,032,928 $328,607,064 $250,059,653

Interest income $66,866,092 $57,664,859 $48,722,319

Dividends $20,052,418 $31,620,176 $20,577,585

Net proceeds from securities lending $1,595,623 $1,284,669 $1,440,398

Earnings from private equity and real estate investments $6,589,951 $14,888,840 $10,417,063

Other income $ 1,256,464 $3,092,051 $511,678

Less cost of investment services ($9,986,181) $(10,182,092) $(10,094,588)

Net investment and other income $108,407,295 $426,975,567 $321,634,108

Court judgment – $1,273,490 –

total additions to net assets $182,889,758 $501,052,187 $388,885,062

Deductions from net assets:

Benefits $112,163,836 $100,965,331 $93,842,906

Other $7,649,098 $7,889,474 $7,161,827

total deduCtions From net assets $119,812,934 $108,854,805 $101,004,733

net inCrease in net assets $63,076,824 $392,197,382 $287,880,329

ending net assets $3,029,158,552 $2,966,081,728 $2,573,884,346

additions
Contributions
The funds needed to finance retirement benefits 
are accumulated through the collection of employee 
and employer contributions and through income on 
investments. These are offset by plan deductions. The 
amounts contributed by employee members for the last 
three fiscal years were $20,431,049 (fiscal year 2008); 
$19,981,657 (fiscal year 2007) and $18,470,660 (fiscal year 
2006). Employer contributions for the last three years 
were $54,051,414 (fiscal year 2008); $52,821,473 (fiscal 
year 2007) and $48,780,294 (fiscal year 2006).

 In fiscal years 2008 and 2007, the employer and 
employee contributions increased when compared 
to fiscal years 2007 and 2006, primarily because of the  
three-year	 collective	 bargaining	 agreement	 finalized	
in 2005 between the City and active firefighters. This 

agreement is for 2005 – 2008, and it increases the payroll 
salaries for all active firefighters over a multiple-year 
period.

net investment and other income
The Fund’s overall financial position continued to 
grow during fiscal year 2008 with an overall investment  
return of 3.96 percent. This modest result 
enhanced the portfolio’s market value to more 
than $3 billion by contributing a net of almost 
$108 million to the Fund. The Fund’s portfolio  
experienced double digit returns from the private  
equity and hedge fund asset classes. Greater than market 
exposures to the energy sector protected the Fund from 
double digit losses within the domestic equity asset class.

 At June 30, 2008, U.S. and international stocks repre-
sented approximately 45 percent of the Fund’s invest-
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ments, domestic and international bond investments 
represented 33 percent, real estate represented 5 percent, 
and alternatives represented 16 percent (private equity 
11 percent and hedge funds 5 percent). The remaining 1 
percent represented cash equivalents.

 In fiscal year 2007, the Fund’s portfolio’s market 
value increased to more than $2.9 billion, an increase of 
almost $427 million to the Fund. Between fiscal years 
2004 and 2007, the Fund’s portfolio experienced double 
digit returns from the domestic equity, international 
equity, private equity and real estate asset classes. The 
Fund’s bond portfolio was up 9 percent in fiscal year 
2007 despite the credit market woes. Once again, higher 
than market exposures to the energy sector and inter-
national developed and emerging markets were the 
drivers behind the strong return. The positive gain for 
the fiscal year 2007 strengthened the Fund’s long-term 
performance.	 The	 10-year	 annualized	 return	 was	 9.84	
percent through June 30, 2007.

Court Judgment
Prior to fiscal year 2007, the Fund was involved in 
lawsuits concerning its award for prior service credit 
(PSC) to 22 firefighters and its denial to approximately 
78 others. The 78 denied firefighters ultimately stopped 
pursuing their claims and the issue became whether 
the City of Houston would have to pay its share of 
contributions to enable the award or credit to those of 

the approved firefighters who were prepared to make 
their contributions. In 2006, the First Court of Appeals 
agreed with the Fund and the trial court that the City 
was required to pay its share of PSC contributions. The 
City decided not to pursue further review of the case by 
the Texas Supreme Court, leaving the appellate decision 
favorable to the Fund in place. The proper contribution 
amounts were determined in accordance with the appel-
late decision and were agreed upon by the Fund, the City 
and the PSC firefighters in order to establish the PSC 
for those firefighters who were prepared to make their 
portion of PSC contributions. In connection with this 
court judgment, in fiscal year 2007 the Fund received a 
total of $1,273,490 (representing $979,549 of City contri-
butions and $293,941 of firefighter contributions).

deduCtions
Most deductions from plan net assets in a retirement 
system relate to the purpose for which it has been 
created: the payment of benefits. Consequently, recur-
ring benefit payments prescribed by the plan, refunds of 
contributions to members and the cost of administering 
the Fund compose the total deductions.

Deductions for fiscal years 2008, 2007 and 2006 totaled 
$119,812,934; $108,854,805 and $101,004,733; respectively. 
This represents a net increase of approximately 10.7 
percent between fiscal years 2008 and 2007 and an increase 
of approximately 7.8 percent between fiscal years 2007  
and 2006.

Benefits Paid to members 
The 11.1 percent increase of benefits paid to members 
during fiscal year 2008 is mainly due to the annual cost-
of-living adjustment of 3 percent, an increase in the 
number of retirees, and additional monies taken out 
of the Deferred Retirement Option Plan (DROP). As 
DROP members retire, they are able to take money out 
of their DROP accounts.

This growth in benefit payments is normal for a 
maturing pension fund. 

Asset Allocation as of June 30, 2008

Cash
1%

Alternative — Private Equity
11%

Fixed Income
33%

Domestic
Equity

24%

International
Equity

21%

Alternative —
Hedge Fund

5%

Real
Estate

5%
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Professional and administrative expenses
In total, professional and administration deductions 
decreased between fiscal years 2008 and 2007 and 
increased between fiscal years 2007 and 2006 by 5.0 
percent and 11.5 percent, respectively. The decrease 
in fiscal year 2008 is primarily due to a decrease in 
personnel expenses. During fiscal year 2007, the increase 
was primarily due to personnel expenses, consultation/
legal fees associated with additional contract negotia-
tions, and utility expenses.

Total additions to the Fund in fiscal year 2008 were 
$182,889,758 and total deductions were $119,812,934, 
thereby increasing the Fund net assets by $63,076,824. 
In fiscal year 2007, the Fund’s net assets increased by 
$392,197,382, and in fiscal year 2006, the Fund’s net 
assets increased by $287,880,329.

aCtuarY Valuation inFormation
The Fund, by statute, may adopt an actuarial valuation 
once every three years in order to establish the City’s 
contribution rate. In April 2005, the Board of Trustees 
adopted	 the	 finalized	 July	 1,	 2002	 actuarial	 valuation	
setting the City’s contribution rate at 23.8 percent, effec-
tive July 1, 2005 through June 30, 2008. The members’ 
contribution rate remained at 9 percent. 
 
 In February 2008, the Board of Trustees adopted 
the	finalized	July	1,	2007	actuarial	valuation,	increasing	
the City’s contribution rate to 29.4 percent effective  
July 1, 2008, while leaving the members’ contribution 
rate at 9 percent. The City’s new contribution rate will 
remain in effect until June 30, 2009. The July 1, 2007 
actuarial report also indicates the Fund has a funding 
ratio of 91 percent.

The Board adopted the July 1, 2007 actuarial valua-
tion after careful consideration of more recent prelimi-
nary actuarial information. It should be noted that the 
Actuarial Value of Assets is based on the difference 
between the actual rate of return and the 8.5 percent 
assumed	 rate	 of	 return	 recognized	 in	 the	 actuarial	

value over five years. Because the gains and losses are 
smoothed over a five-year period, the change in funding 
level in the 2007 actuarial valuation is primarily due to 
the impact of market volatility experienced during fiscal 
years 2000 through 2002 and not the accrued benefits 
liability, which remains stable and reasonable. 

Accounting standards require that the state-
ment of plan net assets state assets at fair value, and 
include only benefits and refunds due plan members 
and beneficiaries, as well as accrued investment and  
administrative expenses as of the reporting date. Infor-
mation regarding the actuarial funding status of the 
Fund is provided in the Schedule of Funding Progress  
(on page 36). The asset value stated in the Schedule 
of Funding Progress is the actuarial value of assets, 
determined by calculating the difference between the 
expected valuations of assets and the actual market 
value	of	assets,	adjusted	for	any	unrecognized	gains	or	
losses	and	amortized	over	a	five-year	period.	The	actu-
arial accrued liability is calculated using the entry age 
method. 

 Annual required contributions of the employer and 
contributions made by the employer in relation to the 
required contributions are provided in the Schedule of 
Employer Contributions (on page 37). This schedule 
indicates that the employer is generally meeting their 
responsibility to provide resources to the Fund. 

It should be noted that in March 2007, the Board 
of Trustees adopted the 2006 actuary valuation for 
financial reporting purposes only for the fiscal year ended  
June 30, 2007.

additional inFormation
The Governmental Accounting Standards Board 
(GASB) has issued Statement No. 50, Pension Disclosures 
— an Amendment of GASB Statements No. 25 and No. 27. 
This Statement enhances information disclosed in notes 
to financial statements or presented as required supple-
mentary information (RSI) by pension plans and by 
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employers that provide pension benefits. The reporting 
changes required by this Statement amend applicable 
note disclosure and RSI requirements of Statements 
No. 25, Financial Reporting for Defined Benefit Pension 
Plans and Note Disclosures for Defined Contribution Plans, 
and No. 27, Accounting for Pensions by State and Local 
Governmental Employers. 

In general, the Statement requires notes to financial 
statements to disclose the funded status of the plan as 
of the most recent actuarial valuation in notes to finan-
cial statements instead of the RSI. It also requires the 
notes to include a reference linking the funded status 
disclosure to the required schedule of funding prog-
ress in the RSI. The GASB Statement No. 50 is effec-
tive for periods beginning after June 15, 2007, and has  
been adopted with the Fund’s June 30, 2008 financial 
statements.

ContaCting tHe Fund’s 
FinanCial management
This financial report is designed to provide our 
members, business partners and taxpayers with a 
general overview of the Fund’s financial activities. 
If you have questions about this report or need addi-
tional information, contact the Executive Director 
of the Houston Firefighters’ Relief and Retirement 
Fund at 4225 Interwood North Parkway, Houston,  
Texas 77032.
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(A schedule of funding progress for the plan is presented on page 36.) See accompanying notes to basic financial statements.

Fy 2008 Fy 2007
assets

Investments, at fair value:

Short-term investment funds $89,883,727 $130,127,465

Fixed income:

Domestic $743,030,056 $802,902,835

International $211,722,888 $149,684,512

Common equity:

Domestic $650,312,822 $639,287,170

International $659,047,798 $697,558,613

Preferred equity:

Domestic $3,197,150 $195,000

International $9,604,722 $4,497,523

Alternatives $142,358,591 $117,697,170

Private equity $334,354,229 $278,795,341

Real estate $165,779,034 $122,626,092

total inVestments $3,009,291,017 $2,943,371,721

Cash and cash equivalents $4,807,070 $8,756,018

Receivables:

Accrued interest $14,448,428 $13,166,648

Due from broker recapture $7,856 $6,184

Due from securities lending $93,358 $149,623

Foreign funds contracts $15,381,576 $7,103,504

Receivables for investments sold $15,512,476 $6,419,382

Accrued dividends $2,705,484 $2,024,958

City of Houston contributions $2,555,926 $2,139,320

Member contributions $964,843 $807,597

Other $27.701 $28,708

total reCeiVaBles $51,697,648 $31,845,924

Collateral on securities lending arrangements, at fair value $191,953,840 $662,886,229

Land $483,325 $483,325

Building, net $6,915,734 $7,217,015

Furniture, fixtures and equipment, net $276,547 $644,837

Prepaids (operating) $137,911 $128,737

total assets $3,265,563,092 $3,655,333,806

liaBilities

Accounts payable and accrued expenses $3,914,482 $4,061,642

Payables for investments purchased $25,064,927 $15,100,859

Foreign taxes payable $89,194 $80,567

Foreign funds contracts payable $15,382,097 $7,122,781

Collateral on securities lending arrangements, at fair value $191,953,840 $662,886,229

total liaBilities $236,404,540 $689,252,078

Plan net assets Held in trust For Pension BeneFits $3,029,158,552 $2,966,081,728
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 yeARS ended June 30, 2008 And 2007  

Fy 2008 Fy 2007
additions to Plan net assets

Contributions

City of Houston $54,051,414 $52,821,473 

Members $20,431,049 $19,981,657

total ContriButions $74,482,463 $72,803,130 

Net investment income:

Net appreciation in fair value of investments $22,032,928 $328,607,064 

Interest $66,866,092 $57,664,859

Dividends $20,052,418 $31,620,176

Earnings from private equity $4,372,152 $11,690,766 

Earnings from real estate $2,217,799 $3,198,074 

Other $1,256,464 $3,092,051 

Securities lending arrangements:

Earnings $15,021,367 $31,784,258 

Rebates and fees $(13,425,744) $(30,499,589)

total seCurities lending arrangements $1,595,623  $1,284,669 

Gross investment income $118,393,476  $437,157,659 

Less: investment services expense $(9,986,181) $(10,182,092)

net inVestment inCome $108,407,295 $426,975,567 

Court judgment $1,273,490

total additions to Plan net assets $182,889,758 $501,052,187 

deduCtions From Plan net assets

Benefits paid to members $112,163,836 $100,965,331 

Contribution refunds to members $347,112 $202,679 

Professional services $929,000 $885,842 

Administrative expenses $6,372,986 $6,800,953 

total deduCtions From Plan net assets $119,812,934 $108,854,805 

Net increase in plan net assets $63,076,824 $392,197,382 

Plan net assets held in trust for pension benefits, beginning of year $2,966,081,728 $2,573,884,346 

Plan net assets held in trust for pension benefits, end of year $3,029,158,552 $2,966,081,728 

See accompanying notes to basic financial statements.
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1. desCriPtion oF Plan 

general
The Houston Firefighters’ Relief and Retirement Fund 
(the Fund) was created in 1937 by act of the 45th Legis-
lature of the State of Texas (Article 6243e). The current 
governing statute is Article 6243e.2(1), Vernon’s Texas 
Civil Statutes (the Act). The Fund is a single employer 
defined benefit pension plan covering all firefighters 
employed full time by the City of Houston (the City) 
and provides for service, disability and death benefits 
for eligible members. At June 30, 2008 and 2007, the 
membership of the Fund consisted of the following:

The Fund is a local governmental plan and there-
fore is not subject to the Employee Retirement Income 
Security Act of 1974.

The Fund is a component unit of the City. The oper-
ation of the Fund is solely for the City of Houston fire-
fighters. The Fund is governed by a Board of Trustees 
(the Board) and can only be terminated or amended 
by an act of the Legislature of the State of Texas. One 
member of the Board is either the City mayor or an 
appointed representative, five members are elected by 
active firefighters, one member is elected by retired fire-
fighters,	 two	 members	 are	 citizen	 representatives,	 and	
one member is the City Treasurer Designee.

The following description of the Fund provides 
only general information. Members should refer to the 

Summary Plan Description for a more complete descrip-
tion of the Fund’s provisions.

Contributions
Active members are required to contribute to the Fund 
a certain percentage of qualifying salary. The City is 
required to contribute at a rate that has been actuarially 
determined and adopted by the Board, but not less than 
twice the members’ contributions. For the years ending 
June 30, 2008 and 2007, the active members’ contribution 
rate was 9 percent and the City’s contribution rate was 
23.8 percent. The City’s contribution rate will increase 
to 29.4 percent effective July 1, 2008.

Pension Benefits
All members who retired prior to November 1, 1997, 
should consult the Act in effect at the time of retirement 
to determine pension benefits.
 
 Members with 20 or more years of service retiring 
on or after November 1, 1997, are entitled to a service 
retirement of 50 percent of average monthly salary 
(defined as the monthly average of their highest indi-
vidual 78 pay periods), plus 3 percent of average 
monthly salary for each year of service in excess of 20 
years until the member completes 30 years of service, for 
a total monthly pension not to exceed 80 percent of the 
member’s average monthly salary for the highest 78 pay 
periods of the member’s participation. 

Pensions are adjusted annually for a fixed annual 
cost-of-living adjustment of 3 percent.

Active members with 20 or more years of service 
are eligible to elect to establish a Deferred Retirement 
Option Plan (DROP) account. When the DROP elec-
tion becomes effective, a DROP account is established for 
the member and is credited with the following amounts: 
the monthly pension allowance determined as if the 
member had retired at the date the election was made, 
amounts equal to the deductions made from the DROP 
member’s salary under Section 13(c) of the Act, 9 percent 

Fy 2008 Fy 2007

Retirees and beneficiaries 

currently receiving benefits
2,421 2,309

Former members entitled to benefits but 

not yet receiving them
8 8

Active members:

Vested 2,072 2,135

Nonvested 1,804 1,685

total memBers 6,305 6,137
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of the member’s salary after June 30, 2004, and interest on 
those amounts, compounded monthly at an interest rate 
based on the Fund’s actual average rate of return over 
the preceding five years. A member may participate in 
the DROP for a maximum of 10 years. The participant’s 
monthly benefit at actual retirement would be increased 
by 2 percent of original monthly benefit for every full 
year of DROP participation. (Beginning September 1, 
2000, the percentage increase applied to monthly benefits 
at actual retirement was 1 percent, to be phased in at 0.5 
percent beginning on September 1, 2000, and an addi-
tional 0.5 percent beginning September 1, 2001. The 
benefit increase was then changed effective September 
1, 2001, to 2 percent per year.) A member may continue 
to be employed as a firefighter by the City after 10 years 
of participation in the DROP; however, the 9 percent 
deducted from the member’s salary, the monthly pension 
allowance and the interest calculation would no longer 
be credited to the member’s account. Effective September 
1, 2003, the following three changes to the DROP were 
implemented: (1) the 1 percent annual administrative fee 
for retired members with DROP balances was removed; 
(2) a 5 percent floor and a 10 percent ceiling on annual 
DROP interest rates were implemented; and (3) widows 
of deceased members with DROP account balances may 
choose to leave the DROP accounts with the Fund. Effec-
tive May 18, 2007, the following two changes to the DROP 
were implemented: (1) DROP participants have the option 
to designate one or more adult children as eligible children 
with respect to survivor benefits for the member’s DROP 
funds; and (2) DROP participants receive a pro-rated 
portion of the 2 percent increase applied to the original 
benefit at retirement for completed months in the final 
year of DROP participation (0.166 percent per month). 
On November 1, 2007, the DROP period was extended 
to 13 years, with certain modifications for DROP years 
11 to 13. The monthly pension contributions made by the 
member will no longer be posted to the DROP account 
after the tenth year of DROP participation. Upon retire-
ment, the member will not receive the 2 percent per year 
calculation beyond the tenth year (maximum 20 percent 
of original benefit will be added to monthly DROP benefit 

upon retirement). The DROP participant will continue 
to receive the monthly benefit and interest in the DROP 
account for DROP years 11, 12 and 13.

Members or beneficiaries of members receiving 
pension or disability benefits (other than deferred 
retirees, survivors of deferred retirees or active members 
who have elected the DROP) shall receive an additional 
monthly benefit payment of $150 along with their stan-
dard monthly benefit payment.

The Fund established a Post Retirement Option 
Plan (PROP) which became effective October 1, 2007. 
This new benefit allows retired members and survivors 
who are receiving service retirement benefits or taxable 
disability pension to have all or a portion of his or her 
monthly service pension or other taxable benefits issued 
by the Fund credited to a PROP account. The PROP 
account shall be credited with earnings in the same 
manner as the Fund’s DROP program by calculating 
earnings compounded monthly at an interest rate based 
on the Fund’s actual average rate of return over the 
preceding five years (minimum of 5 percent annually, 
maximum of 10 percent annually).

A benefit enhancement was enacted by the Board 
under Section 10 of the Act to allow members or 
beneficiaries of members receiving pension, disability, 
or death benefits (other than deferred retirees, survi-
vors of deferred retirees, or active members who have 
elected the DROP) to receive a supplemental benefit 
payment each January. The aggregate amount of the 
annual supplemental benefit payment may not exceed 
$5 million in any one year, and to receive the annual 
supplemental benefit payment, the retired member or 
eligible survivors must have been receiving benefits 
on June 30 of the year preceding the year in which 
the annual supplemental benefits are to be paid. The 
amount of the benefit enhancement that an individual 
receives is based on date of retirement and the amount 
of annual retirement benefit in comparison to an annual 
minimum income level.
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disability Benefits
Service-connected disability benefits are 50 percent of 
average monthly salary (occupational), or 75 percent of 
average monthly salary (general), or the service retire-
ment, if it is greater and if the member is eligible.  
Non-service-connected disability benefits amount to 25 
percent of average monthly salary, plus 2.5 percent of 
average monthly salary for each year of service, up to a 
maximum of 50 percent of average monthly salary, or 
the service retirement, if it is greater and if the member 
is eligible. 

death Benefits
Death benefits are available to a surviving spouse, 
dependent children or dependent parents. Line-of-duty 
death benefits are payable at 100 percent of member’s 
average monthly salary. If an active member dies who is 
eligible for a service, disability or deferred pension, the 
member’s eligible survivors are entitled to death bene-
fits equal to the benefits the member would have been 
entitled to. Post-retirement death benefits are equal 
to the benefits being paid to the member upon his or 
her death. If there are no eligible survivors, the Fund 
will refund to the member’s designated beneficiary or 
estate the amount of the member’s contributions, with 5 
percent simple interest, not compounded, for members 
with at least 10 years but less than 20 years of service and 
without interest for members with less than 10 years of 
service.

Vesting
Members who terminate employment with at least 10 
years of service, but prior to becoming eligible for the 
service retirement, are entitled to 1.7 percent of average 
monthly salary for each year of service, payable begin-
ning at age 50, or an optional refund of contribu-
tions with simple interest at 5 percent. Members who 
terminate their employment with less than 10 years of 
service may receive a refund of their contributions to 
the Fund, without interest. Members who terminated 
their employment prior to September 1, 1987, and prior 
to retirement for reasons other than death or disability 

forfeit their accumulated plan benefits, including their 
contributions to the Fund.

2.  summarY oF signiFiCant  
aCCounting PoliCies

Basis of Presentation
The accompanying basic financial statements are 
presented in accordance with generally accepted 
accounting principles established by the Governmental 
Accounting Standards Board (GASB), which designates 
accounting principles and financial reporting standards 
applicable to State and local governmental units. The 
accompanying basic financial statements include solely 
the accounts of the Fund, which include all programs, 
activities and functions relating to the accumulation and 
investment of the net assets and related income neces-
sary to provide the service, disability and death benefits 
required under the terms of the governing statutes and 
amendments thereto.

Basis of accounting
The basis of accounting is the method by which revenues 
and	expenses	are	recognized	in	the	accounts	and	reported	
in the basic financial statements. The accrual basis of 
accounting is used by the Fund. Under the accrual basis 
of accounting, revenues, which include contributions 
and	 investment	 income,	 are	 recognized	 when	 they	 are	
earned and collection is reasonably assured, and expenses 
are	 recognized	 when	 the	 liability	 is	 incurred.	 Member	
and	employer	contributions	are	recognized	as	revenue	in	
the period in which the compensation is earned. In addi-
tion, the Fund records contributions according to Fund 
requirements and State statute. Benefits paid to members 
and	 contribution	 refunds	 are	 recognized	 when	 due	
and payable in accordance with the terms of the Fund. 
Accrued income, when deemed uncollectable, is charged 
to operations.

reporting entity
The Fund is a component unit of the City, and its 
basic financial statements and required supplemental 
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information are included in the City’s Comprehensive 
Annual Financial Report.

use of estimates
The preparation of financial statements in conformity 
with accounting principles generally accepted in the 
United States of America requires management to 
make estimates and assumptions that affect the reported 
amounts of assets and liabilities at the date of the basic 
financial statements and the reported amounts of reve-
nues and expenses during the reporting period. Accord-
ingly, actual results could differ from those estimates.

Cash and Cash equivalents
The Fund considers only demand deposits as cash.  
Cash equivalent securities, which are composed of 
all highly liquid investments with a maturity of three 
months or less when purchased, are considered to be 
cash equivalents.

investment Valuation and income recognition
Investments are reported at fair value. Securities traded 
on a national or international exchange are valued at the 
last reported sales price at current exchange rates. Short-
term investments are government and corporate bonds 
with a maturity of less than one year, and are valued at 
cost which approximates fair value. Directly held private 
equity is valued at historical cost. Directly held private debt 
is	 valued	 at	 principal,	 plus	 capitalized	 interest.	 Timber	
and real estate investments are valued by the investment 
manager and are based on independent appraisals. With 
the exception of energy related private equity investments 
that are valued on an income tax basis, traditional private 
equity and real estate partnerships and trusts are valued 
at fair value as determined by the investment manager 
in accordance with the investment’s governing docu-
ments. Hedge fund investments are reported at the fair 
value based on the most recent available closing quota-
tion on such exchange. Where such investments are dealt 
in or traded on more than one exchange, the investment 
manager may determine which exchange will prevail for 
this purpose. In the case of any unlisted asset, the Custo-

dian	 will	 determine	 the	 market	 value	 utilizing	 prices	
obtained from independent pricing services pursuant to 
the hedge fund’s pricing policies. Investments that do not 
have an established market may be reported at their esti-
mated fair values. 

Unrealized	 gains	 and	 losses	 are	 presented	 as	 net	
appreciation in fair value of investments on the state-
ments of changes in plan net assets, along with gains 
and	 losses	 realized	 on	 sales	 of	 investments.	 Purchases	
and sales of investments and forward foreign exchange 
contracts are recorded on the trade date. Gains or losses 
on	 forward	 foreign	exchange	contracts	 are	 recognized	
when the contract is complete. Dividend income is 
recorded on the ex-dividend date. Interest and income 
from other investments are recorded as earned.

Building, Furniture, Fixtures and equipment
Building, furniture, fixtures and equipment are recorded 
at cost less accumulated depreciation. Depreciation 
expense is computed using the straight-line method over 
the estimated useful lives of the related assets ranging 
from three to 30 years. Any gain or loss on the retire-
ment	 of	 assets	 is	 recognized	 currently.	 Major	 outlays	
for	additions	and	improvements	are	capitalized	if	equal	
to or greater than $5,000. Maintenance and repairs are 
charged to expense.

administrative expenses
The cost of administering the Fund is paid by the Fund 
from current earnings pursuant to an annual fiscal 
budget approved by the Board.

Federal income tax
The Fund received a favorable letter of determination 
from the Internal Revenue Service dated December 29, 
1998, stating that the Fund qualifies as a tax-exempt plan 
and trust. The Fund’s management and Board believe 
that the Fund is currently designed and being operated 
in compliance with the applicable requirements of the 
Internal Revenue Code. 
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recent accounting Pronouncements
GASB Statement No. 53, Accounting and Financial 
Reporting for Derivative Instruments

This Statement addresses the recognition, measure-
ment and disclosure of information regarding derivative 
instruments entered into by State and local governments. 
The Statement specifically requires governmental enti-
ties to measure most derivative instruments at fair value 
in their financial statements. The new standard provides 
specific criteria that governmental entities will use to 
determine whether a derivative instrument results in 
an effective hedge. Changes in fair value for effective 
hedges that are achieved with derivative instruments 
will	 be	 recognized	 in	 the	 reporting	 period	 to	 which	
they relate. The changes in fair value of these hedging 
derivative instruments do not affect current investment 
revenue, but are instead reported as deferrals in the 
statement of net assets. Derivative instruments that do 
not meet the criteria for an effective hedge or that are 
associated with investments that are already reported at 
fair value are classified as investment derivative instru-
ments for financial reporting purposes. Changes in fair 
value of these derivative instruments are reported as part 
of investment revenue in the current reporting period. 
GASB Statement No. 53 also improves disclosure by 
requiring a summary of the entity’s derivative instru-
ment activity, its objective for entering into derivative 
instruments, and their significant terms and risks. The 
requirements of GASB Statement No. 53 are effective 
for financial statements for periods beginning after June 
15, 2009. 

GASB Statement No. 50, Pension Disclosures — an 
Amendment of GASB Statements No. 25 and No. 27

This Statement enhances information disclosed in 
notes to financial statements or presented as Required 
Supplementary Information (RSI) by pension plans 
and by employers that provide pension benefits. The 
reporting changes required by this Statement amend 
applicable note disclosure and RSI requirements of 

Statements No. 25, Financial Reporting for Defined 
Benefit Pension Plans and Note Disclosures for Defined 
Contribution Plans, and No. 27, Accounting for Pension 
by State and Local Governmental Employers. In general, 
the GASB Statement No. 50 requires notes to financial 
statements to disclose the funded status of the plan as 
of the most recent actuarial valuation in the notes to 
financial statements instead of in the notes to the RSI. It 
also requires the notes to include a reference linking the 
funded status disclosure in the notes to financial state-
ments to the required schedule of funding progress in 
the RSI. The Statement is effective for periods begin-
ning after June 15, 2007, and has been adopted with the 
Fund’s June 30, 2008 financial statements.

3.   ContriButions reQuired and 
ContriButions made

Contribution rates are established to remain level over 
time as a percentage of active members’ qualifying 
salaries. The contribution rate has been determined 
to provide for normal cost plus the level percentage of 
members’	 salaries	 required	 to	 amortize	 the	 unfunded	
actuarial accrued liability (or surplus) over a rolling 
30-year period.

The City is required to contribute at a rate that has 
been actuarially determined and adopted by the Board, 
but not less than twice the members’ contributions.  
The City’s actuarially determined contribution 
rate of 23.8 percent for fiscal years 2008 and 2007 
was established pursuant to the July 1, 2002 actu-
arial report and consists of 22.1 percent of covered 
members’ salaries to pay normal costs, increased by 
1.7	 percent	 of	 covered	 members’	 salaries	 to	 amortize	
the funding of the unfunded actuarial accrued liability 
over a rolling 30-year period. The active members’  
contribution rate is 9 percent.
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*  Based on actuarial contribution rates as determined in the July 1, 2002 
actuarial study.

The July 1, 2002 actuarial data, which was adopted by the Board in April 2005 
for funding purposes effective July 1, 2005, through June 30, 2008, resulted in 
an actuarially determined percentage City contribution rate of 23.8%.

actuarial Process
The Fund, by Statute, may adopt an actuarial valuation 
once every three years in order to establish the City’s 
contribution rate. In February 2008, the Board adopted 
the	finalized	July	1,	2007	actuarial	valuation,	increasing	
the City’s contribution rate to 29.4 percent effective July 
1, 2008, while leaving the members’ contribution rate at 
9 percent. The City’s new contribution rate will remain 
in effect until June 30, 2009. The July 1, 2007 report also 
indicates the Fund has a funding ratio of 91 percent.

 The Board adopted the July 1, 2007 actuarial valua-
tion after careful consideration of more recent prelimi-
nary actuarial information. It should be noted that 
the actuarial value of assets is based on the difference 

between the actual rate of return and the 8.5 percent 
assumed	 rate	 of	 return	 recognized	 in	 the	 actuarial	
value over five years. Because the gains and losses are 
smoothed over a five-year period, the change in funding 
level in the 2007 actuarial valuation is primarily due to 
the impact of market volatility experienced during fiscal 
years 2000 through 2002 and not the accrued benefits 
liability, which remains stable and reasonable.

Accounting standards require that the statement of 
plan net assets state assets at fair value, and include only 
benefits and refunds due plan members and beneficia-
ries, as well as accrued investment and administrative 
expenses as of the reporting date. Information regarding 
the actuarial funding status of the Fund as of July 1, 2007, 
the most recent actuarial valuation date, is as follows 
(dollar amounts in millions):

 The City is responsible for funding the deficiency, 
if any, between the amounts available to pay the Fund’s 
benefits and the amount required to pay such benefits.

 The July 1, 2007 actuarial valuation used the 
following significant assumptions:

Actuarial Valuation Date 07/01/07

Actuarial Value of Assets (AVA) $2,633.6

Actuarial Accrued Liablity (AAL) $2,892.3

Unfunded AAL (UAAL) $258.7

AVA as a percentage of AAL 91%

Covered Payroll $232.4

UAAL as a percentage of Covered Payroll 111%

Investment rate of return 8.5%, net of expenses

Salary increases 3% to 7%, based on seniority and merit

Payroll growth rate 3.0% per year

General inflation rate 3.0% per year

Cost of living adjustment 3.0% annually

Actuarial cost method Entry age method

Amortization	method Level percentage of payroll over 30 years

Life expectancy Based on 1994 Group Annuity Mortality Table

Actuarially Determined contribution Requirements
June 30, 2008*

Employer normal cost $50,192,126

Member normal cost $20,431,049

total normal Cost $70,623,175

Plus:	Amortization	of	deficit	actuarial	accrued	liability $3,859,288

net ContriButions reQuired $74,482,463

Employer contributions actually made $54,051,414

Member contributions actually made $20,431,049

total ContriButions $74,482,463

June 30, 2007*

Employer normal cost $49,047,106

Member normal cost $19,981,657

total normal Cost $69,028,763

Plus:	Amortization	of	deficit	actuarial	accrued	liability $3,774,367

net ContriButions reQuired $72,803,130

Employer contributions actually made $52,821,473

Member contributions actually made $19,981,657

total ContriButions $72,803,130
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HistoriCal trend inFormation
Historical trend information is provided as required 
supplemental information on pages 36 and 37. This 
information is intended to demonstrate progress the 
Fund has made in accumulating sufficient assets to pay 
benefits when due and the related actuarial assump-
tions used in determining the actuarially determined 
amounts.

4. inVestments
Statutes	of	the	State	of	Texas	authorize	the	Fund	to	invest	
surplus funds in the manner provided by the Government 
Code, Title 8, Subtitle A, Subchapter C. This subchapter 
provides for the investment of surplus assets in any 
investment or investments that are deemed “prudent” by 
the Board. The investment policy of the Board does not 
restrict	the	types	of	investments	authorized	to	be	made	on	
behalf of the Fund; however, the Board seeks to produce 
a return on investments that is based on prudent and 
reasonable investment risk and the cash flow requirements 
of the Fund given prevailing capital market conditions. 
While	the	Board	recognizes	the	importance	of	the	pres-
ervation of capital, it also adheres to the theory of capital 
market pricing, which maintains that varying degrees  
of investment risk should be rewarded with incremental 
returns. Consequently, prudent risk-taking is justifiable.

The Board has employed BNY Mellon (Custo-
dian) as Custodian of the assets of the Fund, and in 
said capacity, the Custodian shall be a fiduciary of the 
Fund’s assets with respect to its discretionary duties 
including safekeeping the Fund’s assets. The Custodian 
shall establish and maintain a custodial account to hold, 
or direct its agents to hold, for the account of the Fund 
all assets that the Board shall from time to time deposit 
with the Custodian. All right, title and interest in and 
to the Fund’s assets shall at all times be vested with the 
Fund’s Board.

In holding all Fund assets, the Custodian shall act 
with the same care, skill, prudence and diligence under 
the prevailing circumstances that a prudent person 

acting in like capacity and familiar with matters of this 
type would use in the conduct of an enterprise with a 
like character and with like aims. Further, the Custo-
dian shall hold, manage and administer the Fund’s assets 
for the exclusive purpose of providing the benefits to the 
members and the qualified survivors of the Fund. 

The Board shall manage the investment program 
of the Fund in compliance with all applicable Federal 
and State statutes and regulations concerning 
the investment of pension assets. The Board has 
adopted an Investment Policy Statement (Investment  
Policy) to set forth the factors involved in the  
management of investment assets for the Fund. The 
Board has established an Investment Committee to act 
on all matters related to investments. 

The fair values of the Fund’s investments as of June 
30, by type, are as follows:

Portions of the Fund’s investments are classified as 
security investments. A security is a transferable finan-
cial instrument that evidences ownership or creditor-
ship. Investments in partnerships and real estate are 
investments that are evidenced by contracts rather than 
securities.

Custodial Credit risk
For an investment, custodial credit is the risk that, in the 
event of the failure of the counterparty, the Fund will not 
be able to recover the value of its investment or collateral 
securities that are in the possession of an outside party. 

Fy 2008 Fy 2007

Short-term 

investment funds
$89,883,727 $130,127,465

Fixed income $954,752,944 $952,587,347

Common equity $1,309,360,620 $1,336,845,783

Preferred equity $12,801,872 $4,692,523

Alternative investments $142,358,591 $117,697,170

Private equity $334,354,229 $278,795,341

Real estate $165,779,034 $122,626,092

total 

inVestments
$3,009,291,017 $2,943,371,721
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Investment securities are exposed to custodial credit risk 
if the securities are uninsured, are not registered in the 
name of the Fund, and are held by either the counter-
party or the counterparty’s trust department or agent 
but not in the Fund’s name. At June 30, 2008 and 2007, 
the Fund’s security investments that were not subject to 
custodial credit risk were the investments not registered 
on an exchange.

Concentration of Credit risk
The allocation of assets among various asset classes is set 
by	the	Board	with	the	objective	of	optimizing	the	invest-
ment return of the Fund within a framework of accept-
able risk and diversification. For major asset classes (e.g., 
domestic equities, international equities, fixed income, 
alternative investments and real estate), the Fund will 
further diversify by employing investment managers 
who implement the strategies selected by the Invest-
ment Committee. 

significant guidelines are as follows:

Public market investments
1. Specific guidelines will be developed cooperatively by 
the Fund’s investment staff, legal counsel and invest-
ment manager and shall be incorporated into the 
Investment Management Services Contract executed  
by the Chair of the Investment Committee and the 
investment manager.

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

a. Manager investment philosophy, style and strategy 
shall remain consistent and shall not change without 
the Investment Committee’s approval. The manager 
shall have discretion to manage the portfolio consistent 
with the style presented to the Investment Committee 
at the time of selection and further subject to the restric-
tions established by the policy herein.

b. The following transactions are prohibited: short 
sales, selling on margin, put and call options, and 
the use of derivatives for speculation unless autho-
rized	by	the	Investment	Committee.

c. Transactions that involve a broker acting as a prin-
cipal, where such broker is also affiliated with the 
manager who is making the transaction, are prohib-
ited unless specifically approved by the Investment 
Committee.

d. Transactions shall be executed at competitive 
costs, or within the parameters established for 
directed brokerage transactions by the Investment 
Committee.

e. Managers shall maintain cash levels consistent 
with their style as presented to the Investment 
Committee at the time of selection. Any devia-
tion shall be allowed only after notifying the Chief 
Investment Officer and should be related to unusual 
market conditions. The maximum cash level held 
by each manager will be addressed in the Invest-
ment Management Agreement or other binding 
agreement as is appropriate for the investment.

3. The Investment Committee with the assistance  
from the Fund staff shall monitor each investment  
manager’s performance and adherence to style, 
strategy and manager-specific guidelines. It is the 
Investment Committee’s discretion to take corrective  
action by replacing an investment manager if they  
deem it appropriate at any time.

alternative investments and real estate
1. The investment-specific guidelines for each  
manager will be incorporated in a Limited Partnership 
Agreement, Limited Liability Company Agreement or 
other binding agreement as is appropriate for the invest-
ment. The Chair of the Investment Committee and the 
manager execute this document.

2. In case of conflict between the specific manager 
guidelines and the general guidelines, the specific guide-
lines, as approved by the Investment Committee, shall 
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supersede. Manager investment philosophy, style and 
strategy shall remain consistent and shall not change 
without the Investment Committee’s approval. The 
manager shall have discretion to manage the portfolio 
consistent with the style presented to the Investment 
Committee at the time of selection and further subject 
to the restrictions established by the policy herein.

3. The Investment Committee with assistance from 
the Fund staff shall monitor each Alternative and Real 
Estate manager’s performance and adherence to strategy 
and manager-specific guidelines. It is the Investment 
Committee’s discretion to take corrective action by 
replacing an investment manager if they deem it feasible 
and appropriate at any time. Alternative and Real Estate 
investment manager retention is governed in most cases 
by Limited Partnership Agreements, Limited Liability 
Company Agreements or other binding agreements. In 
these cases, the Investment Committee with assistance 
from the Fund staff shall identify available options as 
allowed by the governing documents and determine the 
impact and consequences of these options. 

As of June 30, 2008, the Fund’s investment portfolio 
had no single holdings in excess of 5 percent of Fund 
net assets. As of June 30, 2007, the Fund’s investments 
of $193,175,604 in an individual U.S. Treasury Bond 
exceeded 5 percent of Fund net assets. 

interest rate risk
The Fund invests in fixed income securities including, 
but not limited to, investments representing  
instruments with an obligated fixed rate of interest 
including public and private debentures, mortgages, 
investments in life insurance general accounts and guaran-
teed investment contracts, with maturities greater than one 
year, and options/futures. Instruments may have an invest-
ment grade or non-investment grade rating. Purchases and 
sales, investment selection, and implementation of invest-
ment strategies are delegated to the discretion of the invest-
ment manager, subject to compliance with its management 
agreement and the Fund’s Investment Policy.

Interest rate risk is the risk that changes in interest 
rates will adversely affect the fair value of the investment. 
Interest rate risk is the greatest risk faced by an investor 
in the fixed income market. The price of a fixed income 
security typically moves in the opposite direction of the 
change in interest rates. The weighted average maturity 
expresses	investment	time	horizons	(when	the	investment	
comes due and payable) in years, weighted to reflect the 
dollar	 size	 of	 individual	 investments	 within	 the	 invest-
ment type. The Fund does not have a formal investment 
policy that limits investment maturities as a means of 
managing its exposure to potential fair value losses arising 
from future changes in interest rates, but rather mandates 
such limits within the Investment Management Services 
Contract.

At June 30, 2008, the following table shows the 
Fund’s investments by type, with weighted average 
maturity and fair value:

Weighted Average  
Maturity

Fair 
value

Asset-Backed Securities 8.02 $102,612,612

Consumer Discretionary 5.17 $1,877,625

Corporate Debt 17.25 $584,017,009

Energy 0.09 $1,965,850

Financials 21.59 $1,739,140

U.S. Government Issues 5.24 $26,688,251

Healthcare 4.69 $11,379,275

Industrials 0.09 $70,570

Information Technology 2.02 $3,681,731

Multinational Fixed Income 0.00 $96,761

Non-U.S. Corporate 4.69 $56,196,679

Non-U.S. FHLM/FNMA 0.64 $5,907,576

Non-U.S. Government Issues 3.89 $39,984,095

Telecommunication Services 1.79 $4,444,481

TIPS (Treasury Inflation Protected) 9.03 $5,186,383

U.S. Convertibles 9.91 $3,845,669

U.S. Fixed Income Funds 0.00 $3,319,285

U.S. Private Placements 16.39 $98,620,409

U.S. Taxable Muni Bonds 37.95 $2,495,043

Utilities 0.37 $624,500

total Fixed 

inCome seCurities
$954,752,944
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Credit risk
Credit risk is the risk that an issuer or other counter-
party to an investment will not fulfill its obligations. 
The Fund does not have a formal policy limiting 
investment credit risk, but rather mandates such 
limits within the Investment Management Services 
Contract. The Fund’s exposure to investment credit 
risk in fixed-income securities as of June 30, 2008, is  
as follows:

* Obligations of the U.S. government or obligations explicitly guaranteed 
by the U.S. government are not considered to have credit risk and, therefore, 
have not been included in this disclosure.

Foreign Currency risk
Foreign currency risk is the risk that changes in exchange 
rates will adversely affect the fair value of an investment 
or	 a	 deposit.	 Realized	 and	 unrealized	 gains	 and	 losses	

on investments which result from changes in foreign 
currency exchange rates have been included in the net 
appreciation in fair value of investments. The Fund’s 
policy allows external investment managers to decide 
what action to take regarding their respective portfolio’s 
foreign currency exposures subject to compliance with 
its respective Investment Management Services Contract 
and the Fund’s Investment Policy Statement. The Fund’s 
exposure to foreign currency fluctuation as of June 30, 
2008, is as follows: 

Schedule 4 on pages 39 and 40 lists the Fund’s invest-
ment and professional service providers.

quality Rating Fair value
Percentage 
of holdings

Agency $5,907,576 0.20%

A1 $94,589,819 3.14%

A2 $116,451,188 3.86%

A3 $109,638,775 3.64%

AA1 $32,404,398 1.08%

AA2 $16,452,293 0.55%

AA3 $97,538,656 3.24%

AAA $158,287,262 5.25%

B1 $28,805,555 0.96%

B2 $20,439,080 0.68%

B3 $16,952,143 0.56%

Ba1 $19,934,638 0.66%

Ba2 $12,032,818 0.40%

Ba3 $19,487,995 0.65%

Baa1 $32,672,493 1.08%

Baa2 $41,812,253 1.39%

Baa3 $51,509,348 1.71%

Ca $1,412,140 0.05%

Caa1 $13,091,498 0.43%

Caa2 $9,428,762 0.31%

Caa3 $3,106,394 0.10%

Rating not available $20,923,126 0.69%

total Credit risK 

deBt seCurities*
$922,878,310 30.63%

Fair value
Percentage 
of holdings

EURO Currency $157,017,156 5.21%

British Pound Sterling $94,981,641 3.15%

Japanese Yen $74,323,972 2.47%

Swiss Franc $55,984,586 1.86%

Canadian Dollar $32,860,853 1.09%

Australian Dollar $30,897,887 1.03%

Singapore Dollar $20,482,341 0.68%

Brazil	Real $17,427,273 0.58%

Norwegian Krone $13,825,913 0.46%

Mexican New Peso $11,818,493 0.39%

Hong Kong Dollar $11,100,002 0.37%

Thailand Baht $10,036,192 0.33%

New Zealand Dollar $9,832,019 0.33%

Indonesian Rupian $9,185,359 0.30%

South Korean Won $7,975,074 0.26%

Iceland Krona $6,411,715 0.21%

Danish Krone $5,036,284 0.17%

New Taiwan Dollar $4,772,503 0.16%

Czech	Koruna $3,104,554 0.10%

Swedish Krona $2,328,319 0.08%

South African Comm Rand $2,154,166 0.07%

Israeli Shekel $2,053,178 0.07%

Egyptian Pound $1,271,596 0.04%

New Turkish Lira $887,030 0.03%

Chinese Yuan Renminbi $3,236 0.00%

Hungarian Forint $161 0.00%

total seCurities 

suBJeCt to Foreign 

CurrenCY risK

$585,771,503 19.44%
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because of disruptions in the marketplace. The second 
is the risk that the portfolio will not be able to meet its 
future financial obligations resulting from its derivative 
activities, such as margin calls on futures contracts. 

Counterparty risk — the risk that a counterparty 
(the other party with whom a derivatives contract is 
made) will fail to perform contractual obligations (i.e., 
default in either whole or part) under a contract and 
that this failure occurs at a time when the contract is 
in-the-money. This is also sometimes referred to as 
“credit risk.” 

Operations risk — the risk that deficiencies in the 
effectiveness and accuracy of the information systems 
or internal controls will result in a material loss. This 
risk is associated with human error, system failures and 
inadequate procedures, and internal management controls.

5. CasH and CasH eQuiValents

For cash deposits and cash equivalents, custodial risk is 
the risk that in the event of a bank failure, the Fund’s 
deposits may not be returned to it. The Fund’s deposits 
are held by the Custodian bank. As of June 30, 2008 and 
2007, the Fund’s cash deposits in bank accounts totaled 
$4,807,070 and $8,756,018, respectively. The Fund 
does not have a deposit policy for custodial credit risk; 
however, the Fund’s credit risk exposure for amounts 
not covered by Federal depository insurance is mitigated 
by the financial strength of the banking institution in 
which the deposits are held. 

6.  FinanCial instruments WitH  
oFF-BalanCe sHeet risK

During fiscal years 2008 and 2007, the Fund entered into 
forward foreign exchange contracts. A currency forward 
is a contractual agreement between two parties to pay or 
receive specific amounts of foreign currency at a future 
date in exchange for another currency at an agreed upon 
exchange rate. Forward commitments are not standard-

alternative investments 
As of June 30, 2008, the Fund was invested in various 
limited partnerships and other alternative investment 
strategies including hedge funds as detailed in the 
following chart:

The Fund currently has investments in a  
multi-strategy hedge fund and a foreign currency swap 
fund. Hedge funds are managed portfolios of invest-
ments using advanced investment strategies such as 
leverage, long, short and derivative positions in both 
domestic and international markets with the goal of 
generating uncorrelated positive returns over a speci-
fied market benchmark. For the most part, hedge funds  
are unregulated and carry liquidity restrictions for 
redemption. The Fund’s staff monitors risk, guidelines 
and compliance.

 
The use of derivatives in a portfolio gives rise to 

various types of risks. The primary types of risk include 
market risk, liquidity risk, counterparty risk and opera-
tions risk. 

Market risk — represents the risk of adverse  
movements in markets (including asset prices,  
volatility, changes in yield curve, implied option  
volatility or other market variables/forces) for the  
derivatives or the underlying asset, reference rate or 
index to which the derivative relates. “Interest rate risk” 
is a type of market risk. 

Liquidity risk — there are generally two types of 
liquidity risk. The first is the risk that a responsible 
party may not be able to, or cannot easily, unwind or 
offset a particular position risk at or near the previous 
market price, because of inadequate market depth or 

Market value of the Fund’s interest
Investment Type June 30, 2008 June 30, 2007

Private Equity $334,354,229 $278,795,341

Hedge Funds $142,358,591 $117,697,170

$476,712,820 $396,492,511
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ized	 and	 carry	 credit	 risk	 due	 to	 the	 possible	 nonper-
formance by one of the counterparties. The maximum 
potential loss is the aggregate face value in U.S. dollars 
at the time the contract was opened; however, the likeli-
hood of such loss is remote. Fund management moni-
tors portfolio volatility on a daily basis. In the event of 
a significant loss, the Fund’s Investment Committee 
would be immediately notified and action taken, if 
necessary. No such losses occurred during fiscal years 
2008 or 2007. Forwards are usually traded over-the-
counter. These transactions are entered into in order to 
hedge risks from exposure to foreign currency rate fluc-
tuation and to facilitate trade settlement of foreign secu-
rity transactions. Forwards carry market risk resulting 
from adverse fluctuations in foreign exchange rates.  
Recognition	of	realized	gain	or	loss	depends	on	whether	
the currency exchange rate has moved favorably or unfa-
vorably to the contract holder upon termination of the 
contract. Prior to termination of the contract, the Fund 
records	the	unrealized	currency	translation	gain	or	loss	
based on the applicable forward exchange rates. 

7. land and Building 

In February 1998, the Fund purchased land for use in the 
construction of a new office building for its operations 
and its members. In April 2001, the construction of the 
new	building	was	completed.	All	capitalized	costs	asso-
ciated with the building have been classified as building 
in the statements of plan net assets. The building cost 
is	being	depreciated	over	30	years.	The	capitalized	cost	
and accumulated depreciation for the building is as 
follows at June 30:

8. Furniture, Fixtures and eQuiPment

Furniture, fixtures and equipment are as follows at  
June 30:

9. seCurities lending arrangements

The Fund had the following securities on loan and held 
the following related cash collateral balances, at fair 
value, as of June 30: 

State statutes and Board policies permit the Fund 
to lend its securities to broker-dealers and other entities 
with a simultaneous agreement to return the collateral 
for the same securities in the future. The Fund’s Custo-
dian lends securities of the type on loan for collateral 
in the form of cash or other securities of 102 percent to 
105 percent, which varies based on the types of securities 
lent. The Fund has no credit risk exposure to borrowers 
because the amounts the Fund owes the borrowers  

Fy 2008 Fy 2007
Building $9,140,824 $9,133,883

Less accumulated 

depreciation
$(2,225,090) $(1,916,868)

Building, net $6,915,734 $7,217,015

 Fy 2008  Fy 2007

Office furnishings 

and equipment
$769,330 $800,655

Computer equipment $2,370,067 $2,293,951

Furniture, fixtures 

and equipment
$3,139,397 $3,094,606

Less accumulated 

depreciation
$(2,862,850) $(2,449,769)

Furniture, Fixtures 

and eQuiPment, net
$276,547 $644,837

Fiscal year 2008
securities lent Collateral Held

Fixed income $47,951,882 $48,938,226

Common and preferred 

stocks
$134,912,389 $143,015,614

$182,864,271 $191,953,840

Fiscal year 2007
securities lent Collateral Held

Fixed income $459,274,216 $466,048,315

Common and preferred 

stocks
$183,510,432 $196,837,914

$642,784,648 $662,886,229
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exceed the amounts the borrowers owe the Fund as of 
June 30, 2008 and 2007. The contract with the Fund’s 
Custodian requires it to indemnify the Fund if the 
borrowers fail to return the securities (and if the collat-
eral is inadequate to replace the securities lent) or fail to 
pay the Fund for income distributions by the securities’ 
issuers while the securities are on loan. 

All security loans can be terminated on demand by 
either the Fund or the borrower. Cash collateral is invested 
in the lending agent’s collateral investment pool, which 
has a weighted-average maturity of approximately 20 
days and 32 days as of June 30, 2008 and 2007, respec-
tively. The risk associated with the Fund’s participation 
in the securities lending program is investment risk, 
which affects the yield spread on the investments within 
the loan investment pool. The Fund cannot pledge or 
sell collateral securities received unless the borrower 
defaults. At June 30, 2008 and 2007, securities lending 
transactions	were	collateralized	in	cash.	

10. Court Judgment

Prior to fiscal year 2007, the Fund was involved in 
lawsuits concerning its award of prior service credit 
(PSC) to 22 firefighters and its denial to approxi-
mately 78 others. The 78 denied firefighters ulti-
mately stopped pursuing their claims and the 
issue became whether the City of Houston would  
have to pay its share of contributions to enable the award 
of credit to those of the approved firefighters who were 
prepared to make their contributions. In 2006, the First 
Court of Appeals agreed with the Fund and the trial 
court that the City was required to pay its share of PSC 
contributions. The City decided not to pursue further 
review of the case by the Texas Supreme Court, leaving 
the appellate decision favorable to the Fund in place. 
The proper contribution amounts were determined in 
accordance with the appellate decision and were agreed 
upon by the Fund, the City and the PSC firefighters in 
order to establish the PSC for those firefighters who 
were prepared to make their portion of PSC contribu-

tions. In connection with this court judgement, in fiscal 
year 2007 the Fund received a total of $1,273,490 (repre-
senting $979,549 of City contributions and $293,941 of 
firefighter contributions).

11. related PartY 

During	fiscal	years	2008	and	2007,	the	Plan	utilized	the	 
services of investment management companies in which 
the Plan owns an interest. Manager fees of approximately  
$488,000 and $500,000 were paid in fiscal years  
2008 and 2007, respectively, to these companies. 

12. BeneFit Plans

The Fund offers its employees a deferred compensa-
tion plan (the Plan) created in accordance with Internal 
Revenue Code 457. The Plan, available to all employees 
of the Fund, permits employees to defer a portion  
of their salary until future years. The deferred compen-
sation is not available to employees until termination, 
retirement, death or unforeseeable emergency. 

The Fund also offers its full-time employees a Profit 
Sharing Plan, which is a qualified retirement plan under 
Section 401(a) of the Internal Revenue Code of 1986, as 
amended. The Fund maintains the Profit Sharing Plan 
to provide a tax-deferred way for it to contribute to 
its employees’ savings for retirement, disability, death 
and other major life events. The Fund contributes into 
the Profit Sharing Plan 16 percent of a participating 
employee’s qualified yearly salary. During fiscal years 
2008 and 2007, the Fund contributed $387,312 and 
$397,393, respectively, to the Profit Sharing Plan. 

Both of the benefit plans are administered by an 
outside party, with the related amounts held in trust. 
Accordingly, these benefit plans are not reflected in the 
accompanying basic financial statements in accordance 
with GASB Statement No. 32.
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13. Commitments and ContingenCies

As described in note 1, certain members of the Fund 
are entitled to refunds of their accumulated contribu-
tions upon termination of employment with the City, 
prior to being eligible for pension benefits. As of June 
30, 2008 and 2007, aggregate contributions from active 
members of the Fund with less than 10 years of service 
were approximately $30,418,417 and $25,170,350, 
respectively. Contributions for employees with 10 to 
20 years of service have not been determined. As of  
June 30, 2008 and 2007, interest payable related to these 
contributions has not been accrued.

The Fund had outstanding investment commit-
ments to various limited partnerships and investment 
advisors of approximately $367,000,000 and $212,000,000 
as of June 30, 2008 and 2007, respectively.

Pursuant to the May 23, 1993, revision of Section 2(l), 
Chapter 432, Acts of the 64th Legislature, 1973 (Article 
6243e.2, Vernon’s Texas Civil Statutes), the Board may, 
from Fund assets, establish a self-insurance fund to pay 
certain claims for indemnification. On June 17, 1993, 
the Board voted to adopt this subsection allowing for 
the establishment of a self-insurance fund from Fund 
assets. The self-insurance fund is a designation of plan 
net assets by the Board. As of June 30, 2008 and 2007, 
cumulative contributions made to the self-insurance 
fund by the Fund have been approximately $5,000,000.

The Fund is a party to various claims and legal 
actions arising in the ordinary course of its business 
which, in the opinion of management, will not have a 
material effect on the Fund’s financial position.

14. risK and unCertainties

The Fund invests in various investment securities. 
Investment securities are exposed to various risks such as 
interest rate, market and credit risks. The recent events 
in the global financial markets and U.S. housing market 

have resulted in dramatic changes in economic condi-
tions, including interest rate, currency, equity and credit 
conditions. The effect of the recent events on the Fund’s 
investment portfolio is mitigated by the diversification 
of its holdings. However, it is at least reasonably possible 
that changes in the value of the Fund’s investment secu-
rities will occur in the near term and that if there is a 
prolonged decline in the global financial markets such 
changes could adversely impact certain investment 
assets of the Fund.

The Fund’s contribution rates and the actuarial 
information included in the notes and schedules 1 and 
2 are based on certain assumptions pertaining to 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 esti-
mates and assumptions in the near term could be mate-
rial to the financial statements. 
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sCHedule 1 — sCHedule oF Funding Progress (unaudited) (dollars in millions)

Actuarial
validation 
Date

Actuarial
value of 
Assets (AvA)

Actuarial
Accrued
Liability (AAL)

AvA as 
Percentage 
of AAL

unfunded
AAL
(uAAL)

covered
Payroll

uAAL as Percentage 
of covered Payroll

July 1, 1997 $1,183.8 $1,128.2 105% $(55.6) $142.0 (39)%

July 1, 1998 $1,347.4 $1,271.4 106% $(76.0) $149.0 (51)%

July 1, 1999 $1,538.5 $1,470.6 105% $(67.9) $159.0 (43)%

July 1, 2000 $1,726.3 $1,589.3 109% $(137.0) $163.6 (84)%

July 1, 2001 $1,863.1 $1,650.8 113% $(212.3) $164.3 (129)%

July 1, 2002 $1,922.4 $1,970.1 98% $47.7 $190.6 25%

July 1, 2004 $2,000.3 $2,266.8 88% $266.5 $181.5 147%

July 1, 2005 $2,119.2 $2,461.1 86% $341.9 $192.1 178%

July 1, 2006 $2,324.9 $2,670.9 87% $346.0 $218.7 158%

July 1, 2007 $2,633.6 $2,892.3 91% $258.7 $232.4 111%

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

See accompanying note to required supplemental schedules. 
See accompanying independent auditors’ report.
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sCHedule 2 — sCHedule oF emPloYer  
ContriButions (unaudited) 
(dollars in thousands)

Contributions were made in accordance with actuari-
ally determined contribution requirements as adopted 
by the Board of Trustees.

See accompanying note to required supplemental schedules.  
See accompanying independent auditors’ report.

note to reQuired suPPlemental 
sCHedules (unaudited)
The information presented in the required supple-
mental schedules was determined as part of the  
actuarial valuations at the dates indicated. Additional 
information as of the latest actuarial valuation follows:

(Table continues in next column.)

Assumptions and methods used in the July 1, 2007  
valuation are the same as those used in the July 1, 2006 
valuation.

See accompanying independent auditors’ report.

Fiscal year 
(ending 
June 30)

Annual
Required
contribution

Percentage
contributed

1999 $24,084 100%

2000 $24,645 100%

2001 $24,033 100%

2002 $28,451 100%

2003 $27,989 100%

2004 $28,477 100%

2005 $32,689 100%

2006 $48,780 100%

2007 $52,821 100%

2008 $54,051 100%

Actuarial assumptions

Investment rate 

of return

8.5% per year, 

net of expenses

Payroll growth rate 3% per year

Salary increases 
3% to 7%, based on seniority  

and merit

General inflation rate 3% per year

Cost-of-living 

adjustment
3% annually

Mortality rates 1994 Group Annuity Mortality Table

Future DROP 

interest credits

Floor of 5% and a ceiling of 10%. Interest 

is assumed to be credited at 8% to reflect 

an expected average 0.5% net gain due to 

asset performance outside this range.

DROP duration

Duration of 

DROP at  

retirement

Percentage of 

participants electing  

retirement at the 

specified duration

0

3

5

8

10

10%

10%

10%

30%

40%

Valuation date July 1, 2007

Actuarial cost method Entry age method

Amortization	method
Level percentage of payroll 

over 30 years

Remaining 

amortization	period
Rolling 30 year

Asset valuation method 5-year smoothed market
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sCHedule 3 — inVestment,  
ProFessional serViCes and  
administratiVe exPenses
Years Ended June 30, 2008 and 2007

Fy 2008 Fy 2007
Investment services:

Custodial services $441,762 $419,343 

Money management services $9,544,419 $9,762,749

total inVestment 

serViCes
$9,986,181 $10,182,092

Professional services:

Actuarial services $85,431 $96,961

Audit and accounting services $31,532 $26,880 

Consulting and  

professional services
$570,227 $520,407 

Legal services $225,735 $230,044

Medical examinations $16,075 $11,550

total ProFessional 

serViCes
$929,000 $885,842 

administrative expenses:

Depreciation $735,140 $812,166

Continuing education $182,896 $247,829 

Furniture, equipment  

and supplies
$32,574 $47,680 

Insurance $782,377 $791,024 

Investment research $89,716 $82,876 

Office cost $4,167,646 $4,438,598 

Facility maintenance $151,795 $156,075 

Utilities $230,842 $224,705 

total administratiVe 

exPenses
$6,372,986 $6,800,953 

See accompanying independent auditors’ report.
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sCHedule 4 — summarY oF inVestment and ProFessional serViCes
Year Ended June 30, 2008

individual or firm name official plan position  Amount nature of services
BNY Mellon Custodian $441,762 Custodial

Ariel Capital Management Investment manager $549,021 Money management 

AllianceBernstein Investment manager $907,663 Money management 

The Mitchell Group Investment manager $655,084 Money management 

Mercator Investment manager $1,435,037 Money management 

Marvin	&	Palmer	 Investment manager $870,984 Money management 

McKinley Capital Investment manager $1,183,868 Money management 

Mellon Capital Investment manager $45,610 Money management 

Victory Capital Investment manager $580,997 Money management 

FX Concepts Investment manager $750,000 Money management 

GW Capital Investment manager $206,075 Money management 

Loomis Sayles “A” and “B” Investment manager $897,149 Money management 

Standish/Mellon Bond “STIF” Investment manager $160,611 Money management 

STW Fixed Income Mgmt. “A” Investment manager $496,824 Money management 

STW Fixed Income Mgmt. “B” Investment manager $317,151 Money management 

Texas Forest Partners Investment manager $266,780 Money management 

Energy Trust Investment manager $221,565 Money management 

total inVestment serViCes $9,986,181

See accompanying independent auditors’ report.



 40 Houston Firefighters’ Relief & Retirement Fund Additional supplemental information (continued)

sCHedule 4 — summarY oF inVestment and ProFessional serViCes
Year Ended June 30, 2008

individual or firm name official plan position  Amount nature of services
Buck Consultants, L.L.C. Actuary $85,431 Actuarial 

Strasburger and Price, L.L.P. Attorneys $26,872 Legal 

Locke	Lord	Bissell	&	Liddell,	LLP	 Attorneys $245,341 Legal 

Brownstein Hyatt Farber Schreck, P.C. Attorneys $49,426 Legal 

Godwin Pappas Ronquillo LLP Attorneys $55,239 Legal 

Jackson Walker L.L.P. Attorneys $264 Legal 

The Schubot Law Firm, P.C. Attorneys $177 Legal 

Winstead PC Attorneys $2,052 Legal 

Dry	&	Tassin Attorneys $2,800 Legal 

Ice Miller Attorneys $22,647 Legal

Health South Corp Attorneys ($8,423) Legal 

Purrington Moody Weil L.L.P. Attorneys $21,413 Legal

Joseph Mason, CPA Auditors $5,150 Audit

Mir•Fox	&	Rodriguez,	P.C.	 Auditors $26,382 Audit

Printmailers, Inc. Communications $2,728 Printing and design 

National Mail Advertising Communications $2,868 Printing and design 

Infinity Group Communications ($4,960) Printing and design 

Websoft Publishing Company, Inc. Consultant $275 Consulting 

Adjacent Technologies Consultant $2,625 Consulting 

William	&	Jenson	 Consultant $144,000 Consulting 

Vitech Systems Group, Inc. Consultant $107,853 Consulting 

Information Network International Consultant $1,900 Consulting 

Adcetera Design Studio, Inc. Consultant/ Communications $120,865 Consulting , printing and design

Texas Occupational Medicine Physicians $15,275 Medical examinations 

William K. Drell Physicians $800 Medical examinations 

total ProFessional serViCes $929,000

See accompanying independent auditors’ report.
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section 3

investment information



 42 Houston Firefighters’ Relief & Retirement Fund Report of the Chief Investment Officer and outline
 of investment policies

The primary goal of the Houston Firefighters’ Relief and 
Retirement Fund’s investment program is to provide 
sufficient investment returns with appropriate levels 
of risk necessary to pay timely and sufficient benefits to 
plan participants. The Fund’s Board of Trustees seeks  
to produce a return through its investment program 
that is adequate to maintain the fully funded actuarial 
status	 of	 the	 Fund,	 while	 minimizing	 risk	 through	 
portfolio diversification.

In fiscal year 2008, the Fund experienced a rate of 
return of 3.96 percent.

outline oF inVestment PoliCies
The Board of Trustees of the Houston Firefighters’ Relief 
and Retirement Fund has adopted the following poli-
cies. Authority to amend these policies rests solely with 
the Board of Trustees, which may delegate authority to 
act on certain matters to the Investment Committee, a 
committee consisting of the whole Board of Trustees.

investment Philosophy
In developing the investment program, the Investment 
Committee is guided by a set of precepts from which  
all investment decisions are made, establishing the  
foundation and direction for all future activity. The 
Investment Committee applies these precepts knowing 
the importance of asset allocation and the benefits  
of diversification.

The guiding precepts consist of the following: long-
term focused, value-driven, relationship-driven, oppor-
tunistic and contrarian.

asset allocation and rebalancing
The Investment Committee establishes the Fund’s asset 
allocation targets, ranges and benchmarks. Below are 
the results of the latest revision to this policy.

*.  Citigroup 3-month T-bill (4/20/1988 – 8/31/1997), ML 90-day  
T-bill Index (9/30/1997 – 5/31/2000), ML 1-year T-Bill Index  
(6/1/2000 – Present)

When necessary (usually appropriate every three to 
five years) the Investment Committee will undertake 
a comprehensive review of the Fund’s asset allocation 
targets and ranges. This may involve an asset-liability 
study that places the development of investment policy 
into the context of future benefit payments, liabilities, 
required funding and the prospective funded status of 
liabilities.

a) Public market rebalancing
The Investment Committee has allocated the 

assets of the Fund to several asset classes with the 
objective	of	optimizing	the	investment	return	of	the	
Fund within the framework of acceptable risk and 
diversification. Each asset class is allowed to operate 
within its specific range established by the Invest-
ment Committee. In addition, a strategic alloca-
tion has been established for each asset class for the 
purpose of performance evaluation and rebalancing. 
If a public, non-cash asset class reaches an endpoint 
of its allocation range, the Chief Investment Officer 
(CIO) with the approval of the Chairman is allowed 
the discretion to effect a rebalance to within 2.5% 
of the Strategic Allocation. Upon completion, the 

Asset class Range target Benchmark
PuBliC marKets

Cash 0.5% – 2% 1% Custom Cash 
Benchmark*

Domestic Equities 15% – 25% 21% Russell 3000 Index

International Equities 15% – 25% 19%
MSCI All Country 

World Ex-US 
Index

Fixed Income 30% – 40% 36% Lehman Universal 
Index

Alternative 0 – 10% 5% LIBOR plu 3%

PriVate marKets

Private Equity 11% – 18% 12% CA US Private 
Equity 1QA

Real Estate 4% – 7% 6%
30% NCREIF Prop-

erty/70% NCREIF 
Timberland
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CIO shall report the rebalance to the Investment 
Committee within the next Monthly Report of 
Investment Actions Taken.

B) Cash management
The CIO with the Chairman’s approval is 

allowed the discretion to use the short-intermediate 
bond portfolio to manage the cash level within the 
established asset class range set forth in this Section. 
If the cash balance rises/falls above/below the asset 
class range limit, the short-intermediate bond port-
folio will be bought/sold to bring the cash within the 
range. Upon completion, the CIO shall report the 
transaction to the Investment Committee within the 
next Monthly Report of Investment Actions Taken. 
The CIO may not reduce the short-intermediate 
bond portfolio below U.S. $125 million without the 
formal approval of the Investment Committee.

risk management
The Fund ensures adequate risk control through the 
following means:

a) diversification
The Investment Committee shall diversify the 

investment	portfolio	in	order	to	minimize	the	impact	
of the loss from individual investments as may be 
relevant to an asset class. In addition to achieving 
diversification by asset class, the Investment 
Committee shall pay careful attention to diversifica-
tion within each asset category and subcategory.

B) Portfolio guidelines
Every portfolio that is a part of the Fund’s 

overall investment portfolio shall operate under 
written guidelines approved by the Investment 
Committee, which are designed to ensure that the 
portfolio meets its objective and operates within 
acceptable risk parameters.

investment managers
The Board has adopted policies that govern the  

investment manager selection process, guidelines appli-
cable to the managers, and review and retention proce-
dures for all managers retained by the Fund. 

The Fund’s Investment Committee uses a systematic 
process in the selection of investment managers. This 
process includes rigorous due diligence by the Invest-
ment Committee, with assistance from staff. Manager  
guidelines include general guidelines applicable 
to all managers and specific guidelines unique to  
each manager. Specific guidelines unique to each  
manager are developed cooperatively by the Investment 
Committee and manager and incorporated into the  
Investment Management Services Contract executed  
by the Chairman and manager. The Investment  
Committee, with assistance from staff, continuously  
monitors each manager’s performance and adherence  
to style, strategy and manager-specific guidelines. 

Investment results were calculated using a time-
weighted rate of return based on the market rate of 
return.

Portfolio Performance measures
To measure the performance of the overall Fund, the 
Investment Committee has established a Policy Bench-
mark, which is reflective of the most recently approved 
asset allocation study.

 The reported investment performance of the Fund 
will be calculated by the Fund’s custodian bank, an 
unaffiliated	 organization,	 with	 recognized	 expertise	 
in this field and fiduciary level reporting responsibility 
to the Fund’s Investment Committee. A calculation will 
be made for the Fund’s aggregate, asset class and invest-
ment manager performance using the Global Invest-
ment Performance Standards (GIPS®) or a similar 
standard. Additionally, each investment manager 
is required to keep performance records and report  
periodically to the Fund’s custodian, internal investment 
staff and third-party auditor.
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 Separately, internal calculations of the Fund’s invest-
ment manager performance shall be developed by the 
Fund’s investment staff. A time-weighted rate of return 
calculation will be used for all public market investment 
managers. Private equity and real estate investments 
shall be calculated using an internal rate of return.

 The fiscal year of the Fund shall begin on July 1 
and end on June 30. The market value of the Fund shall 
be maintained on an accrual basis in compliance with 
the Government Accounting Standards Board State-
ments, industry guidelines, state statutes or whichever is  
applicable. The Fund’s financial statements and  
investment returns shall be audited each fiscal year-end 
by an independent accounting firm in accordance with 
the Fund’s Administrative Policies.

Each manager is assigned an investment  
performance benchmark relative to his or her style 
of management. The performance objective for each 
manager is to provide a five-year rolling alpha in excess 
of the manager’s fees.

regarding Corporate governance
The	 Board	 of	 Trustees	 recognizes	 its	 fiduciary	 
obligation to cast its votes in corporate affairs. The 
Board adopts a written statement of proxy policies and 
reviews this statement annually. As a part of this policy, 
the Board has adopted the shareholder’s bill of rights, 
as adopted by ISS (Institutional Shareholder Services, 
Inc.)	and	customized	by	the	Fund.	All	proxies	are	to	be	
voted in a timely manner in accordance with expressed  
policies. Shareholder and management proposals 
are both entitled to due consideration and are given 
the same degree of attention. At the present time,  
the	 Board	 of	 Trustees	 recognizes	 that	 voting	 on	 
international corporate affairs is an extremely  
specialized	 and	 administratively	 difficult	 enterprise.	
The Board of Trustees has delegated the authority to 
sign and submit proxy material on behalf of the Fund to 
all outside managers.

investment holdings Asset Allocation* (Dollars in millions)
FisCal Year 2008 FisCal Year 2007

market Value Percent market Value Percent

Cash and Cash Equivalents† $35 1.2% $75 2.5%

Domestic Equity $712 23.6% $696 23.5%

Fixed Income $998 33.0% $995 33.7%

International Equity $634 21.0% $668 22.6%

Alternative Investments $142 4.7% $118 4.0%

Private Equity $334 11.0% $278 9.5%

Real Estate Investments $166 5.5% $122 4.2%

$3,021 100% $2,952 100%

* Calculated using specific mandates. Includes receivables, payables and foreign currency fluctuations.
† Does not include cash residuals from managed accounts.
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total Fund Return and Returns by Asset class1 (in percentages)
PERIOD ENDING JUNE 30: annualiZed

2008 2007 2006 2005 2004 3-Year 5-Year 10-Year

total Fund

n	 HFRRF 4.0 17.0 14.5 19.1 18.4 16.8 15.0 9.8 

 Policy Benchmark2 1.0 17.3 11.0 11.0 13.9 13.1 11.8 8.7 

CasH and CasH eQuiValents

n	 HFRRF 8.5 9.0 7.0 4.7 3.0 6.9 4.9 7.6 

 Custom Benchmark3 5.4 5.2 2.9 1.7 0.7 3.3 2.6 4.1

domestiC eQuitY

n	 HFRRF 2.1 19.6 16.5 18.6 30.9 18.2 16.3 10.9

 Russell 3000 (12.7) 20.1 9.6 8.1 20.5 12.4 11.5 7.6 

Fixed inCome

n	 HFRRF 4.3 9.0 1.4 14.3 4.7 8.1 10.9 8.1

 Lehman Universal Index 6.2 6.6 (0.3) 7.4 1.0 4.5 5.2 6.2 

international eQuitY

n	 HFRRF (5.2) 29.1 32.0 16.9 34.6 25.9 20.1 9.4 

 MSCI All Country World Ex-U.S. Index (6.2) 30.1 28.4 16.9 32.5 25.0 19.9 8.6 

alternatiVe inVestments

n	 HFRRF 15.7 6.8 (5.2) 16.7 N/A 5.7 n/a n/a 

 LIBOR4 + 3% 7.2 8.4 7.4 5.5 N/A 7.1 n/a n/a

PriVate eQuitY

n	 HFRRF 20.0 22.4 31.7 28.0 20.1 27.3 18.1 14.2

 C.A. U.S. PRIVATE EQUITY5 1QA 12.4 28.6 31.9 23.0 27.4 27.8 19.7 15.8

real estate inVestments

n	 HFRRF 7.7 16.2 15.8 24.6 4.0 18.8 12.2 9.0 

 70% NCREIF6 Timberland/30% Property 16.7 13.5 19.4 15.3 9.1 16.0 12.3 9.8 

The Fund’s investment results were calculated using a time-weighted rate of return on market values, which is not 
materially different from Global Investment Performance Standards (GIPS®).

 The Policy Benchmark provides an indication of the returns that could be achieved (excluding transaction costs) by 
a portfolio invested passively in the broad market with the percentage weights allocated to each asset class in the Fund’s 
policy allocation.

1 All performance is gross of investment management fees and expenses.
2  HFRRF Policy Benchmark: Russell 3000 (22%), MSCI AC World Ex-U.S. (19%), Lehman Brothers Universal Index (36%), LIBOR +3% (3%), CA U.S. 

Private Equity Index (12% — changed from a flat 15% the previous year), NCREIF 70% timberland/30% Property (6% — changed from a flat 9.25% the 
previous year), cash Custom Benchmark (2%)

3  Cash — Custom Benchmark: Citigroup 3-month T-Bill (4/30/1998 – 8/21-1997), Merrill Lynch 90-day T-Bill Index (9/20/1997 – 5/31/2000); Merrill 
Lynch 1-Year T-Bill Index (6/1/2000 – Present).

4 London Interbank Offered Rate (LIBOR): A short-term interest rate quoted as a 1-, 3-, and 6-month rate for U.S. dollars.
5  Cambridge Associates LLC U.S. Private Equity Index®: end-to-end calculation based on data compiled from 663 private equity funds, including fully 

liquidated partnerships, formed between 1986 and 2008. All returns are net of fees, expenses and carried interest.
6  National Council of Real Estate Investment Fiduciaries (NCREIF): A quarterly time series composite total rate of return measure of investment performance 

of a very large pool of individual real estate properties acquired in the private market for investment purposes only.
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comparison of investment Returns (Fiscal years end on June 30)

FisCal

Year

total

Fund

median

total

Fund*

Fund

domestiC

eQuitY

inV.

russell

3000

stoCK

index

sP500

stoCK

index

Fund

Fixed-

inCome

(Bond)

inV.

leHman

Bros.

uniV.

leHman

Bros.

goV/

Credit

Fund

int’l

eQuitY

msCi

all-

CountrY

World

 ex-us

msCi

eaFe

1980 11.8 11.4 17.5 18.7 17.3 1.1 — 3.8 — — —

1981 11.8 12.1 27.1 23.2 20.6 (11.0) — (4.1) — — —

1982 3.4 (1.0) (7.1) (13.9) (11.5) 5.6 — 13.3 — — —

1983 36.4 44.1 65.9 66.4 61.2 29.5 — 29.1 — — —

1984 (3.9) (3.7) (11.7) (8.5) (4.7) (0.2) — 1.8 — — —

1985 27.7 27.3 30.6 31.2 30.9 32.3 — 28.7 — — —

1986 21.7 26.1 26.5 35.7 35.8 19.1 — 20.7 — — —

1987 13.6 12.5 19.6 19.8 25.1 8.3 — 4.7 — — —

1988 3.6 0.6 1.2 (6.1) (7.1) 11.4 — 7.5 — — —

1989 12.8 14.6 16.8 19.7 20.5 10.9 — 12.3 — — —

1990 9.3 10.2 14.4 13.5 16.4 4.9 — 7.1 — — —

1991 3.7 7.4 2.4 7.2 7.4 11.3 10.7 10.2 (10.6) — (11.5)

1992 8.4 13.3 7.5 14.7 13.5 24.6 14.2 14.2 0.8 — (0.7)

1993 16.7 13.6 19.7 16.0 13.6 20.7 12.0 13.2 12.2 — 20.3 

1994 5.7 2.4 2.0 1.0 1.3 2.0 (1.1) (1.5) 19.7 — 17.0 

1995 15.5 16.7 22.1 24.9 26.1 17.5 12.4 12.8 4.1 — 1.7 

1996 16.9 17.4 21.5 26.0 26.1 12.2 5.7 4.7 17.9 — 13.3 

1997 23.2 20.0 31.5 30.6 34.6 14.3 8.8 7.8 15.5 — 12.8 

1998 13.1 17.9 14.6 28.8 30.2 13.2 10.1 11.3 6.1 — 6.1 

1999 5.5 11.4 6.7 20.1 22.7 2.2 2.6 2.7 6.3 8.3 7.6 

2000 10.3 10.0 (1.4) 9.6 7.3 4.8 4.8 4.3 22.1 16.6 17.2 

2001 (1.1) (4.7) 11.2 (13.9) (14.8) 5.2 10.8 11.1 (22.2) (25.4) (24.8)

2002 (2.4) (6.0) (1.0) (17.3) (18.0) 1.8 7.7 8.2 (8.1) (9.4) (9.5)

2003 6.5 3.9 (1.8) 0.8 0.3 26.8 11.5 13.1 (6.9) (5.6) (6.1)

2004 18.4 15.8 30.9 20.5 19.1 4.7 1.0 (0.7) 34.3 32.0 32.4 

2005 19.1 9.5 18.6 8.1 6.3 14.3 7.4 7.3 16.1 14.6 13.6 

2006 14.5 9.3 16.5 9.6 8.6 1.4 (0.3) (1.5) 27.9 26.9 26.6

2007 17.0 16.4 19.6 20.1 20.6 9.0 6.6 6.0 29.1 30.1 27.0

2008 4.0 (4.5) 2.2 (12.7) (13.1) 4.3 6.2 7.2 (5.2) (8.8) (10.6)
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compound Annual Return

Period 

total

total  

Fund

median 

total 

Fund*

Fund 

domestiC 

eQuitY  

inV.

russell 

3000  

stoCK 

index

sP500 

stoCK 

index

Fund  

Fixed-

inCome 

(Bond)  

inV.

leHman 

Bros. 

uniVersal

leHman 

Bros.  

goV/ 

Credit

2-year 10.3 5.3 10.5 2.4 2.4 6.7 6.4 6.6

3-year 11.7 6.4 12.5 4.7 4.4 4.9 4.2 3.8

5-year 14.5 8.5 17.2 8.4 7.6 6.7 4.2 3.6

7-year 10.7 5.9 11.6 3.2 2.5 8.6 5.7 5.6

10-year 8.9 6.6 9.7 3.5 2.9 3.2 5.8 5.7

* Trust Universe Comparison Service Public Funds Total Returns
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Note: A list of marketable securities may be available on request.

ten Largest equity investment holdings (excluding commingled funds)

desCriPtion marKet Value
PerCent oF total  

marKet Value

Nestle SA CHF0.1 (REGD) $15,333,041.43 0.51%

Vodafone group $13,473,951.79 0.44%

schlumberger LTD COM $10,202,089.95 0.34%

BHP Billiton Limited $8,970,261.20 0.30%

telefonica SA EUR1 $8,912,079.67 0.29%

Exxon Mobil Corp $8,804,187.00 0.29%

Hess Corp $8,505,206.00 0.28%

Statoilhydro ASA NOK2.50 $7,852,359.11 0.26%

Adidas AG NPV $7,674,438.51 0.25%

Unilever PLC ORD GBP0.031111 $7,573,228.35 0.25%

ten Largest Fixed-income holdings

desCriPtion marKet Value
PerCent oF total 

marKet Value

HBOS PLC MTN TR #SB 0000 144A 6.750% 05/21/2018 DD 05/21/08 $13,156,238.40 0.43%

JPMorgan Chase CAP XXV CAP SEC 6.800% 10/01/2037 DD 09/26/07 $12,456,689.05 0.41%

Tesco PLC SR NT 144A 6.150% 11/15/2037 DD 11/05/07 $12,095,653.50 0.40%

Standard Chartered BK SUB NT 6.400% 09/26/2017 DD 09/26/07 $11,011,271.95 0.36%

Glitnir Banki HF 144A 6.375% 09/25/2012 DD 09/25/07 $10,056,501.00 0.33%

Mexico (UTD MEX ST) BDS 9.000% 20-DEC-2012 MXN100 $9,893,830.39 0.33%

Bank Of America Corp SER K VAR RT 12/29/2049 DD 01/30/08 $9,485,808.75 0.31%

PacifiCorp BD 6.250% 10/15/2037 DD 10/03/07 $9,159,013.56 0.30%

U S Treasury Notes 3.500% 12/15/2009 DD 12/15/04 $9,145,800.00 0.30%

AT&T	Inc	Global	NT 6.500% 09/01/2037 DD 08/31/07 $8,545,762.30 0.28%
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* Calculated using average quarterly assets under management.
† Includes residual cash from separate accounts, which is swept daily and included in the Super STIF cash management portfolio.

Fees for investment Services

desCriPtion assets under management Fees Basis Points*

Cash Equivalents Manager† $95,564,003.51 $160,611.00 0.1681%

Domestic Equity Managers $653,509,971.67 $2,738,375.00 0.4190%

International Equity Managers $668,652,519.84 $3,489,889.00 0.5219%

Fixed Income Managers $954,752,943.36 $1,917,199.00 0.2008%

Alternative Investments $142,358,591.32 $750,000.00 0.5268%

Private Equity $366,372,479.76 $221,565.00 0.0605%

Real Estate Investments $133,760,804.35 $266,780.00 0.1994%

OTHER INVESTMENT SERVICES

Custodian Bank $3,014,971,313.81 $441,762.00 0.0147%

total Fees For inVestment serViCes $3,014,971,313.81 $9,986,181 0.3419%
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Commission reCaPture Program 
Houston Firefighters’ Relief and Retirement Fund began a brokerage commission recapture program in 1993.  
Currently,	the	brokerage	firm	of	Lynch,	Jones	&	Ryan	Inc.	participates	in	the	program.	A	portion	of	any	commission	
generated by trading activity conducted by the Fund’s investment managers with these firms is returned or recaptured 
by the Fund. The amount of the commissions recaptured is defined via contracts with the individual brokerage firms 
and varies with the type of trading activity. Any commissions recaptured are deposited in the investment manager’s 
account from whom the trading activity originated. The Fund’s investment managers are not required to participate 
in the program, but the Board feels it has provided ample financial incentive for solid participation. During fiscal year 
2008, slightly more than 5 percent of all trading activity was directed toward the commission recapture program.

top 25 Broker commission Paid
BroKer name Base Commission

Pershing Division Of DLJ,NY $168,214 

Bear	Stearns	&	Co	Inc,	NY $95,702 

BNY Convergex / LJR, Houston $92,024 

Credit Suisse, New York (CSFBUS33XXX) $81,109 

Merrill Lynch Pierce Fenner, Wilmington $80,781 

Goldman	Sachs	&	Co,	NY $60,046 

Morgan	Stanley	&	Co	Inc,	NY $59,452 

Merrill Lynch Intl London Equities $53,666 

Lehman Bros Inc, New York $36,675 

Merrill	Lynch	&	Co	Inc	Atlas	Global,	NY $34,193 

UBS Securities LLC, STAMFORD $30,784 

Deutsche BK SECS Inc, NY (NWSCUS33) $29,788 

Merrill Lynch Pierce Fenner Smith Inc NY $29,654 

J P Morgan SECS LTD, London $26,852 

Pershing Securities LTD, London $26,191 

Citigroup GBL MKTS/Salomon, New York $25,932 

Liquidnet Inc, Brooklyn $25,271 

Samsung SECS, Seoul $23,024 

UBS Warburg Asia LTD, Hong Kong $22,492 

Friedman Billings, Washington DC $21,775 

Goldman	Sachs	Execution	&	Clearing,	NY $21,720 

Macquarie Equities LTD, Sydney $20,013 

HSBC SECS Inc, New York $19,856 

Mellon Financial Mrkts LLC, Jersey City $18,165 

Dresdner Kleinwort SECS LTD (KBENGB22) $17,240 

Other $694,256 

total $1,814,874 

* Commission recapture broker
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section 4

Actuarial information
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There are several types of retirement plans, each 
designed to provide income security after retirement. 
How each type of plan is funded varies depending 
on the type of plan. The Houston Firefighters’ Relief 
and Retirement Fund is a single-employer defined 
benefit plan, which requires an actuarial valuation to  
determine the amount of funding required to pay  
benefits. Another type of plan, a defined contribution 
plan, does not require an actuarial valuation.

types of retirement Plans
Defined contribution plans accumulate contribu-
tions (employee only, or employee and employer). 
The plan then provides a benefit based on the actual 
investment growth (or decline) of those contributions.  
A specific benefit is not promised. Adequate funding is  
accomplished simply by making the required contributions.

The Houston Firefighters’ Relief and Retire-
ment Fund is a defined benefit plan. Defined benefit 
plans represent a promise to pay specific benefits 
to employees. The benefit to employees and their  
survivors is usually much more than the combined 
contributions of the employee (if specified) and the 
employer. Determining adequate funding requires 
making a variety of assumptions to assure full payments 
can be made from the plan.

Funding for a defined Benefit Plan
Adequate funding of a defined benefit plan is necessary 
because employees are promised a specific benefit at 
retirement (based on the plan formula). Therefore, there 
must be enough money in the plan to pay the benefits 
that have been promised. 

The exact amount of money required to provide 
future benefits cannot be determined without making 
some assumptions. It is necessary for an actuary  
(a person trained to calculate these types of risks) to make 
specific assumptions. The actuary must then determine 
a cost method to assure adequate funding so the Fund 
can provide promised benefits.

aCtuarial Cost metHod
Using an actuarial cost method involves estimating 
the ultimate cost of the plan, then establishing a system-
atic way to cover a proportionate part of the estimated 
cost each year through advance funding. The ulti-
mate cost of a plan includes all specific benefits that are 
promised to be paid, plus all administrative expenses, 
less	any	investment	earnings	realized	over	the	total	 life	
of the plan. Since the exact ultimate cost of the plan 
cannot be determined until the last retired member 
of a plan dies, it must be actuarially estimated by  
forecasting the plan’s expenses and investment return. 
The necessary funding, or contribution amount, is  
established from these estimates.

Estimating the total amount of benefits that will be 
paid to members requires the use of statistical methods, 
because the estimate depends on assumptions about 
the actual number of people who will receive benefits 
and the amount of the benefits. Therefore, assumptions 
must be made about the number of active members 
and beneficiaries who will receive benefits or become 
disabled, the duration of retirement and disability 
payments, amounts paid at different ages, mortality 
rates, pay raises, terminations, and layoffs — for all the 
years the plan is in existence.

Administrative expenses must also be estimated. 
This requires specific accounting and managerial 
expertise. Investment analysis and forecasting are also 
required to estimate earnings on plan assets.

aCtuarY’s rePort
The information that follows was determined using 
specific actuarial methods, which have been generally 
described above. The methods were applied to census 
data about active firefighters, retirees and beneficiaries 
of the Fund as of July 1, 2007.
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November 18, 2008

Board of Trustees
Houston Firefighters’ Relief and Retirement Fund
4225 Interwood North Parkway
Houston, TX 77032-3866

Dear Board Members: 

The Actuarial Valuation Report dated February 21, 2008 describes the results of the actuarial valuation of the Houston Firefighters’ Relief 
and Retirement Fund (HFRRF) as of July 1, 2007. The Fund retained Buck Consultants to perform this actuarial valuation for the purposes 
of determining the funded status for the plan year July 1, 2007 through June 30, 2008.

HFRRF’s goal is to establish contributions which, when combined with present assets and future investment return, will be sufficient to meet 
the financial obligations of HFRRF to present and future retirees and beneficiaries. An additional goal is to establish contributions which are 
an approximately level percentage of payroll for each generation of active members.

Actuarial valuations are performed annually, with the most recent valuation as of July 1, 2007. According to this valuation, the plan is 91.1% 
funded – that is, current assets cover 91.1% of the benefits accrued to date by active and retired members and beneficiaries. This is higher than 
the 87.0% in the July 1, 2006 valuation, primarily due to asset returns above expected.

The actuarial assumptions and methods used in this valuation were selected by the Board of Trustees. The Board has sole authority to 
determine the actuarial assumptions. In our opinion, the actuarial assumptions and methods used are appropriate for purposes of the 
valuation and, in the aggregate, are reasonably related to the experience of the Fund and to reasonable expectations and meet the parameters 
of Governmental Accounting Standards Board Statement No. 25.

In preparing the actuarial results, we have relied upon information provided by the Board of Trustees regarding plan provisions, plan 
participants, plan assets and other matters. While the scope of our engagement did not call for us to perform an audit or independent 
verification of this information, we have reviewed this information for reasonableness but have not audited it. The accuracy of the results 
presented in this report is dependent upon the accuracy and completeness of the underlying information. Historical information for years 
prior to 2004 was prepared by the prior actuaries and was not subjected to our actuarial review.

HFRRF staff prepared the supporting schedules in the actuarial section of the Comprehensive Annual Financial Report, and the trend tables 
in the financial section are based on information supplied in prior actuarial reports, as well as our July 1, 2007 actuarial valuation report.

The consulting actuaries are members of the American Academy of Actuaries and meet their “General Qualification Standard for Prescribed 
Statements of Actuarial Opinions” relating to pension plans.

The results shown in this report are reasonable actuarial results. However, a different set of results could also be considered reasonable 
actuarial results, since the Actuarial Standards of Practice describe a “best-estimate range” for each assumption, rather than a single best-
estimate value. Thus, reasonable results differing from those presented in this report could have been developed by selecting different points 
within the best-estimate ranges for various assumptions.

 Carly A. Nichols, F.S.A., E.A., M.A.A.A. Lee A. James, F.S.A., E.A., M.A.A.A.A., F.C.A.

Wells	Fargo	Plaza
1000 Louisiana Street, 
Suite 4900
Houston, Tx 77002
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inVestment return
Eight-and-a-half percent per year, net of expenses

PaYroll groWtH rate
Three percent per year

inFlation
Three percent per year

indiVidual salarY inCreases 

 annual salarY

age  inCrease rate

20 7.00%

25 6.25

30 5.50

35 5.00

40 4.00

45 3.70

50 3.40

55 and over 3.00

mortalitY rates (non-disaBled)

1994 group annuity mortality table 
 ProBaBilitY oF deatH WitHin one

 Year aFter attaining age sHoWn

age male Female

20 0.05% 0.03%

25 0.07 0.03

30 0.08 0.04

35 0.09 0.05

40 0.11 0.07

45 0.16 0.10

50 0.26 0.14

55 0.44 0.23

60 0.80 0.44

The actuarial assumptions and methods were adopted 
by the Board of Trustees on June 16, 2005, for use in 
the July 1, 2005 valuation of the Fund and all following 
valuations of the Fund. The 1994 Group Annuity Mortality 
Table is used to determine the mortality assumptions of the 
plan, including the probability of ceasing active service 
due to death.

termination rates

 ProBaBilitY oF terminating serViCe

 (For reasons otHer tHan deatH, 

 disaBilitY or retirement)

 WitHin one Year aFter 

age attaining age sHoWn

20 1.3%

25 1.3

30 1.2

35 0.7

40 0.6

45 0.2

50 0.0

The liability for the optional refund of contributions 
for participants who terminate with at least 10 but less 
than 20 years of service was determined by assuming 
that 50 percent of such participants elect a refund and  
50 percent elect a deferred monthly benefit.

disaBilitY rates

 ProBaBilitY oF BeComing 

 totallY disaBled WitHin one Year

age  aFter attaining age sHoWn

20 0.75%

25 0.75

30 0.75

35 1.50

40 1.50

45 1.50

50 1.50

55 1.50

60 3.00
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  methods (continued) JuLy 1, 2008  

disaBled mortalitY rates

 aFter BeComing disaBled, 

 ProBaBilitY oF deatH WitHin one

 Year aFter attaining age sHoWn

age male Female

20 2.3% 0.7%

25 2.6 1.3

30 2.9 1.9

35 2.8 2.2

40 3.1 2.3

45 3.5 2.3

50 4.1 2.6

55 5.3 3.0

60 6.5 3.4

PerCentage oF deatH and  
disaBilitY in line oF dutY

age deatH  disaBilitY*

25 100% 60%

35 100 60

45 42 34

55 20 25

*  One percent of firefighters who become disabled in the line of duty are 
assumed to be incapable of performing any substantial gainful activity.

retirement rates 

numBer oF ProBaBilitY oF retiring

Years oF serViCe  WitHin one Year

20 8.0%

21 – 22 6.0

23 – 24 5.0

25 6.0

26 10.0

27 – 29 12.0

30 – 31 25.0

32 – 34 40.0

35 – 36 50.0

37 60.0

38 – 39 80.0

40+ 100.0

droP duration

  PerCentage oF PartiCiPants

duration oF droP eleCting retirement at 

at retirement tHe sPeCiFied duration

0 10%

3 10

5 10

8 30

10 40

PerCentage married
Ninety percent married, with husbands assumed to be 
three years older than wives. No beneficiaries other than 
spouse assumed.

aCtuarial Value oF assets
Gains and losses in the market value of assets, based on 
the difference between the actual rate of return and the 
assumed	rate	of	return,	are	recognized	in	the	actuarial	
value over five years.

aCtuarial Cost metHod
Entry Age Method with liabilities allocated from 
date of entry to 30 years of service. The Unfunded  
Actuarial Accrued Liability (Surplus), including 
the	 effects	 of	 actuarial	 gains	 and	 losses,	 is	 amortized	
as a level percentage of payroll over 30 years. The  
contribution is increased for interest for half a year to 
reflect timing of payment.

CHanges in aCtuarial metHods 
and assumPtions
Assumptions and methods used in the July 1, 2007 
evaluation are the same as those used in the July 1, 2006 
evaluation.
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Active Member and Drop Participant valuation Data

Valuation date numBer aVerage age

annual PaYroll 

(dollars in 

millions)

annual 

aVerage salarY

 PerCentage 

inCrease in 

aVerage salarY

7-1-01 3,318 42.1 $164.3 $49,522 (1.0)%

7-1-02 3,375 41.8 $190.5 $56,468 14.0%

7-1-04 3,656 40.4 $181.5 $48,206 (14.6)%

7-1-05 3,894 39.4 $192.1 $49,353 2.4%

7-1-06 3,796 41.2 $218.7 $52,731 6.8%

7-1-07 3,819 40.5 $232.4 $57,581 9.2%

Retirees and Beneficiaries Added to and Removed From Rolls

added to rolls remoVed From rolls rolls — end oF Year 

Year 

ended
no.

annual

alloWanCes
no.

annual

alloWanCes
no.

annual

alloWanCes

PerCentage

inCrease in

annual

alloWanCes

aVerage

annual

alloWanCes

6-30-01 127 $3,581,000 47 $775,000 1,672 $38,347,000 10.9% $22,935

6-30-02 172 $5,493,000 61 $998,000 1,783 $44,300,000 15.5% $24,846

6-30-041 377 N/A 109 N/A 2,051 $57,676,000 30.2% $28,121

6-30-05 135 $4,353,000 53 $1,107,000 2,133 $62,882,000 9.0% $29,481

6-30-06 195 $7,231,000 60 $1,437,000 2,268 $70,420,000 12.0% $31,050

6-30-07 106 $3,822,000 59 $1,407,000 2,315 $74,948,000 6.4% $32,375

1 2-year period
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* Non-recurring items reflect changes in actuarial assumptions, methods and plan provisions. 

Solvency test (Dollars in thousands)
aCtuarial aCCrued liaBilitY For:

Valuation  

date

aCtiVe 

memBer 

ContriButions

retirees,

BeneFiCiaries 

and Vested

 PartiCiPants

aCtiVe

PartiCiPants

(CitY-FinanCed

Portion)

aCtuarial

 Value

oF assets

PerCentage oF  

aCtuarial

aCCrued liaBilitY

CoVered BY assets

(1) (2) (3) (1) (2) (3)

7-1-01 $374,918 $555,332 $720,560 $1,863,098 100% 100% 100%

7-1-02 $406,522 $698,964 $864,668 $1,922,405 100% 100% 94%

7-1-04 $307,036 $909,085 $1,050,702 $2,000,302 100% 100% 75%

7-1-05 $351,112 $997,506 $1,112,524 $2,119,203 100% 100% 69%

7-1-06 $354,007 $1,162,755 $1,154,138 $2,324,999 100% 100% 70%

7-1-07 $408,856 $1,245,485 $1,237,951 $2,633,625 100% 100% 79%

Analysis of Financial experience (Dollars in thousands)

gain (or loss) during Year 

From FinanCial exPerienCe:

Year ended

JulY 1, 2001

Year ended

JulY 1, 2002

Year ended

JulY 1, 2004

Year ended

JulY 1, 2005

Year ended

JulY 1, 2006

Year ended

JulY 1, 2007

From Liability Sources $(9,353) $(163,358) $(8,019) $(10,841) $(25,268) $(30,485)

From Asset Sources $(35,515) $(39,336) $(175,458) $(21,995) $52,355 $140,572

Total $(44,868) $(202,694) $(183,477) $(32,836) $27,087 $110,087

Non-Recurring Items* $68,166 $0 $5,142 $(15,038) $(12,459) $0

Composite Gain (or Loss) 

During Year
$ 23,298 $(202,694) $(178,335) $(47,874) $14,628 $110,087
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memBersHiP 
Any firefighter who has not reached the age of 36 at the 
time he or she first enters employment shall automatically 
become a participant in the Fund upon completing the 
training period. Before October 1, 1990, the eligibility 
age was age 31. Before 1984, participants entered the 
Fund on January 1 or July 1.

aVerage salarY 
The average of the highest 36 months of salary (or 78 
pay periods), including base pay and overtime, before 
reduction for pre-tax employee contributions and salary 
deferrals.

standard serViCe Pension

eligibility: 20 years of service.

Benefit 
• For retirement on or after November 1, 1997, 50% of 

average monthly salary; plus 3% of average monthly 
salary per year of service in excess of 20 years.

• For retirement on or after November 1, 1996, and 
prior to November 1, 1997, 48.334% of average 
monthly salary, plus 2.834% of average monthly 
salary per year of service in excess of 20 years.

• For retirement on or after November 1, 1995, and 
prior to November 1, 1996, 46.667% of average 
monthly salary, plus 2.667% of average monthly 
salary per year of service in excess of 20 years.

• For retirement on or after September 1, 1991, and 
prior to November 1, 1995, 45% of average monthly 
salary, plus 2.5% of average monthly salary per 
year of service in excess of 20 years, up to 30 years, 
plus 1.0% of average monthly salary in excess of  
30 years.

• For retirement on or after September 1, 1989, and 
prior to September 1, 1991, 45% of average monthly 
salary, plus 2.5% of average monthly salary per year 
of service in excess of 20 years.

• For retirement on or after September 1, 1987, and 
prior to September 1, 1989, 45% of average monthly 

salary, plus 2% of average monthly salary per year of 
service in excess of 20 years.

• For retirement on or after July 1, 1986, and prior to 
September 1, 1987, 40% of average monthly salary 
plus 2% of average monthly salary per year of service 
in excess of 20 years.

• For retirement on or after January 1, 1970, and prior 
to July 1, 1986, 35% of average monthly salary plus 
3% of average monthly salary per year of service in 
excess of 25 years.

maximum 
• For retirement on or after September 1, 1991,  

80% of average monthly salary.
• For retirement on or after September 1, 1989, and 

prior to September 1, 1991, 70% of average monthly 
salary.

• For retirement on or after September 1, 1987, and 
prior to September 1, 1989, 65% of average monthly 
salary.

• For retirements on or after January 1, 1970, and 
prior to September 1, 1987, 60% of average monthly 
salary.

alternate serViCe Pension

eligibility: Firefighters who became participants 
prior to September 1, 1987, and who attain age 50 
with 20 years of service, will receive the greater of the  
standard or alternate pension.

Benefit: 50 percent of average monthly salary plus  
1 percent of average monthly salary per year of service 
after becoming eligible to retire on an alternate pension.

maximum: 65 percent of average monthly salary.

suPPlemental Bonus CHeCK 
Supplemental payments totaling up to $5 million will be 
payable on a prorated basis determined by the Board of 
Trustees to all retirees and survivors.
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deFerred retirement oPtion Plan 
(droP)

eligibility: 20 years of service.

Benefit: Effective July 1, 2000, eligible participants may 
elect to participate in the DROP for up to ten years or 
until they leave active service. The member’s standard 
or alternate service pension (whichever is greater) will 
be calculated based on service and earnings at the time 
the DROP is elected.

A notional account will be maintained for each 
DROP participant. This account will be credited with 
the following amounts while the member is a partici-
pant of the DROP:
•	 The	 member’s	 monthly	 retirement	 pension,	

including applicable cost-of-living adjustments
•	 The	 member’s	 contribution	 to	 the	 Retirement	

Fund
•	 Investment	 earnings/losses	 as	 the	 rate	 of	 the	 

Retirement Fund’s earnings/losses averaged over  
a five-year period

A benefit equal to the DROP account balance will 
be paid at the time the member leaves active service. The 
payment will be made as a single lump sum or as three 
annual installments, if the member chooses.

Effective on July 1, 2000, a three-year back DROP 
is available for all eligible participants. The DROP 
account would be recalculated based on what the account 
balance would have been had the participant elected the 
DROP up to three years earlier than he/she actually did. 
The initial DROP entry date cannot be backdated prior 
to September 1, 1995, or prior to 20 years of credited 
service, and must be on the first of the month selected.

The monthly benefit for a participant at actual  
retirement will increase 2 percent for every year  
of DROP participation (phased in at one percent 

effective September 1, 2000, and one percent effective  
September 1, 2001).

If a DROP participant suffers an on-duty disability 
resulting in the inability to perform any gainful activity 
or dies in the line of duty, the death or disability annuity 
benefit would be calculated as though the participant had 
not entered the DROP. In addition, the DROP account 
would be payable to the participant or beneficiary.

serViCe-ConneCted disaBilitY Pension

eligibility: No age or service requirements.

Benefit: 50 percent of average monthly salary or service 
pension if greater and eligible. Firefighters who are not 
capable of performing any substantial gainful activity 
will receive 75 percent of average monthly salary, or 
service pension, if greater and eligible.

non-serViCe-ConneCted disaBilitY 
Pension

eligibility: No age or service requirements.

Benefit: 25 percent of average monthly salary, plus 2.5 
percent of average monthly salary per year of service.

maximum: 50 percent of average monthly salary or 
service pension, if greater and eligible.

Vested Pension

eligibility: At least 10 but less than 20 years of service.

Benefit: 1.7 percent of average monthly salary per year 
of service, payable beginning at age 50, or optional 
refund of contributions with interest at a flat rate of  
5 percent not compounded.
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deatH BeneFits 
Payable as specified below if survived by a spouse, 
dependent children, or dependent parents. Effective 
November 1, 1997, dependent children can continue to 
receive benefits between the ages of 18 and 22 if they are 
in college.

non-service-connected: Monthly benefit that would 
have been payable had the participant retired for non-
service-connected disability on the date of his or her 
death (or service pension if greater).

Postretirement: Monthly benefit which was payable to 
the participant prior to his or her death. Effective July 1, 
1998, a “graded” postretirement death benefit is payable 
to a surviving spouse if the retiree was not married at the 
time of retirement. This “graded” benefit is equal to 20 
percent of the postretirement death benefit for each year 
of marriage to a maximum 100 percent after five years 
of marriage. 

Preretirement: Refund of contributions made if no 
eligible survivors. If death occurs after 10 years of 
service, interest is credited on the contributions at the 
flat rate of 5 percent not compounded. If death occurs 
before 10 years of service, no interest is credited. 

lump sum: A one-time $5,000 lump-sum death benefit 
for any active or retired firefighter. This benefit applies to  
active members, current retirees, and disabled participants. 

additional BeneFit 
Effective on or after July 1, 2001, an extra monthly 
benefit of $150 is payable for life to any retired or 
disabled member or to an eligible survivor of a deceased 
member. This benefit is not subject to the post-retire-
ment adjustment.

exCess BeneFit 
Benefit equal to the excess of any members’ standard 
service pension benefit over the limit imposed by Section 
415 of the code.

Postretirement adJustment 

Prior to october 1, 1990
Pensions adjusted each year based on changes in 
the CPI-U, but not below original amount or above 
original amount increased 3 percent each year, not 
compounded. 

Pension adjustments for participants who retire 
after March 1, 1982, begin at age 55. 

Pension adjustments begin immediately for partici-
pants whose benefits become payable on or after July 1, 
1986, and are based upon 30 or more years of service.

on or after october 1, 1990, and prior to 
november 1, 1997
Pensions adjusted each year based on changes in the 
CPI-U. The adjustment is based on the amount of bene-
fits payable at the time of adjustment. The maximum 
annual increase shall be 3 percent of the benefits payable 
at the time of adjustment.

Pension adjustments begin immediately for partici-
pants whose benefits become payable on or after July 1, 
1986, and are based upon 30 or more years of service.

on or after november 1, 1997
Pensions adjusted each year at a fixed rate of 3 percent. 
The adjustment is based on the amount of benefits 
payable at the time of adjustment. 

Pension adjustment for participants who retire or  
terminate with a vested benefit after March 1, 1982, begin 
at age 48. Pension adjustments begin immediately for 
participants who become disabled and cannot perform 
any substantial gainful activity (current and future) 
and qualify for general on-duty disability benefits.  
Participants whose benefits become payable on or after 
July 1, 1986, and are based upon 30 or more years of 
service are also eligible for pension adjustments to begin 
immediately.
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ContriBution rates

members: Nine percent of salary. Refund of contribu-
tions without interest in the event of termination before 
10 years of service.

City: Beginning in 1983, the rate required to fund the 
Retirement Fund on an actuarial reserve basis. However, 
a minimum contribution of twice the employee  
contribution rate is required by Statute. For 2005 to 
2008, the City contributes 23.8 percent of payroll. This 
rate is based on the 2002 actuarial valuation and will be 
effective until fiscal year ending June 30, 2008.



section 5

Statistical information
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introduction
The Statistical section of the Houston Firefighters’ 
Relief	 &	 Retirement	 Fund’s	 Comprehensive	 Annual	
Financial Report presents detailed information related 
to the financial statements. The schedules within the 
Statistical section are classified into the following three 
categories: Financial Trends, Revenue Capacity and 
Operating Information. All information was derived 
from Audited Annual Financials and/or our member 
services database system.

Financial trends
The revenue by source presents the member and 
employer contributions, as well as the net investment 
income/loss for the 10 years ending June 30, 2008. The 
Fund’s investment returns have the most significant 
impact on the additions to plan net assets.

The expenses by type presents the benefits, refunds 
of contributions and administrative expenses for the 
10 years ending June 30, 2008. The Fund’s benefits 
payments have the most significant impact on the total 
deductions from plan net assets.

The Benefit expenses by type presents the amount 
of benefit payments and refunds by type for the 10 years 
ending June 30, 2008. Most benefit types are monthly 
retirement benefits.

The statement of Changes in Plan net assets is 
a schedule combining the additions to and deductions 
from plan net assets from the schedule of Revenue by 
Source and schedule of Expenses by Type to arrive at 
net increase/decrease to changes in plan net assets for  
the 10 years ending June 30, 2008.

revenue Capacity
The schedule of investment income presents the 
details of the total net investment gain/loss for the 
10 years ending June 30, 2008. The Fund has two  
outside sources of revenue and one own-source 
(internal) of revenue. Employer contributions and 
member contributions, provided in the schedule 
of Revenue by Source, are the two outside sources 
of revenue, and investment income is the Fund’s  
own-source revenue. Since investment income is the 
largest source of revenue to the Fund, this schedule 
provides more detail on the major components of the 
investment income, which is also disclosed in total on 
the schedule of Revenue by Source.

operating information
The schedule of retired members by type of Benefit 
presents, for given benefit ranges, the total number of 
retirees, total monthly benefits and total number of 
retirees by retirement type as of June 30, 2008.

The schedule of average monthly Benefit Payments 
and average Final average salary of retired members 
presents, in five-year increments of credited service, 
the average monthly benefit, the average final average 
salary and the number of retired members for the 10 
years ending June 30, 2008.

The schedule of Participating employers and  
active members provides the number of covered 
employees and the corresponding percentage of partici-
pation who work within the City of Houston for the  
10 years ending June 30, 2008. 
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Contributions were made in accordance with actuarially determined contribution requirements as adopted by the Board of Trustees.

*  The employer contributed 15.4 percent of the firefighters’ salaries during July and August 2003. Beginning September 1, 2003, the employer  
contributed 16.7 percent of firefighters’ salaries.

† Represents proceeds from court judgment regarding lawsuit concerning prior service credit to firefighters
‡  Represents proceeds from agreed judgment regarding lawsuit concerning overtime pay between Emergency Medical Technical Technicians, as Plaintiffs, and 

the City of Houston, as Defendant

Revenues by Source — Accrual Basis (Dollars in thousands)

FisCal Year 

(ending 

June 30)

emPloYee 

ContriBu-

tions

emPloYer 

ContriBu-

tions

emPloYer ContriButions 

as a PerCentage oF 

annual CoVered 

PaYroll

inVestment inCome 

(or loss) Based on 

marKet Value

otHer total

2008 $20,431 $54,051 23.80% $108,407 — $182,889

2007 $19,982 $52,821 23.80% $426,976 $1,273† $501,052 

2006 $18,471 $48,780 23.80% $321,634 — $388,885 

2005 $16,355 $32,689 18.00% $339,584 $9,325‡ $397,953 

2004 $14,238 $28,477 * $304,225 — $346,940 

2003 $13,995 $27,990 15.40% $97,380 — $139,365 

2002 $14,219 $28,451 15.40% $(45,685) — $(3,015) 

2001 $12,019 $24,032 15.40% $(24,229) — $11,822 

2000 $12,317 $24,645 15.40% $159,214 — $196,176 

1999 $12,043 $24,084 15.40% $76,916 — $113,043 

expenses by type — Accrual Basis (Dollars in thousands)

FisCal Year 

(ending June 30)

BeneFit PaYments

(exCludes 

ContriBution 

reFunds)

ProFessional and 

administratiVe 

exPenses

ContriBution 

reFunds
total

2008 $112,164 $7,301 $347 $119,812

2007 $100,965 $7,687 $203 $108,855 

2006 $93,843 $6,897 $265 $101,005 

2005 $86,042 $6,738 $74 $92,854 

2004 $83,619 $5,565 $97 $89,281 

2003 $71,385 $4,774 $126 $76,285 

2002 $57,820 $5,309 $179 $63,308 

2001 $47,875 $4,102 $299 $52,276 

2000 $35,502 $3,168 $187 $38,857 

1999 $30,899 $2,966 $317 $34,182 

Contributions were made in accordance with actuarially determined contribution requirements as adopted by the Board of Trustees.
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Benefit expenses by type
2008 2007 2006 2005 2004

Refunds of Contributions $347,112 $202,679 $264,965 $73,668 $97,363

Death Benefits $190,000 $225,000 $240,000 $185,000 —

Deferred Retirees $602,773 $471,176 $466,763 $454,197 $438,383

Off-Duty Disabilities $1,692,026 $1,385,834 $1,433,514 $1,494,307 $1,506,122

Annual Supplemental

Benefit Payments
$4,938,010 $4,996,204 $4,975,774 $4,973,854 $4,956,121

On-Duty Disabilities $5,973,929 $5,962,452 $5,762,572 $5,393,720 $4,606,603

Survivors $13,568,613 $12,864,154 $11,927,149 $10,756,585 $9,959,839

DROP Distributions $28,939,800 $21,969,057 $19,707,773 $18,920,316 $22,931,233

PROP Distributions $48,310 — — — —

Service Retirees $56,210,375 $53,123,105 $49,329,361 $43,864,143 $39,220,294

total $112,510,948 $101,199,661 $94,107,871 $86,115,790 $83,715,958

2003 2002 2001 2000 1999

Refunds of Contributions $125,824 $179,452 $298,726 $186,168 $316,765

Death Benefits — $388,025 — — —

Deferred Retirees $413,387 $1,634,500 $367,503 $333,084 $286,766

Off-Duty Disabilities $1,443,059 $4,951,779 $1,712,337 $1,741,724 $1,605,351

Annual Supplemental

Benefit Payments
$4,971,066 $3,114,594 $4,965,820 — —

On-Duty Disabilities $3,718,092 $7,759,610 $2,793,819 $2,815,798 $2,776,862

Survivors $8,572,203 $10,299,394 $5,927,926 $6,643,817 $5,661,787

DROP Distributions $17,587,240 $29,671,688 $5,426,224 $1,887,631 $788,368

PROP Distributions — — — — —

Service Retirees $34,680,317 $57,999,042 $26,681,845 $22,079,996 $19,779,900

total $71,511,188 $48,174,200 $48,174,200 $35,688,218 $31,215,799
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Statement of changes in Plan net Assets Last 10 Fiscal years
2008 2007 2006 2005 2004

Additions

Employer Contributions $54,051,414 $52,821,473 $48,780,294 $32,688,827 $28,476,946 

Member Contributions $20,431,049 $19,981,657 $18,470,660 $16,355,387 $14,238,463 

Net Investment Income 

(net of expenses)
$108,407,295 $426,975,567 $321,634,108 $339,584,437 $304,224,905 

Other $1,273,490* $9,325,726† 

total additions $182,889,758 $501,052,187 $388,885,062 $397,954,377 $346,940,314 

Deductions

Total Benefit Expenses

(see Benefit Expenses by Type)
$112,510,948 $101,168,010 $94,107,871 $86,115,790 $83,715,958 

Administrative	&	

Professional Expense
$7,301,986 $7,686,795 $6,896,862 $6,737,975 $5,565,326 

total deduCtions $119,812,934 $108,854,805 $101,004,733 $92,853,765 $89,281,284 

Change in Plan Net Assets $63,076,824 $392,197,382 $287,880,329 $305,100,612 $257,659,030 

Net Assets Held in Trust, 

Beginning of Year 
$2,966,081,728 $2,573,884,346 $2,286,004,017 $1,980,903,405 $1,723,244,375 

Net Assets Held in Trust, 

End of Year 
$3,029,158,552 $2,966,081,728 $2,573,884,346 $2,286,004,017 $1,980,903,405 

2003 2002 2001 2000 1999

Additions

Employer Contributions $27,989,458 $28,450,723 $24,032,828 $24,644,897 $24,084,115 

Member Contributions $13,994,725 $14,218,663 $12,019,123 $12,316,994 $12,043,106 

Net Investment Income 

(net of expenses)
$97,380,249 $(45,684,920) $(24,229,245) $159,213,891 $76,915,830 

Other*

total additions $139,364,432 $3,015,534 $11,822,706 $196,175,782 $113,043,051 

Deductions

Total Benefit Expenses

(see Benefit Expenses by Type)
$71,511,188 $57,999,042 $48,174,200 $35,688,218 $31,215,799 

Administrative	&	

Professional Expense
$4,773,834 $5,308,640 $4,102,440 $3,168,364 $2,965,586 

total deduCtions $76,285,022 $63,307,682 $52,276,640 $38,856,582 $34,181,385 

Change in Plan Net Assets $63,079,410 $(66,323,216) $(40,453,934) $157,319,200 $78,861,666 

Net Assets Held in Trust, 

Beginning of Year 
$1,660,164,965 $1,726,488,181 $1,766,942,115 $1,609,622,915 $1,530,761,249 

Net Assets Held in Trust, 

End of Year 
$1,723,244,375 $1,660,164,965 $1,726,488,181 $1,766,942,115 $1,609,622,915 

* Court judgment income
† Agreed judgment income
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Schedule of investment income Last 10 Fiscal years
2008 2007 2006 2005 2004

Investment Gain (Loss)

Net appreciation/(depreciation) in fair value 

of investments
$22,032,928 $328,607,064 $250,059,653 $275,802,362 $252,764,028 

Interest $66,866,092 $57,664,859 $48,722,319 $40,657,595 $38,617,796 

Dividends $20,052,418 $31,620,176 $20,577,585 $19,360,917 $15,475,695 

Earnings from private equity $4,372,152 $11,690,766 $8,231,059 $9,085,203 $8,186,731 

Earnings from real estate $2,217,799 $3,198,074 $2,186,004 $1,788,456 $2,462 

Miscellaneous $1,256,464 $3,092,051 $511,678 $494,472 $390,839 

$116,797,853 $435,872,990 $330,288,298 $347,189,005 $315,437,551 

Investment expenses $(9,986,181) $(10,182,092) $(10,094,588) $(8,743,758) $(11,965,521)

Net gain (loss) 

from investing activities
$106,811,672 $425,690,898 $320,193,710 $338,445,247 $303,472,030 

From Securities Lending Arrangements:

Earnings $15,021,367 $31,784,258 $23,779,889 $10,458,544 $3,510,375 

Rebates and fees $(13,425,744) $(30,499,589) $(22,339,491) $(9,319,354) $(2,757,500)

Net income from securities  

lending activities
$1,595,623 $1,284,669 $1,440,398 $1,139,190 $752,875 

total net inVestment 

gain (loss)
$108,407,295 $426,975,567 $321,634,108 $339,584,437 $304,224,905 

2003 2002 2001 2000 1999

Investment Gain (Loss)

Net appreciation/(depreciation) in fair value 

of investments
$43,573,461 $(101,151,952) $(79,977,341) $112,220,793 $29,540,200 

Interest $48,917,175 $53,151,937 $40,332,573 $35,667,500 $38,065,585 

Dividends $10,391,086 $7,565,826 $13,321,776 $14,057,088 $13,466,064 

Earnings from private equity $4,661,330 $3,629,143 $7,758,950 $2,776,589 $1,588,309 

Earnings from real estate $7,322 $290,719 — — —

Miscellaneous $306,605 $600,034 — — —

$107,856,979 $(35,914,293) $(18,564,042) $164,721,970 $82,660,158 

Investment expenses $(10,943,000) $(10,236,831) $(6,130,040) $(5,850,002) $(6,100,337)

Net gain (loss) 

from investing activities
$96,913,979 $(46,151,124) $(24,694,082) $158,871,968 $76,559,821 

From Securities Lending Arrangements:

Earnings $2,034,529 $2,993,651 $6,055,282 $4,476,149 $6,599,912 

Rebates and fees $(1,568,259) $(2,527,447) $(5,590,445) $(4,134,226) $(6,243,903)

Net income from securities lending activities $466,270 $466,204 $464,837 $341,923 $356,009 

total net inVestment 

gain (loss)
$97,380,249 $(45,684,920) $(24,229,245) $159,213,891 $76,915,830 
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Retired Members by type of Benefit

total montHlY 

BeneFit amount

numBer 

oF BeneFit 

reCiPients

serViCe disaBilitY WidoWs CHildren
dePendent 

Parent

deFerred 

(reCeiVing 

BeneFits)

deFerred 

inaCtiVe*

$1 – $200 5 0 0 1 4 0 0 0

$201 – $400 30 0 0 8 0 0 22 0

$401 – $600 44 0 0 5 6 0 33 0

$601 – $800 42 0 1 11 15 0 15 4

$801 – $1,000 30 2 2 10 8 0 8 3

$1,001 – $1,200 36 7 4 22 3 0 0 1

$1,201 – $1,400 63 9 14 34 4 0 2 0

$1,401 – $1,600 91 31 20 35 5 0 0 0

$1,601 – $1,800 115 40 31 43 1 0 0 0

$1,801 – $2,000 156 70 42 44 0 0 0 0

Over $2,000 1,809 1,402 147 253 6 1 0 0

total reCiPients 2,421 1,561 261 466 52 1 80 8

* “Deferred Inactive” are not included in total columns since they are not yet receiving benefits.
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Average Monthly Benefit Payments and  
Average Final Average Salary of Retired Members

eFFeCtiVe retirement date Years oF Credited serViCe

20 – 25 26 – 30 Over 30

JULY 2007 – JUNE 2008

 Number of Service Retirements 6 38 75

 Average Monthly Benefit $3,218 $3,031 $4,200

 Average Final Average Salary $4,934 $4,157 $4,177

JULY 2006 – JUNE 2007

 Number of Service Retirements 6 20 35

 Average Monthly Benefit  $2,747  $2,880  $3,833 

 Average Final Average Salary  $4,769  $4,094  $4,026 

JULY 2005 – JUNE 2006

 Number of Service Retirements 11 34 99

 Average Monthly Benefit $2,705 $2,636 $3,653 

 Average Final Average Salary $4,381 $3,674 $3,805 

JULY 2004 – JUNE 2005

 Number of Service Retirements 24 26 36

 Average Monthly Benefit  $2,665  $2,802  $3,733 

 Average Final Average Salary  $4,254  $3,776  $4,046 

JULY 2003 – JUNE 2004

 Number of Service Retirements 35 28 71

 Average Monthly Benefit  $2,611  $2,667  $3,664 

 Average Final Average Salary  $4,470  $3,662  $4,073 

JULY 2002 – JUNE 2003

 Number of Service Retirements 40 43 65

 Average Monthly Benefit  $2,438  $2,527  $3,556 

 Average Final Average Salary  $4,378  $3,542  $3,789 

JULY 2001 – JUNE 2002

 Number of Service Retirements 17 34 65

 Average Monthly Benefit  $2,304  $2,577  $3,584 

 Average Final Average Salary  $4,074  $3,580  $3,825 

JULY 2000 – JUNE 2001

 Number of Service Retirements 22 32 36

 Average Monthly Benefit  $1,999  $2,295  $3,159 

 Average Final Average Salary  $3,753  $3,563  $3,747 

JULY 1999 – JUNE 2000

 Number of Service Retirements 19 15 11

 Average Monthly Benefit  $2,000  $3,016  $3,549 

 Average Final Average Salary  $3,682  $4,228  $4,203 

JULY 1998 – JUNE 1999

 Number of Service Retirements 6 11 7

 Average Monthly Benefit  $1,808  $2,647  $3,308 

 Average Final Average Salary  $3,748  $3,871  $4,135 

Participating employers and  
Active Members

CitY oF 

Houston

aCtiVe 

memBers

PerCentage 

oF CoVered 

emPloYees

2008  3,876 100%

2007  3,820 100%

2006  3,796 100%

2005  3,891 100%

2004  3,663 100%

2003  3,318 100%

2002  3,368 100%

2001  3,316 100%

2000  3,276 100%

1999  3,281 100%
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Some of these terms are used in the Investment section, 
beginning on page 41. Others are used throughout this 
report. Definitions are provided as they relate to the 
Houston Firefighters’ Relief and Retirement Fund.

aCCrual Basis oF aCCounting
Accounting method in which income and expense trans-
actions	are	recognized	when	they	are	earned	or	incurred	
rather than when they are settled. The Fund uses this 
method of accounting.

asset
Anything having commercial or exchange value that is 
owned by the Fund.

BooK Value
The value (cost) at which an asset is carried on a  
balance sheet.

CasH Basis oF aCCounting
Accounting method in which revenue and expense 
transactions	 are	 recognized	 when	 they	 are	 paid	 for	
(settled), rather than when they are incurred.

ComPound or ComPounding
The process of calculating and adding current interest 
to the principal and interest of a previous period(s). 
For example, compound interest is the interest earned 
on the principal plus interest earned earlier. If $100 is  
deposited in a bank account that earns 10 percent interest, 
the account will have $110 at the end of the first year and 
$121 at the end of the second year. The extra $1, earned 
on the $10 interest from the first year, is the compound 
interest. This example assumes interest is compounded 
annually. Interest can also be compounded on a daily, 
quarterly or other-time basis.

ComPound return
Profit on an investment, usually expressed as an annual 
percentage rate.

diVersiFiCation
Spreading of risk by putting assets in several different cate-
gories of investments, such as stocks, bonds, cash, high-yield 
and alternatives. Further diversification is accomplished 
by using different investment managers with different 
management styles within each category.

Fund eQuitY (stoCK) inVestments
The portion of the total Fund that is invested in ownership 
interest in corporations, usually in common stock.

Fund Fixed-inCome (Bond)  
inVestments
The portion of the total Fund that is invested in debt 
instruments that usually pay a fixed rate of interest or 
dividends over a specified period of time — for example, 
corporate or government bonds.

institutional inVestor  
organiZation
An	 organization	 that	 invests	 and	 trades	 large	
volumes of securities (stocks and bonds). Some  
examples are retirement funds, insurance companies, 
banks, mutual funds and college endowment funds.  
Typically, between 50 percent and 70 percent of the daily 
trading at the New York Stock Exchange is on behalf of 
institutional investors across the country. The Fund is 
an institutional investor.

tHe leHman uniVersal index
The union of the Lehman Aggregate Index, the 
Lehman U.S. High-Yield Index, the Lehman 144-A 
Index, the Lehman Eurodollar Index and the Lehman 
Emerging Markets Index. The Aggregate Index covers 
the U.S. investment-grade, fixed-rate market and 
includes government and corporate bonds, agency mort-
gage pass-through securities and asset-backed issues.  
The High-Yield Index covers the universe of dollar-
denominated, fixed-rate noninvestment-grade debt. 
The 144-A Index includes fixed-rate, investment-grade, 
nonconvertible, dollar-denominated securities issued 
under Rule 144-A. The Eurodollar Index encom-
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passes non-SEC registered, as well as global invest-
ment-grade, fixed-rate U.S. dollar-denominated issues. 
The Emerging Markets index includes dollar-denom-
inated local, corporate, sovereign and Brady bonds of 
emerging-market countries.

liaBilitY
Any debt of the Fund giving a creditor a claim on the 
assets of the Fund (i.e., the money has not yet been 
paid, but the event causing the obligation has already 
occurred).

marKet Value
Estimated selling price of an asset on the open market at 
a specified point in time.

mean return
The average return.

median return
The midpoint return when all returns are ranked from 
highest to lowest — and there is an equal number of 
returns above and below.

median total Fund return
The midpoint return for all assets in all plans in a 
universe of plans.

merrill lYnCH 90-daY treasurY Bill 
index
Generally accepted as a proxy for the return on a risk-
free asset, this index links the monthly returns for 90-day 
U.S. Treasury Bills.

msCi all CountrY World ex-us index
MSCI (Morgan Stanley Capital International) has 51 
country indices and several regional indices, which 
are formed by aggregating the country indices. MSCI 
All Country World Ex-US Index includes all coun-
tries, excluding the United States. MSCI equity indices 
are constructed in a consistent manner across all coun-
tries, encompassing a total of 23 developed markets 

and 28 emerging markets. The consistent approach 
to index construction ensures the proper representa-
tion of the countries’ underlying industry distributions 
and	 market	 capitalizations,	 and	 allows	 investors	 to	 
accurately compare equity performance across the 
markets, regions and sectors. MSCI calculates indices 
by	 applying	 full	 market	 capitalization	 weights	 (price	
multiplied by the number of shares outstanding) for the 
constituent securities. MSCI calculates regional indices 
using GDP weightings for countries.

PortFolio
Combined holding of more than one stock, bond or 
other asset by an individual or institutional investor.

PortFolio management
The process of selecting, monitoring and changing 
assets within a portfolio or account to meet defined 
investment objectives. For the Fund, this management 
approach describes a universe of assets, determines how 
assets are to be distributed among security types such as 
stocks and bonds, and determines a risk/return relation-
ship for investments.

reCeiVaBles
Assets to which the Fund is entitled — but has not 
received.

russell 3000 stoCK index
Measures the performance of the 3,000 largest U.S. 
companies	based	on	total	market	capitalization,	which	
represents approximately 8 percent of the investable U.S. 
equity market. The Russell 3000 Stock Index comprises 
stocks within the Russell 1000 and Russell 2000 indices.

standard deViation
A statistical measure of the degree to which an indi-
vidual value in a probability distribution tends to vary 
from the mean of the distribution. Standard deviation 
quantifies the relationship between risk and return, and 
is often applied in modern portfolio management.
total Fund
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All the investments of the Fund, including stocks, bonds, 
cash equivalents, high-yield bonds, private equity, real 
estate and alternative investments.

trust uniVerse ComParison  
serViCe (tuCs)
A service used by the Fund starting in fiscal year 1989 
to measure the total Fund investment return against 
a universe of other funds with similar investment  
portfolios. TUCS maintains a database of investment 
portfolio returns for hundreds of corporate, public, 
multi-employer and foundation investment portfolios.

uniVerse
A total number of facts or events to which a specific fact 
or event is compared. For example, a database of invest-
ment	portfolio	returns	of	organizations,	like	the	Fund,	
can be used to compare investment performance.
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