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FIRE AND POLICE EMPLOYEES’
RETIREMENT SYSTEM

THOMAS P. TANEYHILL, CPA, Executive Director
7 E. Redwood Street

19th Floor

Baltimore, Maryland 21202

CITY OF BALTIMORE

- STEPHANIE RAWLINGS-BLAKE, Mayor

January 5, 2012

The Honorable Members of the Board of Trustees
Fire and Police Employees' Retirement System
Baltimore, Maryland

The Fire and Police Employees' Retirement System of the City of Baltimore (F&P, Plan, System) has just
completed its forty-ninth year of service to the uniformed officers of the Baltimore City Fire and Police
Departments. On behalf of the dedicated staff that serves the System’s membership, I am pleased to submit the
Comprehensive Annual Financial Report of the F&P for the fiscal year ended June 30, 2011. The System's
administration is responsible for both the accuracy of the data and the completeness of the presentation, including
all disclosures. To the best of my knowledge and belief, the enclosed data is accurate in all material respects and
is reported in a manner designed to present fairly the financial position and results of operations of the F&P. The
F&P is a component unit of the City of Baltimore.

This report consists of five sections: the Introductory Section which contains the Letter of Transmittal,
the Chairman's Report, the identification of the Board of Trustees (Board), the Organization Chart, and the
identification of the professionals who provide services to the Board; the Financial Section which contains the
Independent Auditor’s Report, the Management’s Discussion and Analysis, the financial statements of the
System and certain required supplementary information; the Investment Section which contains the Investment
Advisor’s Report on Investment Activity, Investment Objectives and Policies, Investment Results, various
investment schedules, and a Schedule of Investment Professionals; the Actuarial Section which contains the
independent Actuary's Disclosure Certification, assumption tables, schedules of valuation data, and a Summary
of Plan Provisions; and the Statistical Section which contains data pertaining to active and retired members of the
System and benefit expenses.

Established July 1, 1962, by City ordinance, the F&P is a defined benefit plan that covers all uniformed
officers of the Baltimore City Fire and Police Departments. The Plan also covers certain Maryland Aviation
Administration firefighter/paramedics and certain Maryland Transportation Authority police officers. These
State of Maryland employees were grandfathered into F&P plan coverage by State law.

All System-related administrative and benefit provisions are established by City ordinance, as contained
in Article 22 of the Baltimore City Code, and may be amended only by the Mayor and City Council. The F&P
provides normal service retirement benefits for members who attain the required age and/or service requirements,
and now due to plan amendments passed in June 2010, early service retirement benefits. Coverage for line-of-
duty disability benefits is immediate upon entry into the System. Disability benefits for non-duty-related injury
or illness are provided after the attainment of five years of membership. Line-of-duty death benefits are provided
upon membership for any member whose death results from an injury occurring in the actual performance of
duty. After one year of System service, members are also covered for non-duty-related death benefits. Members
who do not reach normal or early service retirement benefit eligibility remain vested only in their accumulated
member contributions and interest credits, which are payable to the member upon termination from employment.
A Deferred Retirement Option Plan (DROP) is available to members who entered the F&P prior to July 1, 2003,
and who attained twenty or more years of service as of December 31, 2009. Members who do not meet the
eligibility requirements for DROP may become eligible to participate in DROP 2 that commenced January 1,
2010. More information concerning the benefit provisions, DROP, and DROP 2 can be found in the Summary of
Plan Provisions beginning on page 80. '



The Board of Trustees January 5, 2012
Fire and Police Employees' Retirement System
Baltimore, Maryland

Major Initiatives

The Board concluded its review of the asset/liability study performed by its investment consultant, the
Summit Strategies Group. Baseline conclusions found that the funded status of the plan fell significantly in 2008
due to the credit crisis, the economic slow-down, and the resulting market correction. The study also concluded
that plan liquidity needs are not expected to impact asset allocation decisions and if the plan achieves its 8.0%
return assumption for the next ten years, the funded status is expected to be 78.0% on a market value basis. The
study also included an analysis of the capital markets, various asset allocation plans, and how those allocation
plans might perform in conjunction with the F&P’s projected liabilities. Based on then capital market
assumptions, Summit concluded that investment returns are below their historical levels while expected equity
volatility has increased, investors are no longer rewarded for taking risk as they once were, and there is the need
for adequate diversification beyond a traditional stock/bond portfolio.

As a result of the asset/liability study, the Board approved an asset allocation plan that is expected to
meet its 8.0% assumption with less volatility than the current portfolio. The new plan will lead to a reduction in
domestic equities, a reduction in domestic fixed income, an increase to hedge fund of funds, and the introduction
of allocations to risk parity and private energy portfolios. Following year end, the Board conducted a search for a
risk parity manager and reduced its domestic equity allocation to fund the new portfolio. The domestic equity
allocation was further reduced to provide the liquidity required for plan benefit expenses.

Due to legislation passed in June 2010, a $16,000 minimum benefit was implemented in July 2010 for
beneficiaries of members who retired prior to August 1, 1996 and who had acquired 20 or more years of service
credit. In addition, the June 2010 legislation replaced the “variable benefit” post-retirement increase provisions,
which provided non-guaranteed increases to eligible retirees and beneficiaries based on investment performance,
with fixed-rate guaranteed increases to retirees and beneficiaries who meet the age and time on the retirement
payroll requirements. Implemented in January 2011 were 2.0% increases to retirees and beneficiaries who had
attained age 65 and who had been receiving retirement benefits for two or more years as of June 30, 2010.
Retired members receiving 100% line-of-duty disability retirement benefits were also provided the 2.0% increase
regardless of age. The 2.0% post-retirement increases will continue to be paid each January to retirees and
beneficiaries who meet the age and time on payroll requirements.

On June 3, 2010, the fire and police unions and certain individual members and retirees filed suit against
the City of Baltimore and the F&P Board of Trustees in the United States District Court for the District of
Maryland (Northern Division). The suit, amended on September 20, 2010, alleges the City impaired the contract
between the members and the City with the enactment of the pension reform legislation, the City failed to
adequately fund the System, and the F&P Board of Trustees acted improperly in the pursuit of its duties. See
note 8 to financial statements on page 36 for more information.

In March 2011, the City of Baltimore engaged the Segal Company to evaluate and report on the
competitiveness of total compensation for fire and police employees. The evaluation includes the F&P plan
provisions. Segal is to recommend retirement plan options to the City administration for members newly hired
and covered by the F&P with an estimated commencement date of July 1, 2012. Release of a final report from
Segal Co. is pending.

Financial Information
This report has been prepared in accordance with the principles of governmental accounting and
reporting promulgated by the Governmental Accounting Standards Board. The accrual basis of accounting is

used to record assets and liabilities, revenues and expenses. Revenues are recorded when earned, regardless of
the date of collection. Expenses are recorded when liabilities are incurred, regardless of when payment is made.

6



The Board of Trustees January 5, 2012
Fire and Police Employees’ Retirement System
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Accounting principles generally accepted in the United States require that management provide a
narrative introduction, an overview, and an analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it. The MD&A begins on page 18 immediately following the
report of the independent auditor in the Financial Section of this report.

The System’s administration is responsible for establishing and maintaining an internal control structure
designed to ensure that the assets of the F&P are protected from loss, theft, or misuse and to ensure that adequate
accounting data are compiled to allow for the preparation of financial statements in conformity with accounting
principles generally accepted in the United States. The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable assurance
recognizes that the cost of a control should not exceed the benefits likely to be derived, and that the valuation of
costs and benefits requires estimates and judgments by the System’s management. Sufficient internal accounting
controls exist to provide reasonable assurance regarding the safekeeping of assets and the fair presentation of the
financial statements and supporting schedules.

Investments

As provided for in the plan provisions, the Board of Trustees is authorized to invest the System's assets
and to take appropriate action regarding the investment, management, and custodianship of plan assets. The
investment responsibilities of the Board include establishing reasonable investment objectives, developing
investment policy guidelines, selecting investment managers, and evaluating performance results to assure
adherence to guidelines and the achievement of objectives.

Due to the unresolved lawsuit filed by the fire and police unions against the City because of changes
made to the plan provisions for current members and retirees, the Board continued investment of the “managed”
investment portfolio according to its general asset allocation plan and separate investment of the “dedicated
variable benefit” portfolio invested in U.S. Treasury and high quality corporate fixed income securities. The
“managed” portfolio returned an outstanding 25.6% which ranked this F&P portfolio in the 8" percentile of the
BNY Mellon All Public Plans Total Fund universe at June 30, 2011. The three year, five year, and ten year
performance numbers for the “managed” portfolio are not as encouraging as these performance numbers include
the capital market devastation lingering from the credit crisis in fiscal years 2008 and 2009, and from the tech
bubble downturn in fiscal years 2001 and 2002. The “dedicated variable benefit” fixed income portfolios
returned 4.4% for fiscal year 2011 and when combined with the “managed” portfolio performance, the F&P total
fund composite returned 4™ quartile performance of 19.3%. Ironically, the “dedicated variable benefit” fixed
income portfolios outperformed the “managed” portfolio over each of the three, five, and ten year periods as the
“dedicated” portfolios avoided the volatility and extreme negative performance of the equity and real estate
portfolios reflected in prior years.

Plan Funding

A ten-year history of the System’s funding progress is presented on page 40. This schedule compares
the actuarial value of assets to the actuarial accrued liability. This required schedule illustrates the System’s
funding method which smoothes the recognition of investment gains and losses by releasing net actuarial
investment gains and losses at the rate of 20% each year to the actuarial value of assets. The smoothing method
is employed so that the City’s contribution remains stable as a percentage of member compensation and so that
the City’s required contribution to the F&P does not vary dramatically from year to year due to investment
market volatility. Because the actuarial value of assets excludes certain legislated actuarial reserves, as explained
in the following paragraph, this schedule understated the funded status of the F&P when investment gains were
realized and it now overstates the Plan funded status as realized investment losses were segregated and were not
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Fire and Police Employees' Retirement System
Baltimore, Maryland

released to the actuarial value of assets according to the normal five-year smoothing method.

In fiscal year 1996, the System’s funding method was modified by legislation that established actuarial
reserves in which “excess unallocated earnings” (gains and losses) were accumulated each year separate from the
reserves maintained for funding purposes. The accumulated gains and losses were shared by the City and the
members according to a formula in the provisions. Specific reserved investment gains could be utilized by the
City to reduce or eliminate its required contributions to the F&P. Similarly, the membership could elect to utilize
specific reserves to improve benefits. For the first several years, gains were accumulated and were utilized by the
City to take contribution reductions and by the membership to “purchase” benefit improvements. Beginning with
fiscal year 2001 and through fiscal year 2003, losses were accumulated in the separate reserves due to the
extraordinary downturn in the global equities markets. At June 30, 2005, net losses of $412.8 million were
accumulated. The legislation that established the separate actuarial reserves had a June 30, 2005, sunset provision
which required the Board of Trustees to apply the accumulated losses in accordance with an “appropriate asset
valuation method.” This caveat effectively removed the members from the sharing of the remaining losses, which
then became the responsibility of the Plan and the City. With the June 30, 2006 actuarial valuation, a ten-year
amortization period was employed for the release of the accumulated losses to the actuarial value of assets and
was made retroactive to the June 30, 2005 valuation. At June 30, 2011, $108.2 million of the accumulated losses
remains in the segregated actuarial reserves and will be released to the unallocated earnings calculation at the rate
of $36.0 million per year over the remaining three years of the amortization period.

The fiscal year 2011 total fund composite investment performance of 19.3% provided excess earnings of
$217.3 million above the 8.0% assumption rate. The excess earnings helped to offset in part the $429.6 million
in losses mainly accumulated from the economic downturn recorded in fiscal years 2008 and 2009 and carried
forward in the actuarial schedule of unallocated earnings and losses at June 30, 2011.

At June 30, 2011, the actuarial value of assets inclusive of the accrued employer contribution exceeded
the fair value of assets by $402.2 million. This difference decreased from $666.0 million at June 30, 2010 due to
favorable investment performance. Comparing the actuarial liability to the actuarial value of assets, the unfunded
actuarial liability increased $49.6 million from $509.0 million at June 30, 2010, to $558.6 million at June 30,
2011. The funded ratio at June 30, 2011 was 82.0% on an actuarial value of assets basis and 72.2% on a market
value basis inclusive of the accrued employer contribution. At June 30, 2010, the funded ratio was 83.2% on an
actuarial value of assets basis and 64.2% on a market value of assets basis.

Due to the June 2010 legislated amendments to the plan provisions, the required fiscal year 2011
employer contribution made July 1, 2010, was reduced from $101.0 million to $90.6 million. The City, however,
made the original contribution due July 1, 2010 of $101.0 million, plus an additional contribution of $5.7 million
for a total contribution paid of $106.7 million in fiscal 2011. From the employer contribution made in excess of
the required amount, $5.7 million was used to offset the accumulated unallocated losses from prior years and
$11.2 million was used to reduce the unfunded liability. The fiscal year 2012 required employer contribution due
July 1, 2011 increased from $90.6 million to $99.1 million. The fiscal year 2013 required employer contribution
due July 1, 2012 increases to $102.2 million. If the baseline earnings assumption rate of 8.0% is met, the
employer contribution is projected to increase $4.0 million to $6.0 million a year to $123.5 million payable in
fiscal year 2017.

Independent Audit

The Baltimore City Code stipulates that the Board of Estimates shall select an independent auditor for
the F&P and that the auditor shall report his findings annually to the Board of Estimates and to the Board of
Trustees. The Board of Estimates elected to have the City Auditor render his opinion as to the fairness of the
System's financial statements. The auditor's report is contained in the Financial Section of this report.
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Fire and Police Employees' Retirement System
Baltimore, Maryland

Professional Services

The Board of Trustees appoints consultants and investment managers subject to approval by the City's
policy making and approval body, the Board of Estimates. These professionals have been chosen based on their
ability to provide services that are essential to the effective and efficient operation of the System. All of the
professionals who provide service to the Board of Trustees are listed in the Introductory Section on page 13 and
in the Investment Section on pages 60 to 62.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Fire and Police Employees' Retirement
System, City of Baltimore, Maryland for its comprehensive annual financial report for the fiscal year ended June
30, 2010. This was the twenty-eighth consecutive year (fiscal years 1983-2010) that the F&P has achieved 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
accounting principles generally accepted in the United States and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. I believe that this current report
continues to meet the Certificate of Achievement Program requirements. I am submitting it to the GFOA to
determine its eligibility for another certificate.

Acknowledgments

The preparation of this report could not be accomplished without the dedicated efforts of the System's
accounting staff, investment consultant, and actuarial consultant. I would like to express my appreciation to all
who assisted and contributed to its preparation.

This report is intended to provide complete and reliable information as a basis for making management
decisions, as a means of determining compliance with legal provisions, and as a means for determining
responsible stewardship for the assets contributed by the members and the City of Baltimore.

This report is being forwarded to the Mayor, the President of the City Council, the Comptroller, and
other members of the Board of Estimates, to all members of the City Council, and to the Fire and Police
Departments so that all members of the F&P will have the opportunity to review it. Hopefully, the administration
of the City and the membership of the System will find this report both informative and helpful.

I would like to take this opportunity to express my gratitude to the Board of Trustees, the dedicated F&P
staff, the System’s consultants, investment managers and advisors, all of whom continue to work diligently to
assure the successful operation of the System.

Respectfully submitted,

Viagn T ety bl

Thomas P. Taneyhill, CPA
Executive Director
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
BOARD OF TRUSTEES

Theodore 1. Weintraub, Chairman
Major, Retired
Baltimore City Police Department

Peter E. Keith, Esquire, Vice-Chairman
Partner

Gallagher, Evelius & Jones, LLP
Baltimore, Maryland

Joan M. Pratt, CPA
Comptroller
City of Baltimore

Edward J. Gallagher
Director of Finance
City of Baltimore

John P. Skinner
Deputy Commissioner
Baltimore City Police Department

Dickson J. Henry
Assistant Chief
Baltimore City Fire Department

Frank B. Coakley
Assistant Secretary
MD Department of Housing & Community Development

Benjamin F. DuBose, Jr.
IRS Agent, Retired
U.S. Department of Treasury

Steven E. Histon
Sergeant
Baltimore City Police Department

William R. Hudson
Captain
Baltimore City Fire Department

Joseph F. Machovec
Lieutenant, Retired
Baltimore City Fire Department

Elected by the retired Police Department members
Term expires June 30, 2012
Member of Investment Committee

Appointed by the Mayor
Term expires December 6, 2011
Member of the Investment Committee

Ex-officio
Member of the Investment Committee

Ex-officio

Ex-officio
Appointed by Police Commissioner Frederick Bealefeld

Ex-officio
Appointed by Fire Chief James S. Clack

Appointed by the Mayor
Term expires December 6, 2011

Appointed by the Mayor
Term expires December 6, 2011

Elected by the active Police Department members
Term expires June 30, 2012

Elected by the active Fire Department members
Term expires June 30, 2014
Member of the Investment Committee

Elected by the retired Fire Department members
Term expires June 30, 2014

The Board Chairman, Vice-Chairman, and members of the Investment Committee are elected by the members of the Board
of Trustees. The ex-officio members to the Board are the City Comptroller, the Director of Finance, the Police
Commissioner and the Fire Chief, all of whom may appoint a Deputy to represent her or him on the Board. Trustees
appointed by the Mayor serve terms concurrent with the Mayor’s term. Appointed Trustees continue to serve until replaced
by the Mayor, or until the expiration of two consecutive full terms. Elected active and retired member Trustees serve four-
year terms. There are no term limits for Trustees elected by the active or retired members.
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FIRE AND POLICE EMPLOYEES’
RETIREMENT SYSTEM

THOMAS P. TANEYHILL, CPA, Executive Director
7 E. Redwood Street

18th Floor

Baltimore, Maryland 21202

CITY OF BALTIMORE

STEPHANIE RAWLINGS-BLAKE, Mayor

December 22, 2011

To All Members, Retirees, and Beneficiaries
Fire and Police Employees’ Retirement System
Baltimore, Maryland

This annual report covers the fiscal year ended June 30, 2011, the first fiscal year end following
the enactment of legislation that amended the normal service retirement eligibility requirements,
DROP 2 eligibility requirements, and certain other provisions for many active members, and the post-
retirement increase provisions for all retirees and beneficiaries. The amendments to the post-
retirement increase provisions, known as the “variable benefit” increase provisions, set aside increases
to retirees and beneficiaries based on investment performance in favor of annual fixed percentage
increases based on the age and time on the retirement payroll of the retirement benefit recipient. The
post-retirement increase provision amendments allow the Board of Trustees to reallocate the assets
separately invested and dedicated to cover the “variable benefit” post-retirement increase liabilities to
the general asset allocation plan maintained by the Board. However, because of the unknown outcome
of the lawsuit filed by the fire and police unions against the City of Baltimore and the Board of
Trustees due to the plan amendments, the Board elected to have the “variable benefit” assets remain
separately invested in the dedicated fixed income portfolios rather than move those assets to the
general asset allocation plan. The Board decided that until there is either a clear indication from the
court that the “variable benefit” provisions will be set aside or there is a resolution between the City
and the unions to replace the “variable benefit” provisions, the separate investment of the previously
allocated “variable benefit” assets will remain in place.

The new 2% annual increase for eligible retirees and beneficiaries age 65 and older and for all
100% line-of-duty disability benefit recipients was provided in January 2011. The 1% annual increase
to retirees and beneficiaries age 55 and older, but less than age 65, will be implemented in January
2012 along with the aforementioned 2% increase. These increases are now guaranteed by the City of
Baltimore whereas the previously paid “variable benefit” increases were not guaranteed.

The Board of Trustees welcomed two new members, Assistant Fire Chief Dixon Henry who
was appointed by Chief James Clack to represent him and Deputy Police Commissioner John Skinner
who was appointed by Commissioner Bealefeld to represent him. Deputy Commissioner Skinner
replaced Deputy Commissioner Deborah Owens who retired. On behalf of the Board, I offer our
gratitude to Ms. Owens for her dedicated service to the Board and the members of the F&P.

Sincerely

Theodore 1. Weintraub
Chairman
Board of Trustees
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
LEGAL AND GENERAL COUNSEL, ACTUARY, AND INDEPENDENT AUDITOR

LEGAL COUNSEL
Law Department
City of Baltimore
George Nilson, Esq.
GENERAL COUNSEL
Fire and Police Employees’ Retirement System
City of Baltimore
Abraham M. Schwartz, Esq.
ACTUARY
Mercer
Douglas L. Rowe, F.S.A.
Baltimore, Maryland
INDEPENDENT AUDITOR
Department of Audits

City of Baltimore
Robert L. McCarty, Jr., CPA

See pages 60 to 62 in the Investment Section for a list of investment professionals.
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DEPARTMENT OF AUDITS

ROBERT L. McCARTY, JR., CPA
City Auditor

100 N. Holliday Street

Room 321, City Hall

Baltimore, Maryland 21202

Telephone: 410-396-4783

Telefax: 410-545-3961

CITY OF BALTIMORE

STEPHANIE RAWLINGS-BLAKE, Mayor

January 5, 2012
Honorable Joan M. Pratt, Comptroller
And Other Members of the
Board of Estimates of the
City of Baltimore
Board of Trustees of the
Fire and Police Employees’ Retirement System

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying financial statements of the Fire and Police Employees’ Retirement
System of the City of Baltimore, Maryland , a component unit of the City of Baltimore, as of and for the year
ended June 30, 2011, as listed in the table of contents. These financial statements are the responsibility of the
Fire and Police Employees’ Retirement System's management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. Our
most recent peer review was performed on July 26, 2006, and a peer review for the current cycle is scheduled
in January 2012. We were not engaged to perform an audit of the Fire and Police Employees’ Retirement
System’s internal control over financial reporting. Our audit included 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 Fire and Police Employees’ Retirement
System’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material
respects, the plan net position of the Fire and Police Employees’ Retirement System as of June 30, 2011, and
the respective changes in plan net position for the year then ended, in conformity with accounting principles
generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report, dated December 30,
2011, on our consideration of the Fire and Police Employees® Retirement System's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.
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The Management’s Discussion and Analysis, as listed in the table of contents, is not a required part of the
basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the Management’s Discussion and
Analysis. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Fire and Police Employees’ Retirement System’s basic financial statements. The introductory
section, required supplementary information and supporting schedules, investment section, actuarial section
and statistical section, as listed in the table of contents, are presented for purposes of additional analysis and
are not a required part of the basic financial statements. The required supplementary information and
supporting schedules have been subjected to the auditing procedures applied by us in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory section, investment section, actuarial section and
statistical section have not been subjected to the auditing procedures applied by us in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

——Z A 2

Robert L. McCarty, Jr., CPA
City Auditor
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

The following overview and analysis of the financial activities of the Fire and Police Employees’ Retirement System

(F&P, Plan, System) is provided for the fiscal year ended June 30, 2011. Readers are encouraged to consider the information
presented here in conjunction with additional information furnished in the Transmittal Letter, which begins on page 5 of this
report.

Financial Summary

>

The net assets held in trust for pension benefits increased by $285.3 million during the fiscal year from $1,858.7 million
at June 30, 2010, to $2,144.0 million at June 30, 2011.

Additions to Plan Net Assets (Revenues) for the year were $494.3 million, an increase of $130.3 million from the prior
year revenues of $364.0 million. The increase in revenues was driven by market valuation gains in the domestic and
international equity markets, the private equity portfolio, and the recovery of the real estate portfolio.

Deductions from Plan Net Assets (Expenses) were $209.0 million in the current year, an increase of $9.4 million from the
prior year expenses of $199.6 million. The increase in expenses was driven by the implementation of a new post-
retirement benefit increase, effective January 2011, and minimum retirement benefit payments to certain beneficiaries of
members who retired prior to August 1, 1996.

The “managed” investment portfolio composite total rate of return of 25.6% for the fiscal year ended June 30, 2011,
provided outstanding 8™ percentile performance when compared to other public pension plans reported in the BNY
Mellon Public Fund - Total Fund universe.

The “managed” investment portfolio total rate of return of 25.6% outperformed the total fund policy index of 23.5% and
performed well above the median public fund performance of 21.3%.

The F&P’s U.S. equity composite led the fiscal year 2011 investment performance with a 36.5% rate of return which
ranked in the 13™ percentile of the BNY Mellon All Master Trust — U.S. Equity Segment universe; the international
equity composite followed with a 31.4% rate of return which ranked in the 30™ percentile of the BNY Mellon All Master
Trust - International Equity Segment universe.

The System’s private equity fund-of-funds portfolio composite and the real estate portfolio composite provided returns of
19.0% and 15.3%, respectively, for fiscal year 2011.

The System’s managed fixed income composite portfolios provided performance of 10.4% and ranked in the 5
percentile of the BNY Mellon All Master Trust — U.S. Fixed Income Segment universe.

The hedge fund-of-funds composite provided a 2.8% rate of return; energy master limited partnerships, which were added
to the portfolio in December 2010, provided a 9.1% rate of return.

The assets dedicated to the “variable benefit” post-retirement benefit increases remained segregated from the “managed”
portfolio and were separately invested in “dedicated” fixed income portfolios which returned 4.4% for fiscal year 2011.

Including the separately invested dedicated “variable benefit” fixed income portfolio performance of 4.4% with the
composite “managed” investment portfolio total rate of return of 25.6% provided a total fund composite rate of return of
19.3% for the fiscal year ended June 30, 2011.

Employer contributions made to the F&P increased by $13.4 million from $94.1 million in fiscal year 2010 to $107.5
million in fiscal year 2011.
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» Member contributions to the F&P increased by $2.3 million in fiscal year 2011 due to the increase in the mandatory
member contribution rate from 6.0% to 7.0% commencing in July 2010.

» The F&P’s funding objective is to meet benefit obligations through employer and member contributions, and by
achieving an 8.0% investment rate of return over the long-term. The earnings assumption rate was lowered from 8.25%
to 8.0% in June 2010.

»  As of June 30, 2011, the date of the F&P’s last actuarial valuation, the System’s funded ratio was 82.0% on an actuarial
value of assets basis and 72.2% on a market value of assets basis, compared to 83.2% and 64.2% at June 30, 2010.

» Capital assets are recorded at cost, net of depreciation, and include leasehold improvements, computer equipment, and
office furniture.

» June 2010 plan amendments extended the normal service retirement eligibility requirements for “non-grandfathered”
members and changed the eligibility rules and the percentages payable for post-retirement increases determined on and
after June 30, 2010.

Overview of Financial Statements

The following discussion and analysis are intended to serve as an introduction to the F&P financial statements and the
Financial Section of this report. The statements and the notes are in conformity with accounting principles generally accepted
in the United States. These principles require certain financial statement presentations and disclosures including the use of
the accrual basis of accounting to record assets and liabilities, and revenues and expenses.

The Statement of Plan Net Position provides a snapshot of the financial position of the F&P at June 30, 2011, the end
of the plan’s financial year. It indicates the total assets and total liabilities at June 30, 2011, and the net assets available for
future payment of retirement benefits and operating expenditures. The assets comprise cash and cash equivalents, which are
fixed income instruments with three year or less expected lives; receivables, which are from investment activity; investments
at fair value; securities lending collateral; and capital assets, which includes leasehold improvements, computer equipment,
and office furniture. Securities traded on national or international exchanges are valued at the last reported sale price at
current exchange rates. Purchases and sales of investments are recorded on a trade date basis. The fair value of real estate
holdings is based primarily on third-party appraisals. The current liabilities comprise payables for securities lending collateral,
certain investment activity, retirement benefits, lump sums payable to members, and administrative expenses.

The Statement of Changes in Plan Net Position, on the other hand, summarizes the F&P financial activities that
occurred during the plan’s fiscal year from July 1, 2010, through June 30, 2011. Employer contributions are recognized when
a formal commitment has been made by the employer to provide the contributions. Member contributions are recognized in
the period in which the contributions are due. Realized gains and losses on the sale of investments are recorded at trade date.
Unrealized investment gains and losses due to changes in market valuation are recorded. Retirement benefits and refunds are
recognized when due and payable in accordance with the terms of the plan provisions.

The Notes to Basic Financial Statements provide additional information that is essential to a full understanding of the
data provided in the financial statements. The notes are an integral part of the financial statements and include detailed
information not readily evident in the basic financial statements.

The Statement of Plan Net Position and the Statement of Changes in Plan Net Position can be found on pages 26 and 27
of this report.
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The Required Supplementary Information that follows immediately after the notes to the basic financial statements
provides two schedules illustrating ten-year historical trend information. The first schedule, concerning the funded status of
the F&P, compares the actuarial value of assets to the actuarial accrued liability. The second schedule provides a history of

required contributions made by the employer. See the Required Supplementary Information beginning on page 39 of this
report.

The remaining supplemental schedules provide additional detailed information concerning operating expenses,
investment expenses and payments to consultants. All of this information is considered useful in understanding and
evaluating the financial activities of the F&P.

Financial Analysis

The examination of plan net position over time may serve as a useful indicator of the financial position of the F&P. At
June 30, 2011, net assets, as displayed below, exceeded current liabilities by $2.1 billion, an increase of $285.3 million over
the prior year. Prior to the passage of Ordinance 10-306 of June 2010, it was mandated that the total assets of two reserves,
the Paid-Up Benefit Reserve and the Contingency Reserve, were to be segregated and separately invested from the general
plan assets. As required, the assets of these two reserves were dedicated to the payment of certain post-retirement benefit
increases. With the passage of Ordinance 10-306, the assets of the two aforementioned reserves are to be included in the
general asset pool as there is no longer a requirement to maintain those reserves and invest those assets separately. However,
the Board of Trustees approved maintaining the separate investment and management of those assets until resolution of the
lawsuit brought by the member unions against the City and the Board of Trustees. Assets of the separately invested dedicated
reserves totaled $489.7 million at June 30, 2011. The remainder net assets of $1,654.3 million at June 30, 2011, are available
to meet the ongoing regular benefit obligations to the F&P participants and beneficiaries. As of June 30, 2011, total assets
increased by 12.4% over the prior year mainly due to the continued improvement in the financial markets and the
corresponding valuation of the System’s investment portfolio. Total current liabilities were lower at June 30, 2011, from the
prior fiscal year mainly due to a decrease in securities lending collateral.

Plan Net Position
For the Fiscal Years ended June 30, 2011 and 2010

Percentage

2011 2010 Increase Change
Current assets $ 181,843,277 $ 70,384,022 $ 111,459,255 158.4%
Capital assets 1,243,934 1,424,959 (181,025) (12.7)
Investments at fair value 2,228,901,282 2,073,290,000 155,611,282 75
Total Assets 2,411,988,493 2,145,098,981 266,889,512 124
Current liabilities 267,983,590 286,357,511 (18,373,921) 6.4)
Total Liabilities 267,983,590 286,357,511 (18,373,921) 6.4)
Net Assets $ 2,144,004,903 $ 1,858,741,470 $ 285,263,433 15.3%
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Investment Assets

The F&P’s total investment portfolio is comprised of two distinct portfolios, the “managed” asset portfolio which is
diversified across the Board’s general asset allocation and the “dedicated” portfolio which is invested to cover the liabilities
of the “variable benefit” post-retirement benefit increase provisions. The “managed” asset portfolio is invested in domestic
and international equities, domestic fixed income, hedge fund of funds, private equity fund of funds, real estate limited
partnerships, and energy master limited partnerships. The “managed” assets at June 30, 2011 were $1,538.1 million of the
$2,027.8 million total assets as presented on the Investment Summary on page 58. All assets are managed by external
investment management firms selected by the Board of Trustees and approved by the City’s policy making body, the Board of
Estimates. BNY Mellon Asset Servicing, the F&P’s custodian bank, holds in custody all marketable securities except
securities held in commingled management accounts, hedge fund of funds, private equity fund of funds, and the real estate
portfolios. The System participates in a securities lending program that is managed by BNY Mellon Asset Servicing. The
Board of Trustees retains the services of the Summit Strategies Group, an investment consulting services firm that provides
investment allocation, manager selection, performance calculation, performance analytics, asset-liability studies, and other
related services. With the assistance of the Summit Strategies Group, the Board filled its previously establish energy master
limited partnerships allocation target in fiscal year 2011. As the result of an asset-liability study concluded during the current
fiscal year, the Board expanded its investment opportunity set to include target allocations for risk parity and private energy
investments. The risk parity allocation was filled subsequent to fiscal year end June 30, 2011, and the private energy
allocation target remains subject to further Board discussion.

The dedicated “variable benefits” portfolios totaled $489.7 million as of June 30, 2011, and were separately invested
from the Board’s asset allocation targets and are managed in fixed income portfolios dedicated to immunize certain post-
retirement increase liabilities. The Board’s policy was to invest the dedicated assets in fixed income securities that are
managed to match the payout streams of the “variable benefit” post-retirement increases. These benefit increases were not
guaranteed by the City and the Board chose to immunize those benefit payments with fixed income securities to assure their
continuation. Since the “dedicated” portfolio was managed to immunize the benefit liabilities and was not managed to the
Board’s general asset allocation, the fiscal year 2011, 4.4% rate of return for those assets is not included in the rates of return
disclosed elsewhere in this report. However, the “dedicated” assets are included and reported in the System’s financial
statements along with the “managed” assets.

All investments are stated at fair value rather than at cost and include the recognition of unrealized gains and losses in the
current period. The rate of return on total “managed” assets for the year ended June 30, 2011, was 25.6%, a very strong 8™
percentile performance when compared to other public pension plans reported in the BNY Mellon Public Fund — Total Fund
universe. Even with the outstanding 25.6% investment performance for the fiscal year ended June 30, 2011, and the top
quartile 15.3% performance for the prior fiscal year, the managed portfolio annualized rates of return for the last three-year,
five-year, and ten-year periods ended June 30, 2011, were 4.0%, 4.6%, and 5.4% respectively. Each of the aforementioned
time periods include the unprecedented negative 21.9% performance due to the economic meltdown recorded in fiscal year
2009, the exclamation point for the “lost decade” of investment results.

The Board has diversified the “managed” assets across multiple classes and strategies as it seeks to maximize investment
opportunities and return at an acceptable level of investment risk. However, as evidenced by the variation in rates of return
from year to year, Board’s investment allocation plan is not immune to market volatility. The F&P’s long-term actuarial
investment return assumption is 8.0% which was lowered from 8.25% by legislation passed by the Mayor and City Council in
June 2010.

Beginning on page 48 of this report, the Investment Section gives detailed information on the F&P investment policies.

See page 56 for the comparison of the “managed” asset allocation targets established by the Board of Trustees to the actual
asset allocation at June 30, 2011.
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Liabilities

Reported on the Statement of Plan Net Position, the current liabilities are payables incurred mainly by investment
portfolio transaction activity, the lump sum benefits payable to members, and the operating expenses of the F&P office.
Liabilities at June 30, 2011, were $268.0 million, $18.4 million less than the $286.4 million in liabilities at June 30, 2010.
While forward foreign contracts payable increased $30.5 million to $45.8 million at June 30, 2011, the securities lending
collateral payable decreased by $43.9 million from $245.0 million at June 30, 2010, to $201.1 million at June 30, 2011, and
served as the main reason for the overall reduction in current liabilities at June 30, 2011.

Changes in Plan Net Position
For the Fiscal Years Ended June 30, 2011 and 2010

Increase Percentage

2011 2010 (Decrease) Change
Additions
Net investment income $ 366,713,890 $ 252,146,101 $ 114,567,789 45.4%
Employer contributions 107,539,873 94,097,743 13,442,130 14.3
Member contributions 19,586,155 17,254,515 2,331,640 13.5
Net securities lending income 452,113 500,376 (48,263) 9.6)
Total Additions 494,292,031 363,998,735 130,293,296 35.8
Deductions
Retirement allowances 186,002,569 176,660,415 9,342,154 53
Lump sum DROP payments 17,039,089 18,078,701 (1,039,612) (5.8)
Administrative expenses 4,241,753 3,311,686 930,067 28.1
Refunds of member contributions 1,490,557 1,372,214 118,343 8.6
Death benefits 254,630 154,775 99,855 64.5
Total Deductions 209,028,598 199,577,791 9,450,807 4.7
Net Increase (Decrease) $ 285,263,433 $ 164,420,944 $ 120,842,489 73.5%

Investment Income

The F&P’s total “managed” composite portfolio achieved an outstanding 25.6% rate of return which ranked the F&P
“managed” asset performance in the 8" percentile when compared to other public pension plans in the BNY Mellon Public
Fund - Total Fund universe. The “managed” portfolio performance was well above the median public fund performance of
21.3% and it out performed the Board’s comparative policy index of 23.5%. Positive performance was recognized in all asset
portfolios; and the major asset classes including domestic equities, international equities, and domestic fixed income
outperformed their comparative benchmarks for the fiscal year ended June 30, 2011.

The System’s U.S. equity composite achieved a 36.5% rate of return which ranked in the 13™ percentile of the BNY
Mellon All Master Trust — U.S. Equity Segment universe and which outperformed its Russell 3000 comparative index by 400
basis points. The international equity composite achieved a 31.4% rate of return which ranked in the 30™ percentile of the
BNY Mellon All Master Trust — International Equity Segment universe and which outperformed its MSCI All Country World
Ex-U.S. comparative index by 100 basis points.
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The domestic fixed income composite earned 10.4% for the fiscal year which ranked in the 5™ percentile of the BNY
Mellon All Master Trust — U.S. Fixed Income Segment universe. The fixed income portfolio outperformed its Barclays
Capital Aggregate index benchmark of 3.9% by 645 basis points.

The System’s alternative asset portfolios, which include private equity fund-of-funds, hedge fund-of-funds, real estate
funds, and energy master limited partnerships, had mixed results. The System invests in various private equity fund-of-funds;
the private equity composite achieved a good absolute return of 19.0% for the fiscal year but lagged the exceptionally strong
performance of the S&P 500 for the same time period. As the private equity composite portfolio is diversified by strategy and
vintage year of the underlying investments, many of which are very young in their investment lifecycle, the goal of the private
equity composite is to outperform the index over a market cycle. Accordingly, the private equity composite is reviewed over
rolling three to five years and the performance has outperformed the index over the last 3 years.

The hedge fund-of-funds composite earned 2.8%, and performed below its comparative index — the HFRI Fund-of-Funds
Conservative Index - which achieved a 5.3% return for the fiscal year. The Board had investments in two hedge fund-of-
funds during the fiscal year; one fund manager was terminated for underperformance and was liquidated at year end while the
other fund had previously been terminated and was in liquidation mode during the fiscal year. Two new hedge fund-of-fund
managers were hired following fiscal year end to replace the terminated fund managers. The hedge fund-of-funds composite
portfolio is expected to provide investment returns which, over a market cycle, generally are greater than bonds and less than
stocks, but with less volatility than that of stocks and more like bonds.

The real estate composite portfolio provided a good absolute return of 15.3% for the fiscal year as it continued its late
recovery from the 2008-2009 liquidity crisis. The real estate portfolio rebounded from the negative 11.7% performance of
last fiscal year. The portfolio, however, underperformed the NCREIF Property Index, which returned 16.7% this fiscal year,
by 140 basis points.

The Board hired two energy master limited partnerships (MLPs) during the fiscal year to complete its 5.0% allocation to
that asset class. The MLPs are expected to have low correlation to other asset classes which makes them a good diversifier
for the overall portfolio. From inception in December 2010 to fiscal year end, the MLPs composite achieved a 9.1% rate of
return. The Board expects the MLPs to outperform the domestic equity composite with lower risk over time.

The “dedicated” fixed income “variable benefit” portfolios, which continue to be segregated and separately invested from
the general plan assets, were invested in U.S. Treasury securities and high grade corporate bonds. The “dedicated” portfolio
composite returned 4.4% for the year. While the “dedicated” composite portfolio is not benchmarked to any specific index, it
outperformed the Barclays Capital U.S. Long Government/Credit index of 3.3% by 110 basis points. The cash flow of the
dedicated reserves is matched to the benefit payment streams of the post-retirement “variable benefit” increases.

The investment income is reduced by investment expenses which include the fees paid to firms hired by the Board to
manage the System’s assets, the Board’s investment consulting firm, and the System’s custodian bank which tracks the
investment activity of the F&P’s investment managers, values the System’s assets, and provides accounting reports to System
staff and the Board’s investment consultant. Investment expenses increased from $6.0 million in fiscal year 2010 to $7.9
million for fiscal year 2011 mainly due to the increase in portfolio market valuations.

Member and Employer Contributions

Member contributions were made at 7.0% of regular compensation during fiscal year 2011. Member contributions
increased by $2.3 million during the current fiscal year due to the increase in the mandatory contribution rate from 6.0% to
7.0% commencing in July 2010. Due to the passage of legislation in June 2010, the member contribution rate increased from
6.0% to 7.0% of regular compensation beginning in July 2010, and the rate increases to 8.0% in July 2011, 9.0% in July
2012, and 10.0% in July 2013. Overtime pay is not subject to the mandatory member contribution rate and it is not included
in the member’s average final compensation calculation. The number of active members decreased slightly from 4,584 at
June 30, 2010, to 4,575 at June 30, 2011. Should the active member population remain stable, member contributions are
expected to increase approximately $2.7 million each year, based on June 30, 2011 compensation, until final implementation
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of the 10.0% mandatory member contribution rate in July 2013.

Employer contributions requirements are determined by the results of an actuarial valuation process which is performed
following the end of each fiscal year. The valuation results determine the contribution requirement due on July 1 two fiscal
years hence. For example, the actuarial valuation report prepared for the fiscal year ended June 30, 2009, normally would
determine the City’s fiscal year 2011 contribution requirement due July 1, 2010; the actuarial valuation report prepared as of
fiscal year end June 30, 2010, would determine the City’s contribution requirement due July 1, 2011, which is the fiscal year
2012 contribution requirement, and so on. The employer contribution is comprised of the contribution made by the City of
Baltimore and the contribution made by the State of Maryland for a small number of State employees whose F&P coverage is
mandated by State law.

The total employer contribution due for fiscal year 2011was $101.8 million, as reflected in the original June 30, 2009,
actuarial valuation report. Due to the enactment of the June 2010 amendments to the plan provisions and the lowering of the
actuarial assumed rate of return from 8.25% to 8.0%, the June 2009 actuarial valuation was amended to reflect a lower total
employer contribution requirement. The amendments reduced the required fiscal year 2011 contribution by $11.2 million
from the original $101.8 million to the amended $90.6 million.

Even with the amendments to the plan provisions, the fiscal year 2011 required employer contribution due July 1, 2010,
increased $7.9 million from $82.7 million in fiscal year 2010, to the amended $90.6 million. The increase in the required
contribution reflects the recognition of investment losses from prior fiscal years.

Regardless of the lower contribution requirement, the City of Baltimore contributed its original amount due of $101.8
million, plus an additional $5.7 million. Based on the amended $90.6 million employer contributions due for fiscal year
2011, the City contributed an additional $16.9 million for a total employer contribution of $107.5 million made in fiscal year
2011. From the additional contributions made, $11.2 million was used to reduce the unfunded actuarial liability and $5.7
million was directed to pay down remaining accumulated tech bubble investment losses.

The employer contribution requirement will increase to $99.1 million for fiscal year 2012 and to $102.2 million in fiscal
year 2013. Following fiscal year 2013, provided the baseline 8.0% earnings assumption rate is met, the employer
contribution is expected to increase $4.0 million to $6.0 million each year.

Retirement Benefits and Administrative Expenses

The F&P was created to provide lifetime service retirement and permanent disability retirement benefits for eligible
members and survivor benefits and death benefits to eligible beneficiaries. The cost of such programs includes recurring
retirement benefit payments, post-retirement benefit increases, lump-sum payments to Deferred Retirement Option Plan
(DROP and DROP 2) participants, lump sum death benefits, refunds of accumulated member contributions and interest to
members who leave F&P covered employment and are not eligible for retirement benefits, and the cost of administering the
System.

The primary expense during fiscal year 2011 was for the payment of continuing retirement benefits totaling $186.0
million, an increase of $9.3 million over the $176.7 million in retirement allowances paid in fiscal year 2010. The increase in
retirement allowances was due to an increase in the number of retired members, the July 2010 implementation of a $16,000
minimum benefit to certain beneficiaries of members who retired prior to August 1, 1996, and the January 2011
implementation of a new annual 2.0% post-retirement increase for retired members and beneficiaries who have attained age
65 and who have been receiving retirement benefits for two or more years as of the preceding June 30. Lump sum DROP and
DROP 2 distributions decreased $1.1 million from $18.1 million in fiscal year 2010 to $17.0 million in fiscal year 2011 due
to a decrease in the number of DROP participant service retirements. The number of DROP participants continues to
decrease as the eligibility for DROP was frozen in 2009. DROP 2 was enacted in 2009; the DROP 2 eligibility requirements
and the interest rate on DROP 2 accounts were amended by the June 2010 legislated changes to the plan provisions for “non-
grandfathered” members.
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Administrative expenses are comprised primarily of personnel costs and other professional services costs. Administrative
expenses increased by $930,000 from fiscal year 2010 to fiscal year 2011. The increase in administrative expenses was
mainly due to the $892,000 in legal fees incurred as a result of the lawsuit filed by the membership against the City and the
F&P Board of Trustees. Leasehold improvements and office furniture are depreciated on a straight-line basis over 15 years,
the life of the building lease. Computer equipment is depreciated on a straight-line basis over a five year useful life.

Litigation

Due to the enactment of plan amendments in 2010, the fire and police unions and certain active and retired members filed
suit in Federal Court claiming that the City wrongfully impaired the pension contract with the plan membership and that the
Board of Trustees acted improperly in the conduct of its duties. Thus far, the Court has ruled that the pension contract was
not impaired by the City except for the change made to the post-retirement benefit increase provisions whereby the City
discontinued the determination of new “variable benefit” increases based on investment performance in favor of fixed
percentage increases based on age and time on the retirement payroll. The trial is scheduled to proceed to a third phase in
February 2012 to determine whether the changes made to the post-retirement benefit increase provisions were reasonable and
necessary. Nullification of the benefit changes enacted in June 2010 could result in significant increases to the City’s
confribution to the plan.

Requests for Information

This report is designed to provide a general overview of the F&P’s financial activity. Questions concerning information
provided in this report or requests for additional financial information should be addressed to:

Thomas P. Taneyhill, CPA
Executive Director
Fire and Police Employees’ Retirement System
7 East Redwood Street, 19" Floor
Baltimore, Maryland 21202
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Fire and Police Employees' Retirement System

City of Baltimore, Maryland

STATEMENT OF PLAN NET POSITION

June 30, 2011

Assets
Cash and Cash Equivalents

Receivables
Redemption receivable
Forward foreign contracts
Investments sold
Accrued income

Total Receivables

Investments, at fair value
Stocks
Bonds
Real estate
Private equity funds
Hedge funds

Total Investments

Capital Assets, net of depreciation
Leasehold improvements
Office furniture
Computer equipment

Total Capital Assets, net of depreciation

Securities Lending Collateral

Total Assets

Liabilities
Securities lending collateral
Forward foreign contracts
Investments purchased
Retirement allowances payable
Lump sums payable to members
Security lending loss payable
Investment management fees payable
Administrative expenses payable
Other accounts payable

Total Liabilities

Net Position Restricted for Pension Benefits

$ 59,126,882
46,003,970
6,923,907
5,865,451

1,044,606,414
694,931,482
164,534,970
110,934,896

12,805,018

821,977
243,100

178,857

201,088,502
45,824,026
10,287,599

3,637,550
2,741,162
2,179,681
1,814,967

372,019

38,084

The notes to the basic financial statements are an integral part of this statement.
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63,923,067

117,920,210

2,027,812,780

1,243,934

201,088,502

2,411,988,493

267,983,590

$2,144,004,903



Fire and Police Employees' Retirement System

City of Baltimore, Maryland

STATEMENT OF CHANGES IN PLAN NET POSITION

For the Year Ended June 30, 2011

Additions
Contributions
Employers $ 107,539,873
Plan members 19,586,155
Total Contributions $ 127,126,028
Investment Income
Net appreciation in fair value of investments 325,026,533
Interest and dividends 42,532,488
Private equity income 3,610,461
Real estate income 2,145,738
Hedge funds income 1,344,382
Less: Investment expenses (7,945,712)
Net Investment Income 366,713,890
Securities lending income 602,293
Less: Securities lending expenses (150,180)
Net Securities lending income 452,113
Total Additions 494,292,031
Deductions
Retirement allowances 186,002,569
Lump sum DROP payments 17,039,089
Administrative expenses 4,241,753
Refunds of member contributions 1,490,557
Death benefits 254,630
Total Deductions 209,028,598
Net Increase 285,263,433
Net Position Restricted for Pension Benefits
July 1, 2010 1,858,741,470

June 30, 2011 $ 2,144,004,903

The notes to the basic financial statements are an integral part of this statement.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

1.  Plan Description:

The Fire and Police Employees' Retirement System of the City of Baltimore (F&P, Plan, System) is the administrator of a single
employer defined benefit local government retirement plan. Established July 1, 1962, the Plan covers all uniformed personnel of
the Baltimore City Fire and Police Departments. In addition, the Plan includes twelve active fire and police officers who are
employees of the State of Maryland; this contingent emanated from when the City of Baltimore owned the
Baltimore/Washington International Thurgood Marshall Airport. Based on criteria established by the Governmental Accounting
Standards Board, the F&P is a component unit of the City of Baltimore and is included in the City's financial report as a public
employees retirement system (PERS).

At June 30, 2011, the F&P membership consisted of:

Retirees and beneficiaries currently

receiving benefits 6,100
Active plan members 4,575
Total 10.675

The F&P provides normal service retirement benefits, as well as, death and disability benefits in accordance with Article 22 of
the Baltimore City Code, which may be amended only by the Mayor and City Council. Certain provisions were amended by
Ordinances 10-306 and 10-357, as noted in the Summary of Plan Provisions beginning on page 80. Membership in the System is
mandatory upon employment. The System does not have a vested benefit plan.

Post-retirement benefit increases are provided to retirees and beneficiaries based on age, type of retirement and having received
benefits for two or more years as of each June 30 eligibility determination date.

2.  Summary of Significant Accounting Policies:

Basis of Presentation:

The accounting and financial reporting policies of the F&P included in this report conform to accounting principles generally
accepted in the United States and reporting standards as promulgated by the Governmental Accounting Standards Board, which
designates accounting principles and financial reporting standards applicable to PERS. This report includes solely the accounts
of the F&P, a component unit of the City of Baltimore.

There are no component units of the F&P based on the nature of operational or financial relationships.

Basis of Accounting:

These financial statements have been prepared on the accrual basis of accounting, whereby revenues are recorded when they are
earned, expenses are recorded when liabilities are incurred, and investment purchases and sales are recorded as of their trade
date. Member contributions are recognized in the period in which the contributions are due. Employer contributions are
recognized when due and the employer has made a formal commitment to provide the contributions. Benefits and refunds are
recognized when due and payable in accordance with the terms of the plan.

Method Used to Value Investments:

Investments are reported at fair value. Securities traded on national or international exchanges are valued at the last reported
sales price at the current exchange rates. The real estate holdings are based on the most recent appraisal (either internal to the
manager or third party) as then presently available. Investments that do not have an established market are reported at estimated
fair value.

Early Implementation:
Governmental Accounting Standards Board statement number 63 provides guidance for reporting deferred outflows of resources,
deferred inflows of resources, and net position in a statement of financial position and related disclosures. Early implementation
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

3.

is encouraged. The F&P has adopted the changes and replaced net assets with net position in its financial statements and
applicable schedules.

Contributions and Reserves:
F&P members were required to contribute 7.0% of their regular compensation through payroll deduction for fiscal year 2011.
The employer contributions are determined through an actuarial valuation. According to the plan provisions, contribution
requirements of the plan members and the City are established and may be amended by the Mayor and City Council. The
valuation method is stipulated in the plan provisions. Administrative costs of the F&P are paid from investment earnings.

The plan provisions, Article 22 of the Baltimore City Code, established the following reserves:

Annuity Savings Reserve - Accumulated in this reserve are members' contributions inclusive of interest credits, less amounts
distributed upon termination of employment or death, or transferred to another reserve for retirement.

Annuity Reserve - Upon retirement, the accumulated contributions of members are transferred to this reserve. From this
reserve, the members’ accumulated contributions are paid as a life annuity.

Pension Accumulation Reserve - Employer contributions are credited and accumulated with earnings in this reserve. DROP
benefits and certain death benefits are paid from here. In addition, when a member retires, an amount equal to the member’s

pension reserve is transferred from this reserve to the Pension Reserve.

Pension Reserve - From this reserve is paid the pension portion of the retirement allowance. The pension represents benefits for
life derived from employer contributions and investment income.

The paid up benefit reserve and the contingency reserve were eliminated by Ordinance 10-306. The assets and the liabilities
from these reserves are reflected as transferred to the pension reserve.

At June 30, 2011, the balances in the legally required reserves are as follows:

Reserves Balance
Annuity savings reserve $ 247,518,595
Annuity reserve 288,463,420
Pension accumulation reserve (161,053,574)
Pension reserve 1,769,076,462
Total Reserves $ 2,144,004,903

At June 30, 2011, the actuarially determined accrued liability exceeded the actuarial value of assets by $558,568,855.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

4.

Securities Lending:

The Board of Trustees (the Board) entered into a Securities Lending Authorization Agreement with the System’s custodian bank,
BNY Mellon Asset Servicing. All individual securities which are readily marketable and which are not restricted due to an
outstanding short option are eligible for loan at the discretion of the custodian bank. The investment manager may loan
securities held in custody of commingled accounts if authorized in the manager’s contract with the F&P.

Collateral received in exchange for securities loaned is collected in an escrow account for the F&P's benefit for the duration of
the loan. At no time will the System lose custody of the loaned securities. Collateral in exchange for the principal loaned may be
in the form of cash, or securities issued or guaranteed by the U.S. government, its agencies or instrumentalities. Irrevocable
Letters of Credit from banks approved by the custodian may not be used as collateral. The minimum levels of collateral will be
set at 102% of the market value of domestic securities loaned, including all accrued income, and 105% of the market value of
international securities loaned, including all accrued income. If the market value of the collateral falls below 100% of the loaned
securities, additional collateral will be collected to maintain the appropriate minimum level. All collateral amounts will be
marked to market daily. The F&P does not have the right to sell or pledge securities received as collateral without borrower
default.

At June 30, 2011, the F&P had no credit risk exposure to borrowers because the amounts the F&P owed borrowers exceeded the
amounts the borrowers owed the F&P. The market value of securities on loan at June 30, 2011, was $196,764,064 and the
market value of the collateral received for those securities on loan was $201,088,502. In October 2008, the Board placed a
restriction on the dollar amount of securities that can be out on loan at any one time at $375.0 million. The terms of the
Securities Lending Authorization Agreement require that the custodian indemnify the F&P against: (1) the failure to demand
adequate and appropriate collateral from a borrower; (2) the failure to comply with the investment guidelines in connection with
the investment and reinvestment of cash collateral; (3) the failure to obtain and perfect a security interest or rights equivalent
thereto in and to the collateral; and (4) the failure to make a reasoned determination of the creditworthiness of any borrower.

Substantially all securities loans can be terminated on demand either by the custodian or by the borrower, although generally the
average term of these loans is one week. Cash collateral is invested in the custodian’s short-term investment pool. The short-term
investment pool guidelines specify that a minimum of 20.0% of the invested cash collateral is to be available each business day
and the dollar weighted average maturity of holdings should not exceed 90 days.

The custodian’s lending program does not operate the collateral investments as a “matched program” where the length of the
loaned assets would be specifically matched to the length of the portfolio investments. Because the System’s active investments
are currently engaged in the overnight investment fund, all assets in the portfolio mature within a 24 hour period.

As a participant in the custodian’s short-term investment pool, the F&P suffered a principal loss of $2.3 million in fiscal year
2009. The collateral pool had an interest in Sigma Finance Corporation. The security defaulted and was downgraded and
transferred to a liquidating fund at a $1.00 value per unit. Although recovery of the defaulted security is being sought through the
bankruptcy court, BN'Y Mellon expects the loss of $2.3 million to materialize. F&P recognized the loss in fiscal year 2009. BNY
Mellon advised that the System has an obligation to reimburse the collateral short term investment fund for the loss. To date, the
F&P has not reimbursed the custodian. The liability for the loss is presently recorded at $2.2 million following a $116,038
recovery from the litigation.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The following represents the balances relating to the securities lending transactions as of June 30, 2011:

Market Value of
Market Value of Collateral Type of

Types of Securities On Loan Securites On Loan Received Collateral
Domestic equities $ 107,487,045 $ 109,326,964 Cash
Corporate bonds 30,035,485 30,743,547 Cash
U.S. treasury notes and bonds 29,302,342 30,071,433 Cash
International equities 24,464,705 25,348,917 Cash
U.S. Government agency bonds 3,418,574 3,498,305 Cash
Corporate bonds 2,055,913 2,099,336 Securities
Total Securities on Loan $ 196,764,064 $ 201,088,502

5.  Cash and Investments:
The System's cash deposits are entirely covered by federal depository insurance at all times.

The Board of Trustees of the F&P is authorized by the Baltimore City Code to make investments in accordance with the
guidelines and limitations set forth in the Code. The Board accomplishes the daily management of the System’s investments
through an external investment consultant who acts as a fiduciary for the System and through external investment managers.
The Board invests the assets of the F&P using the “prudent person standard” which allows the Board to consider the probable
safety of investments, avoid speculative investments, and invest as people of prudence, discretion, and intelligence would in a
similar situation. The Board has adopted an investment policy and guidelines to formally document its investment objectives
and responsibilities.

Governmental Accounting Standards Board (GASB) Statement No. 40 updates and/or supersedes portions of GASB Statement

No. 3. GASB Statement No. 40 establishes more comprehensive disclosure requirements related to investment risks: foreign
currency risk exposure, interest rate risk, and credit risk by quality.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P invested assets at June 30, 2011 are presented below:

Investment Type Fair Value
Debt Securities:
Corporate bonds 313,158,322
U.S. treasury notes and bonds 185,655,394
U.S. Government agency bonds 126,800,243
Absolute return strategic funds 64,085,383
Money mutual funds 63,923,067
Barclay aggregate index fund 5,232,140
Total debt securities 758,854,549
Other:
Domestic equities 548,052,408
International equities 417,021,189
Real estate funds 164,534,970
Private equity funds 110,934,896
Energy master limited partnerships 79,532,817
Hedge funds 12,805,018
Total other 1,332,881,298
Total investments 2,091,735,847
Less cash and cash equivalents 63,923,067
Total net investments $2,027,812,780
Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a plan’s investment in a single issuer. As of June 30,
2011, the F&P has no single issuer that exceeds 5% of total investments. Investments issued or explicitly guaranteed by the U.S.
government and investments in mutual funds, external investment pools, and other pooled investments are excluded.

Foreign Currency Risk Exposure

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment or a deposit.
It is the Board’s policy that external managers demonstrate sensitivity to foreign currency risk. The foreign currency exposure of
the System may be hedged back to the U.S. dollar using forward foreign exchange contracts. From 0% to 100% of the foreign
currency exposure of a portfolio may be hedged. Cross-hedging to currency other than the U.S. dollar may reach 25% of the total
portfolio. Currency speculation is not permitted.
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Fire and Police Employees’ Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P exposure to foreign currency risk is presented on the following table:

Currency Market Value
Euro Currency Unit $ 84,942,218
British Pound Sterling 49,261,312
Japanese Yen 36,099,589
Swiss Franc 19,586,881
Hong Kong Dollar 11,393,759
South Korean Won 9,516,370
Singapore Dollar 6,232,815
Swedish Krona 4,823,912
Canadian Dollar 4,697,945
New Taiwan Dollar 3,834,006
Brazil Real 2,867,551
Indonesian Rupian : 2,494,431
South African Comm Rand 2,093,964
Danish Krone 1,648,102
Norwegian Krone 1,200,266
Israeli Shekel 709,927
Mexican New Peso 573,513
Thailand Baht 546,233
New Turkish Lira 516,082
Egyptian Pound 378,276
Chilean Peso 373,958
Philippines Peso 284,942
Australian Dollar 260,110
Polish Zloty 6,160
Russian Rubel 118
Total Foreign Currency $244,342,441
U.S. Dollars (held in International Equity) $172,678,748
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
F&P uses the Option Adjusted Duration as a measure of interest rate sensitivity for bonds. Duration is a measure of the
approximate sensitivity of a bond’s value to interest rate changes. The Board’s fixed income interest rate policy states that the
effective duration of a portfolio may not exceed 120% of the effective duration of the underlying Barclay Capital Aggregate
benchmark.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Asset Type Option Adjusted Duration Fair Value
(in years)

Corporate bonds 5.16 $313,158,322
U.S. treasury notes and bonds 10.49 185,655,394
U.S. Government agency bonds 4.67 126,800,243
Absolute return strategic funds 1.50 64,085,383
Money mutual funds 0.08 63,923,067
Barclay aggregate index 5.10 5,232,140
Total debt securities $758,854,549

Credit Risk by Quality

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The Board has not
adopted a formal policy to limit credit risk. The F&P’s rated debt investments as of June 30, 2011 were rated by Standard &
Poor, a nationally recognized statistical rating agency and are presented below using the Standard and Poor’s rating scale:

Asset Type . Quality Ratings Fair Value
Corporate bonds AAA $44,223,585
AA 29,291,313
A 97,691,738
BBB 84,057,813
BB 14,250,403
B 19,002,860
CcC 4,733,290
CcC 531,335
D 318,972
Not Rated 19,057,013
Total corporate bonds 313,158,322
U.S. treasury notes and bonds Guaranteed 185,655,394
U.S. Government agency bonds Guaranteed 126,800,243
Absolute return strategic funds A 64,085,383
Money mutual funds Not Rated 63,923,067
Barclay aggregate index AA 5,232,140
Total debt securities $758,854,549
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

6.  Capital Assets:

Capital Assets consisting of furniture and equipment, computer equipment and leasehold improvements are recorded at cost.
Depreciation on computer equipment is calculated on a straight-line basis over a five year useful life; depreciation on leasehold
improvements and office furniture is calculated on a straight-line basis over fifteen years, the life of the building lease.
Accumulated depreciation for computer equipment is $642,359; for office furniture is $153,512; for leasehold improvements is

$532,137.
Asset June 2010 Balance Additions Depreciation June 2011 Balance
Computer equipment $ 243,167 $ 64310 $ 178,857
Office furniture/equipment 269,541 26,441 243,100
Leasehold improvements 912251 90.274 821977
Totals $1,424,959 $ 181,025 $1,243,934

7. Funding:

Funding of the System is accomplished through member and employer contributions and the investment earnings. The System
uses the projected unit credit funding method. The required schedule of funding progress presents multi-year trend information
about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits. This schedule can be found on page 40. The following is a schedule of funding progress as of the actuarial valuation

date of June 30, 2011.

Unfunded AAL as a
Actuarial Actuarial Accrued Funded percentage of
Assets Liability (AAL) Unfunded AAL Ratio Covered Payroll Covered Payroll
@ (b) (b-a) (a/b) (¢) ((b-a)lc)
$2,546,236,459 $3,104,805,314 $558,568,855 82.0% $275,647,861 202.6%

The information presented above and in the required supplementary schedules was derived from the annual actuarial valuations
prepared as of each June 30. Additional information from the latest actuarial valuation dated June 30, 2011 follows:

Actuarial cost method:
Amortization method:
Amortization period:

Asset valuation method:
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Actuarial assumptions:

Investment rate of return 8.00%

Projected salary increases 4.00% to 8.00%

Inflation rate 3.00%

Post-retirement cost-of-living adjustments Provided to retirees and beneficiaries dependent upon their
age, receiving a benefit for 2 or more years, and retirement
type as of the June 30 fiscal year end. Age 55 to 64, 1%
increase commencing January 2012; Age 65 and over, 2%
increase commenced January 2011; 100% line of duty
disability retirees and beneficiaries, 2% regardless of age,
commenced January 2011.

8. Litigation:

On September 20, 2010, Baltimore City Fraternal Order of Police, Lodge #3, Inc., Baltimore City Firefighters’ IAFF, Local
#734 and several individual F&P members and retirees filed a lawsuit against the Mayor and City Council of Baltimore, the
F&P Board and Edward J. Gallagher, City Finance Director, in the United States District Court for the District of Maryland.
The lawsuit principally alleged that the enactment of Ordinance 10-306 on June 30, 2010 impaired the contract between F&P
members and the City. The lawsuit also alleged that the City failed to adequately fund the Plan. Finally, the lawsuit asserted
that the Board acted improperly by (a) allegedly ignoring certain recommendations made by the Plan’s actuary concerning
interest rate assumptions; (b) allegedly miscalculating retiree increases for the 2005, 2006 and 2007 fiscal years; (c) allegedly
concealing the Plan’s funding status; and (d) allegedly improperly recognizirig certain Plan investment losses. The City and
the Board denied each of these allegations and have vigorously defended their actions in court.

The Court dismissed the action against the Director of Finance and dismissed the claim against the Board of Trustees with
regard to miscalculating retiree increases for the 2005, 2006 and 2007 fiscal years, deciding that the latter was a State law
claim, not a Federal law claim. The Court deferred a hearing on the remaining claims against the Board of Trustees pending
its decision with regard to the allegations against the City.

The Court decided that the City did not impair its pension contract with F&P members by enacting the provisions of
Ordinance 10-306, except with regard to the provision terminating the post-retirement variable benefit. The Court found that
the variable benefit that existed prior to the enactment of Ordinance 10-306 was subject to a contract between the City and
F&P’s members and beneficiaries, and certain members and beneficiaries have sustained a substantial impairment of their
contractual rights as a result of the ordinance’s termination thereof. At a third phase of the trial which is scheduled to take
place in February, 2012, the Court will decide whether the City’s termination of the variable benefit was reasonable and
necessary to serve a legitimate public purpose.
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Fire and Police Employees' Retirement System

City of Baltimore, Maryland

NOTES TO BASIC FINANCIAL STATEMENTS

9. Derivatives:

Derivatives are generally defined as an investment contract or security with a value that depends on, or is derived from, the
value of an underlying asset, reference rate or financial index. The F&P has classified the following hedging instruments as

derivatives:

Forward Currency Contracts

Certain F&P investment managers enter into forward currency contracts to manage exposure to fluctuations in foreign
currency exchange rates on portfolio holdings. Those managers also enter into forward exchange contracts to settle future
obligations. A forward exchange contract is a commitment to purchase (payable) or sell (receivable) a foreign currency at a
future date at a negotiated forward rate. Risk associated with such contracts includes movement in the value of a foreign
currency relative to the U.S. dollar. Unrealized gain or loss on forward currency contracts is the difference between the
contract and the closing market value of such contract and is included in the statement of changes in plan net position as net
appreciation/depreciation in fair value of investments. The table below summarizes the market value of foreign currency

contracts as of June 30, 2011.

Currency

Brazil Real
Brazil Real

British Pound Sterling
British Pound Sterling
Canadian Dollar
Canadian Dollar

Chilean Peso

Euro Currency Unit
Euro Currency Unit
Hong Kong Dollar

Israel Shekel

Japenese Yen
Mexican New Peso
New Turkish Lira
Singapore Dollar
Singapore Dollar

Swiss Franc
Swiss Franc

Totals

Forward Foreign Forward Foreign Forward Foreign Forward Foreign
Contracts Cost Contracts Cost Contracts Market _ Contracts
Receivable Payable Value Receivable Market Value Payable

$ 74,874 $ 74,874 $ 74,874 $ 75,169
195,595 195,595 196,379 195,595
13,269,014 13,269,014 13,269,014 13,058,810
3,348,753 3,348,753 3,362,393 3,348,753
1,682,795 1,682,795 1,682,795 1,708,312
8,647 8,647 8,626 8,647
27,609 27,609 27,429 27,609
13,516,772 13,516,772 13,516,776 13,612,579
1,968,130 1,968,130 2,001,760 1,968,130
8,618 8,618 8,617 8,618
6,074 6,074 6,074 6,104
9,429,561 9,429,561 9,429,561 9,390,689
51,470 51,470 51,470 51,749
22,695 22,695 22,695 22,716
7,393 7,393 7,393 7417
111,309 111,309 112,142 111,309
2,195,353 2,195,353 2,195,353 2,190,810
31,010 31,010 30,619 31,010
$ 45,955,672 $ 45,955,672 $ 46,003,970 $ 45,824,026
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

1. Ordinance 03-576 of 2003 provided amendments and clarifications to the plan provisions that affect current and future
active members. The ordinance clarified the provisions regarding service credit while members are on military leave of
absence to conform to federal and state laws. The improvements amended or added provisions to allow certain
members to purchase previous service credits lost due to separation from service, to allow members to purchase up to 6
months of Maryland Police Corps training time for service credit, and to allow members to transfer certain service
credits from former federal and state governmental pension and retirement systems outside the state of Maryland. The
ordinance also placed restrictions on how much service credit can be transferred to the F&P from other qualified plans
based on whether the service was in a uniformed position or civilian position. In addition, the ordinance added
restrictions to the service retirement requirements and to the eligibility requirements to enter the Deferred Retirement
Option Plan for members who enter the F&P on or after July 1, 2003, and required a minimum of ten years of service as
a member of the F&P and as an employee paid by the Mayor and City Council of Baltimore. The ordinance did not
have a material financial impact on the System.

2. Preceding the preparation of the June 30, 2005 Actuarial Valuation Report, the System’s actuary performed an Actuarial
Experience Study for the three year period ended June 30, 2005. As a result of the Experience Study, the Board of
Trustees adopted changes in actuarial assumptions which included increases to the salary scale for most ages, reductions
to pre-retirement and post-retirement mortality rates, increases to withdraw rates for members under age 50, decreases to
withdraw rates for members over age 50, reductions to non-line-of-duty disability rates for members age 40 and above,
increases to line-of-duty disability rates for ages 44 and below, an increase to the DROP participation rate, and changes
to both DROP and non-DROP retirement rates. These assumption changes, which were incorporated into the June 30,
2005 actuarial valuation, increased the actuarial accrued liability $39.5 million. The Board approved utilization of
$34.3 million of excess investment earnings to reduce the increase in the unfunded accrued liability.

3. A plan provision that required that excess earnings be credited and deficit earnings be charged to certain actuarial
reserves expired on June 30, 2005. The purpose of the reserves, established June 30, 1996, was to segregate excess
positive earnings that could then be utilized by the City to reduce its required employer contributions to the plan and by
the plan membership to “purchase” benefit improvements. The reserves were initially utilized for those two purposes.
Subsequently, however, because of the downturn in the global equity markets in fiscal years 2001 through 2003, the
reserves have instead accumulated net deficit earnings of $412.8 million as of June 30, 2005. The plan provision
requires that the Board of Trustees apply the deficit in the reserves in accordance with an appropriate asset valuation
method. The City Administration requested that a 10-year amortization of the accumulated net deficit be utilized. It is
expected that the City’s employer contributions to the plan will substantially increase in future years due to this
deficiency.

4. Ordinance 10-306, signed by the Mayor on June 22, 2010, provided amendments and clarifications to the plan that
affect current and future members and retirees. The Ordinance, which was clarified by Ordinance 10-357 and signed
by the Mayor on August 10, 2010: (1) modified the plan’s variable post-retirement increase benefit provisions by
changing to a guaranteed, fixed increase: 1% for eligible retirees and beneficiaries aged 55 to 64 who have been
receiving periodic benefit payments for 2 or more years as of June 30, 2011, beginning in January 2012; and 2% for
eligible retirees and beneficiaries aged 65 and older and for 100% line-of-duty disability retirees and their
beneficiaries who have been receiving periodic benefit payments for 2 or more years as of June 30, 2010, beginning
in January 2011; and no increases for retirees less than 55 years of age; (2) changed the age and service requirements
for a normal service retirement benefit for all non-grandfathered members (members who, as of June 30, 2010, did
not meet the eligibility requirements for a service retirement benefit or had fewer than 15 years of service) to the
earlier of 25 years of service or age 55, with at least 15 years of service as an F&P member; (3) established a new
early service retirement benefit for non-grandfathered members by allowing members who are not eligible for the
new normal service retirement to retire at or after their former retirement eligibility date and receive a reduced early
retirement benefit; (4) changed the definition of “average final compensation” for non-grandfathered members to
mean a member’s salary over 36 consecutive months during which pay was highest; (5) increased DROP 2 eligibility
to 25 years of service as a contributing F&P member for non-grandfathered members with less than 15 years of
service as of June 30, 2010; (6) increased the percentage of compensation contributable by all members to 7%
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

effective July 1, 2010; 8% effective July 1, 2011; 9% effective July 1, 2012; and 10% effective July 1, 2013; (7)
reduced interest paid by the plan on withdrawal of accumulated contributions and lump-sum death benefits from
5.5% to 3.0% for all members; (8) reduced interest paid by the plan on DROP 2 accounts from 5.5% to 3.0% for
members with less than 15 years of service; (9) established a new minimum annual benefit of $16,000 payable to
spousal beneficiaries of sworn members who, before August 1, 1996, retired or died in service with 20 or more years
of service; (10) allowed pre-employment military service to be used to satisfy eligibility for a normal service, DROP,
or DROP 2 retirement for all members; (11) lowered the plan’s long-term investment earnings assumption from
8.25% to 8.0%; and (12) expanded the plan’s Board of Trustees to add the City’s Director of Finance and a third
Mayoral appointee and established new professional qualifications for the Mayoral appointees.

Due to the aforementioned plan changes, the June 30, 2009 actuarial valuation report was revised. The actuarial
accrued liability was reduced by $88.8 million and the fiscal year 2011 employer contribution due July 1, 2010 was
reduced from $101.8 million to $90.6 million.

5. The June 30, 2010, unfunded actuarial liability increased $134.1 million from a revised $374.9 million at June 30,
2009, due to the above noted changes in plan provisions, to $509.0 million mainly due to the recognition of prior
year investment losses.

6. Ordinance 11-444, signed by the Mayor on May 19, 2011, established a new minimum annual benefit of $16,000
payable to spousal beneficiaries of sworn members who, before August 1, 1996, retired on account of a Line-of-Duty
Disability with less than 20 years of service. The unfunded actuarial liability increased $49.6 million to $558.6
million at June 30, 2011; the increase included $5.6 million due to the minimum benefit improvement which is to
commence in January 2012.

43



Fire and Police Employees' Retirement System

City of Baltimore, Maryland

SCHEDULE OF ADMINISTRATIVE EXPENSES

For the Year Ended June 30, 2011

Salaries and Wages:
Permanent full-time salaries
Overtime
Total Salaries and Wages

Other Personnel Costs:
Medical insurance and health care
Retirement
Social security
Other employee benefits
Total Other Personnel Costs

Contractual Services:
Legal Fees
Technology systems support
Lease payments
Retirement payroll processing
Actuarial services
Other professional services
Equipment rental
Financial audit fees
Postage
Telephone systems
Dues and publications
Printing
Trustee education
Board meeting expense
Equipment maintenance
Staff training
Total Contractual Services

Depreciation expense
Office supplies
Computer equipment
Office furniture

Total Administrative Expenses

$ 1,250,362
12,417

168,840
96,795
91,940
15,221

891,658
635,959
242,512
229,590
132,984
79,945
37,211
36,400
27,660
20,041
16,773
14,729
13,268
10,650
7,305
7,052

$ 1,262,779

372,796

2,403,737
181,025
19,332
1,795

289

$ 4,241,753



Fire and Police Employees' Retirement System

City of Baltimore, Maryland

SCHEDULE OF INVESTMENT EXPENSES
SCHEDULE OF PAYMENTS TO CONSULTANTS

For the Year Ended June 30, 2011

Investment Expenses
Investment management fees
Investment consultant fees
Custodial fees
Securities lending fees

Total Investment Expenses

Firm
Venable, LLP
TeleCommunication Systems
Magothy Technology
Digicon Corporation
Mercer

Baltimore City Department of Audits

Total Paid to Consultants

Schedule of Investment Expenses

$7.470,130

$8,095,892

Schedule of Payments to Consultants

$871,440

$1,535,477

Fees

287,500
188,082
150,180

Fees

210,272
146,677
137,704
132,984

36,400

Nature of Service

Legal fees

Technology systems support
Technology systems support
Technology systems support
Actuarial services

Financial audit

Note: A schedule of fees and commissions is also illustrated in the Investment Section on page 59.
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