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FIREFIGHTERS” PENSION BOARD

March 185, 2007

Chairman Ronald A. Glass
and Firefighter Pension Board Members
City of Orlando, Florida 32801

We are pleased to submit for your review the
Comprehensive Annual Financial Report (CAFR) for
the City of Orlando, Florida (the City) Firefighter
Pension Fund (the Plan) for the fiscal years ended
September 30, 2006 and 2005. This report is a full and
complete disclosure of the structure and financial status
of the Plan. It has been prepared by the City's Finance
Department in accordance with accounting principles
generally accepted in the United States.  City
management is responsible for the accuracy of the data
and the completeness and fairness of its presentation
(including all disclosures).

This CAFR is divided into five sections. These sections
are described below.

Introductory Section - includes this Letter of
Transmittal, a description of the Plan’s administrative
structure, a summary of major Plan provisions and a list
of Board trustees and staff.

Financial Section - includes the independent auditors’
report, Management’s Discussion and Analysis
(MD&A), financial statements for the Plan and certain
required supplementary information related to the Plan.

The MD&A (starting on page 1) summarizes the
Statement of Plan Net Assets and Statement of Changes
in Plan Net Assets and reviews the changes from the
beginning to the end of the period and current year to
the two prior years. The actual statements (in detail)
are presented on pages 8 and 9. Also presented in the
MD&A on page 5 is a discussion of funding status and
a Schedule of Funding Progress Funded Ratio showing
the current and five previous years.

Board of Trustees
Ronald A. Glass, Chairman
John M. Miller, Vice-Chairman
F. Michael Droege, Secretary
Mario A. Garcia, Trustee
Rebecca W. Sutton, Trustee
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Investment Section - includes the investment activity
report, a summary of investment policies and reports
related to investment performance, and various other
investment related schedules.

Actuarial Section - contains the consulting actuary’s
Certification Letter as well as the results of the annual
actuarial valuation report.

Statistical Section - includes trend information that is
considered statistical and/or financial in nature.

Plan History and Description

A Special Act of the Legislature in 1945 created the
authority for the City’s Firefighter Pension Fund.
Chapter 175 of the Florida Statutes (F.S.), which was
initially enacted in 1963 to establish minimal
requirements for local plans, defines standards for the
organizational, operational and actuarial structure of the
Plan.

There have been several amendments to the Special Act
since its passage in 1945. Subsequent amendments
have reduced the retirement age and increased the
maximum pension benefits. The original mandatory
retirement age was 60 with a maximum monthly
pension benefit of $125 in 1945. Currently, normal
retirement can be at any age with a minimum of 20
years continuous service.

Retirees today with 20 years of service receive a normal
benefit of 60% (3% per year of service) of their average
monthly salary for the last three years of service. An
additional 4% of their average monthly salary (times
credited service) is available to retirees with 21-25
years of continuous service. The maximum retirement

400 South Orange Avenue, 4" Floor
P.O. Box 4990
Orlando, Florida 32802-4990
(407) 246-2603 / 246-2707 - fax

Donnie R. Jones, Executive Director
Katrina Laudeman, Dep. Exec. Director
Rochelle L. Burlon, Pension Coordinator



benefit for 25 years of credited service is 80%. There is
no Social Security “carve out” provision. Additionally,
today’s Plan provides a spousal benefit and a Cost-of-
Living Adjustment (COLA). There is no actuarial
adjustment to a retiree’s benefit for the 75% spousal
benefit. The triennial 5% COLA, which was put in
place in September 1988 for retirements thereafter,
ceases when a retiree reaches 65.

For all members retiring after October 1, 2000, the
COLA was enhanced to provide for triennial increases
of 5% starting 3 years after retirement (which does not
stop at age 65) for all retirees with 20 or more years of
active service.

Participants also have the opportunity to enter a
Deferred Retirement Option Provision (DROP)
program. The DROP allows a member to receive a
lump sum payment for a portion of their accumulated
benefit at the time of their termination of employment.
To be eligible, the member must have completed at
least 20 years of service and may elect to forward
DROP for up to 60 months or back DROP for up to 36
months as well as meet various other eligibility criteria.
Forward DROP participants are subject to certain
employment restrictions which modify other benefits,
such as reduced ability to claim a disability pension,
reduced vacation accruals, etc.

Plan Administration

Administration and responsibility for the Plan is vested
with the Board of Trustees (“the Board™). The Planis a
single employer defined benefit plan covering all full-
time City Firefighters. F.S. Chapter 175 requires that
the Board be comprised of five trustees serving
concurrent two-year terms. By majority vote, trustees
elect from among themselves a chairman, vice-chairman
and secretary. Composition of the Board is specified in
F.S. Chapter 175 as follows:

¢ Two City residents appointed by the City Council;

o Two City firefighters elected by a majority of the
actively employed Plan participants; and,

e  One member chosen by a majority of the other four
members and ministerially appointed by the City
Council.

Three individuals serve the Board in staff positions.
These individuals serve in this capacity primarily as a
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function of their normal position with the City.
Included in this group are the Chief Financial Officer,
City Treasurer, and Pension Coordinator. Funding of
the latter position is shared with the Police Pension
Fund and General Employees’ Defined Benefit Pension
Fund.

The Board has a fiduciary responsibility to the Plan and
its participants and, as such, must exercise prudent
judgment in its oversight and administration of the Trust
Fund. The Board and support staff regularly participate
in educational conferences to keep themselves abreast
of pension industry directional changes, technical
concepts and approaches to plan management, plan
structure and asset management. Additionally, each
year for the past 19 years the Board, in conjunction with
the Police Pension Board and the General Employees’
Pension Advisory Committee, has participated in an off-

site, three-day educational retreat where their
consultants, money managers, and other industry
participants address current issues in pension
management.

The Board meets at least quarterly with its Performance
Measurement Consultant (the “Consultant™) to review
the performance of each manager, asset class and the
fund investments in aggregate. When appropriate, the
Board terminates existing money managers and hires
replacement or additional managers. When necessary,
the Board directs the Consultant to conduct an asset
allocation study (typically every three to five years) and
reallocations of assets are implemented, if appropriate.
The Board reviews its asset allocation model on an
annual basis.

The Board also evaluates disability retirement
applications and conducts public hearings to determine
if a permanent disability exists, if the disability is a line
of duty or non-line of duty disability and whether the
disability prohibits the participant from performing the
necessary duties of the position within certain
parameters and conditions of the Plan.

Additionally, the Board employs an enrolled Actuarial
Consultant (the “Actuary”) to perform an annual
actuarial valuation of the plan to determine the funded
status, current funding requirements and to monitor
trends related to assumptions, expectations, and actual
results.



Generally, the Consultant and the Actuary services are
reviewed periodically and requests for proposals issued
at least every five years.

Beyond providing staff support, the City generally
provides the following services on behalf of the Board:

Pre-retirement counseling;

Timely processing of benefit claims;

Monthly processing and distribution of
benefit checks; and

Accounting and financial reporting

BOARD ACTION

As a result of performance concerns, the Board replaced
its mid cap value, small cap growth, large cap grown
and international value managers. During the year, the
Pension Board closely monitored the portfolio
performance and target to actual allocations. In March
2006, the Board affirmed its existing asset allocation
mix. As a result of performance concerns, the Board
replaced both its small and large capitalization growth
managers, and mid and international capitalization
value managers by the end of fiscal year 2006. As of
September 30, 2006, the actual allocations were within
appropriate targeted allocation ranges. Within these
ranges, the Pension Board was overweight on its Real
Estate Investment Trust allocation and was underweight
on its bond investment allocations at year-end. The
Board does not currently plan to invest directly or
indirectly in land development companies, foreign real
estate, or provide venture capital. At September 30,
2006, the Plan’s real estate investments consisted of
publicly traded Real Estate Investment Trusts.

At the beginning of the fiscal year, the Fund was
invested in one closed-end Real Estate Trust. During
the year, the Fund was invested in one closed-end Real
Estate Trust. This trust had a very small investment
balance that represented reserves for contingencies
related to sold properties and potential close out
expenses. The trust was closed June 2006 and the final
distribution was made on June 29, 2006. The closed-
end trust had a very small investment balance that
represented reserves for contingencies related to sold
properties and potential close out expenses. The
amount represented less than one-tenth of one percent
(1%) of the Fund’s assets.

iv

For further details, see the target to actual allocation
schedule on page 26.

FINANCIAL INFORMATION

Controls

In developing and evaluating the Plan’s accounting
system, consideration is given to the adequacy of
internal accounting controls.  Internal accounting
controls are designed to provide reasonable, but not
absolute, assurance regarding the following:

o Safeguarding of assets against loss from

unauthorized use or disposition; and,
e Reliability and adequacy of accounting records.

The concept of reasonable assurance recognizes that the
cost of control should not exceed the benefits likely to
be derived. Reasonable assurance also recognizes that
valuation of costs and benefits requires estimates and
judgments by management.

All internal control evaluations occur within the above
framework. The City’s internal accounting controls
adequately safeguard assets and provide assurance that
financial transactions are properly recorded. Key
controls are continually tested and evaluated by the
Accounting and Control Division of the Finance
Department.

Budgetary controls are maintained in the account group
level within program or project appropriations. Trustee
related costs are budgeted annually. Benefits and
refunds are not budgeted as they are considered
participant rights. Primarily, money manager and
Master Custodian (the “Custodian”) fees are considered
investment costs. In the Investment Section, see the
Schedule of Fees on page 29 and the combined
Schedule of Commissions on page 30. Contributions to
the Plan are estimated annually as they represent
budgeted expenditures/expenses of other funds. The
Board has the authority to amend the Plan’s budget as
necessary. During the year, no amendments to the
Plan’s budget were made.

Assets, liabilities, revenues and expenses are recorded
using the accrual basis of accounting. Revenues and
expenses are recorded when earned or incurred,
regardless of collection or disbursement. The Plan is



actuarially evaluated using the entry age normal
method.

Revenues and Expenses

Revenues essential to the sound funding of the Plan are
from contributions and net investment earnings.
Contributions are made to the Plan from the following:

Budgeted City Funds - based on the actuarially
determined rates in accordance with F.S. Chapter 112
and in consideration of the insurance premium;

Allocated Property Insurance Premium Taxes -
received from the State pursuant to F.S. Chapter 175;
and,

Active Plan Participants - Contributions are based on
a collective bargaining agreement. Currently the base
contributions are 1% of salary for both active
management and active non-management firefighters.
All active firefighters also contribute .05% of salary for
the 20 and out benefit, 0.12% for the DROP benefit,
and 6.32% of salary for the triennial COLA benefit for a
total participant contribution of 7.49%. Effective
October 2005, Firefighters District Chiefs now pay
0.50% for their base contribution, reducing their total
contribution to 6.99%. The actual investment return of
9.7% for the current year was above the actuarial return
assumption of 8%. Additional information about
investment activity is addressed in the MD&A (see
pages 6 and 7) and in the Investment Section of the
CAFR. Plan expenses include recurring benefit
payments and administrative costs.

Market Smoothing

In 1986, the Board adopted a market smoothing
approach for actuarial asset valuation purposes. This
approach spreads cyclical market variations by
recognizing 20% of the difference between the expected
and actual investment return in any given year, as is
demonstrated on page 35.

Variations in investment return on an actuarial basis
from year to year reflect investment gains and losses
and the effects of market smoothing. Therefore, annual
fluctuations in investment returns as determined in the
Actuary’s annual funding calculations are not

necessarily indicative of good or poor investment
results for the current period.

The funded ratio of the Firefighters’ Fund as of
September 30, 2006 is 94%, a 2% increase from 92% as
of September 30, 2005. These ratios compare favorably
to average funded ratios of 80% for many retirement
systems. The “funded ratio “is defined as the actuarial
value of system assets to the present value of all
benefits for credited service accrued as of the valuation
date. Since the market values of assets were about 3%
greater than the actuarial asset value, the funded ratios
would have been 3% higher, if market values had been
used in the calculations. These very strong funded
ratios are attributable to the City consistently funding
100% of the amount recommended by the actuary and
to favorable investment performance.

As of September 30, 2006 the Fund has not yet fully
recovered from the negative investment returns of
2000/2001 and 2001/2002. The average rate of
investment return for the past 4 years has been 11.7%.
For the last 6 years the averages has been 5%. These
compare to the actuarially assumed rate of 8%.

Investments

The responsibility of oversight of Plan investments and
policy-making decisions is given to the Trustees of the
Firefighter’s Pension Board. The Board meets quarterly
to evaluate the funds investment performance in
aggregate and at the fund manager detail level. With
the support of the custodian and consultant, the Board
will review the Investment Policy periodically, establish
the proper asset allocation mix for the Plan on an annual
basis, and set specific performance objectives and
specific investment guidelines for each individual
manager based on state statutes and policy restrictions.
The Board will monitor and evaluate risk and volatility
associated with the investments based on performance
benchmark expectations, policy limitations regarding
standard deviation, and sector diversification.

Securities lending is allowed under the policies of the
Plan. A contract allows the Plan’s Custodian, acting as
agent, to lend securities in the portfolio. For the year
ended September 30, 2006, the Plan had net securities



lending income of $209,589 as compared to $155,805
for the previous year. Through September 30, 2006, the
City has never incurred a loss through its participation
in this program.

OTHER INFORMATION
Independent Audit

Florida Statutes require an annual independent audit of
the Plan’s financial statements. The opinion of Ernst &
Young LLP related to the accompanying statements as
of September 30, 2006 and 2005 and for the Plan years
then ended has been included in this report.

Professional Services

Professional consultants are appointed by the Board to
perform professional services considered essential to
the effective and efficient operation of the Plan. Letters
from the Actuary and Consultant are included in this
report. The type of consultants appointed and their
respective expenses are listed on page 22 of this CAFR.

Reporting Achievement

The Government Finance Officers Association of the
Unites States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial
Reporting to the City of Orlando’s Firefighter Pension
Fund for its Comprehensive Annual Financial Report
(CAFR) for the fiscal year ended September 30, 2005.

In order to be awarded a Certificate of Achievement, a
government unit must publish an easily readable and
efficiently organized CAFR, the contents of which
conform to program standards. Such reports must
satisfy both generally accepted accounting principles
and applicable legal requirements.

A Certificate of Achievement is valid for a period of
one year only. The City has received a Certificate of
Achievement for the last ten consecutive years (fiscal
years ended 1996-2005). We believe our current report
continues to conform to Certificate of Achievement
Program requirements, and are submitting it to GFOA
to determine its eligibility for another certificate.

Acknowledgments

This report reflects the combined efforts of staff from
the Finance Department, the Divisions of Human
Resources and Technology Management as well as Plan
advisors and consultants. It is intended to provide
complete and reliable information regarding
stewardship for the assets of the Plan. Additionally, the
report provides a basis for making management
decisions. The information can also be used as a means
of determining compliance with legal provisions.

On behalf of the Board of Trustees, I would like to
express my gratitude to the staff of the Finance
Department, Human Resources (Employee Benefits),
and Technology Management who were involved in the
preparation of this report.

Respectfully submitted,
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Donnie R. Jones
Treasurer/Executive Director
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CITY OF ORLANDOQO, FLORIDA
FIREFIGHTER PENSION FUND

September 30, 2006
BOARD OF TRUSTEES
Method of
Trustee’s Name Board Position Selection (1) City Position
Ronald A. Glass Chairman Elected Firefighter
John M. Miller Vice Chairman 5% Member Fire Assistant Chief

F. Michael Droege Secretary Elected Fire District Chief

Mario A. Garcia Trustee Appointed N/A
Rebecca W. Sutton Trustee Appointed Chief Financial Officer

STAFF
Staff Name Position City Position (2)

Rebecca W. Sutton
Kent R. Olson
Katrina A. Laudeman

Rochelle “Shelly” L. Burlon

Administrator
Executive Director
Deputy Executive Director

Pension Coordinator

LIST OF CONSULTANTS

Chief Financial Officer
Treasurer (3)
Financial Analyst

Pension Coordinator

Notes:

(1) Members are elected for two-year terms ending September 30, every other year. The terms of the elected and appointed members
commenced October 1, 2004 and expired on September 30, 2006. G. Michael Miller retired in April 2005 as Chief Financial
Officer and as a trustee. He was not replaced until January 30, 2006, when City Council appointed the new Chief Financial

Performance Measurement:

Custodian:
Actuary:

Legal Counsel:

Officer, Rebecca W. Sutton, to the Board.

(2) Individuals serve in their capacities primarily as a function of their various City roles. The Board shares the cost of one

Kalson & Associates Investment Consulting and
The Bank of New York

The Bank of New York.
Stanley Holcombe & Associates, Inc.

James B. Loper, Attorney at Law (4)

administrative staff person (Pension Coordinator) with the Police Pension Fund and General Employees’ Pension Fund.

(3) Donnie R. Jones became the City’s Treasurer October 23, 2006.

(4) In August 2000, the Board hired James B. Loper, Attorney at Law to serve as Board Attorney.
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

City of Orlando - Firefighter
Pension Fund, Florida

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
September 30, 2005

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

President
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Executive Director
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