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@ Padgett Stratemann

Independent Auditors’ Report

To the Pension Board of Trustees
Firemen’s Relief and Retirement Fund
McAllen, Texas

We have audited the accompanying statement of plan net assets of the Firemen’s Relief and Retirement
Fund (the “Plan”}, a fiduciary fund of the City of McAllen, Texas, as of September 30, 2012, and the
related statement of changes in plan net assets for the year then ended. These financial statements are
the responsibility of the management of the Plan. Our responsibility is to express an opinion on these
financial statements hased on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable tc 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., An audit includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the Plan’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supparting the amounts and disclosures in the financial statements, 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.

As discussed in Note 1, the financial statements present only the financial position of the Firemen'’s
Relief and Retirement Fund, a fiduciary fund of the City of McAllen, Texas and are not intended to, and
do not, present fairly, the financial position or changes in financial position of the City of McAllen, Texas.
They do not purport to, and do not, present the financial position of the City of McAllen, Texas as of
September 30, 2012, and the changes in financial position for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net
assets of the Plan as of September 30, 2012, and changes in its plan net assets for the year then ended,
in conformity with accounting principles generally accepted in the United States of America.

in accordance with Government Auditing Stondards, we have also issued our report dated March 27,
2013, on our consideration of the Plan’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
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internal control over financial reporting or on compliance. That report i3 an integral part of an audit
performed in accordance with Government Auditing Stondords and should he ¢onsidered in assessing
the results of our sudit,

Accounting principles generally accepted in the United States of America require that the Manasgement’s
Discussion and Analysis, Schedule of Funding Progress {Unaudited}, Schedule of Employer Contributions
{Unaudited}, and Notes 10 Schedule of Funding Progress and Emptoyer Contributions {Unaudited), as
listed in the tahle of comtents, be presented 1o supplement the basic financial statements,  Such
information, aithough not 2 pert of the basic financial statemeants, is requirgd by the Governmental
Actourting Stangdards Board, who consfders i 1o be an essential part of financis! eeporting for placing
the basic financial statements in an approprizte operational, economin, or historical contexi. We have
applied certain limited procedures fo the required supplementary information in acoordance with
auditing stendarids generally accepted in the United States of Americs, which consisled of inguiries of
management ashouw! the methods of preparing the informatinn and comparing the information for
consistency with managament’s responses 1o our inguirles, the basic financie! siatements, and other
knowiedge we oblained dudng our audi of the basie finangial statements. We do nol express an
opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficlent evidence tn express an oplnion or provide any assurance,

f
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The following is management’s discussion and analysis of the fnancial performance of the
Firernen's Rehel and Retirement Fund the Plan™) of MceAllen, Texas. It 15 presented as a
narralive overview and analysis for the purpose of assisting the reader with imerpreting key
elements of the financial statements, notes o the financial statements, and required supplementary

information.
OVERVIEW OF THE FINANCIAL STATEMENTS
Management’s discussion and analysis is imended 10 serve as an introduction 1o the Flan basic

financial datements, fogether with the related notes 1o the financial Stalements, reguired
supplemental information, and the supporting schedules, all of which are described below:

Fupd Financial Statemeants:

Statement of Plan Net Assets - This statement reports |
the Plan asscts, liabilities, and resultant net assets held
in trust {or pension benefits. This statement should be
read with the undersianding that it discloses the Plan's
financial position on September 30, 2012, '

Statement of Changes in Plan Net Assets — This

vears, categonically disclosing the additions o and
geductions from plan net assets, The net increase 1o
plan assets on this statement support the change in net
assets held in trust for pension benefits on the Siatement
of Plan Net Assets.

Notes to the Financial Statements: 268 009 810 Ml 1812

The financial statement noles provide  additonal
information that s essential 10 a2 full understanding of

the date provided in the fund financial statements. investments and administrative

expenses

!
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Firemen’s Relief and Retirement Fund
of McAllen, Texas
Management’s Discussion and Analysis
September 30, 2012

THE PLAN FINANCIAL ANALYSIS

The plan provides retirement benefits to essentially all eligible firefighter employees.  These
benefits are funded through member contributions, employer contributions, and earnings on
investments. Total net assets held in trust for pension benefits at September 30, 2012 amounted 1o
$38.306,011.

Additions to Plan Nef Assets

Additions 0 the Plan net assets held in trust for pension benefits include contributions from
emplovees and emiployer, less an investment loss. Ermployee contributions totaled $1,027,430 and
employer contributions amounted to $1,287,288. The Plan recognized a net investroent gain of
$5.952,478. This net investment gain was attributable fo a combination of the following: 2 market
appreciation of $6,064,633; interest and dividends of the porifolio in the amount of $1,613,874:;
loss in the disposition of investments during the vear amounting to $872,929; and investment
management expenses in the amount of $253,100,

Additions 1o Met Assets 2012 2011

Employee contibutions % 1,027430 8 G85,340
Emplaver contributions 1,287,288 1,234,674
Net invesiment income(loss) 5,652,478 (1,046,095)
Total additions $ 3,267,196 § 1,173,919

Deductions From Plan Net Asseis

Deductions from the Plan net assets held in trust for pension benefits are comprised primanly of
retirement benefit payments to the Plan retirees, survivors, and beneficiaries.  Administrative
expenses and refunds of contributions are also included as deductions. For 2012, benefit payments
to retirees, survivors, and beneficiaries amounted to $2,001,400. The administrative expenses
amounted to $28,686; and refunds o terminated employees-$108.237 and drop distribution-
$249,432. This combined amount iotaled $357,669. Normal monthly payments to pensioners
continue to increase. Three retirees were added dunng the year, which will add approxirately
$97.556 in additionat benefits,



Firemen's Relief and Retirement Fund

of McAllen, Texas
Management’s Discussion and Analysis

September 30, 2012
Deduetions From *\zz;f Asstls 2312 381
Benetit paymenis § 2001400 $ 1,851 848
Refund fo termimaied employees 357,669 381,353
Administrative expenses 28,688 13978
Total deductions $ 2387753 & 2341371

Fnvestrneniy

During the year, an iniemational equity mongy manager was replaced within the same category by
another money manager. Total investments amounted to 335,241,999 at September 34, 2012, The
estimated rate of returmn of the Plan was approximately 18.3% for the current vear. For the vear, the
fund exceeded its senuarial rate of return of § percent by 10.3 percent.  The Plan’s board of trustees
and its consuliant remain confident in the long-fermn potential of the portfolio to deliver upon the
desired results of perfotmance in excess of the actuanial requirement with approprnate levels of risk.
The approach has served the Plan well historically and sees no reason to beligve 3t is not atiainable
going forward.

The following table represents the fair value of invesiments of the Plan,

2 ey
Cash equivalenis 5 253188 3 327488
Accred interest recelvable iie 127 106,023
LS. pvemnment securilis 34886712 3,602993
Corporate bonds and eguitiey 2E.149 033 24,943 028
Hedge Rinds 2407 204 3337038
Toal assers ¥ 38308314 § 32476570

A

REQUESTS FOR INFORMATION

This Annual Financia! Report is designed 1o provide a general overview of the Firemen's Relief and
Retirement Fund of McAllen, Texas finances for intergsied parties. Questions concerning any of
the information grovided hemin, or requests for additiona) financial information, should be
addressed ta Firemmen's Relief and Retirement Fund of McAllen, Texas, PO, Box 220, McAlen,
Texas T8505-0220.
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Firemen’s Relief and Retirement Fund
of McAllen, Texas

Statement of Plan Net Assels

September 30, 2012
Assels:
Cash and cash equivalents $ 2,950,188
Accrued interest receivable 116,127
fnvestments af faic value:
.8, government seourities 3489672
{Corporate bonds and equities 18,149,013
Hedgefunds 3.603.294
Total aswis IRIS08.114
Liabilities:
Accounts payable 2,303
Totad habilities 2,303

Net assets held in trust for pension
benefits L 38306011

The accompanying notes are an imegral part of these statements



Firemen’s Relief and Retirement Fund
of McAllen, Texas

Statement of Changes in Plan Net Assets
Year Ended September 30, 2012

Additions to net assets attnbuted to:
Contributions:
Members
Employer
Total contributions
[nvestment income:
Appreciation in fair value of investments
Loss on sale of investments
Interest and dividends
Less investment expense
Net investment gain
Total additions
Deductions from net assets attributed to:
Benefits paid directly to participants or beneficiaries
Refunds to terminated employees
Administrative expense
Total deductions

Net increase

Net assets held in trust for pension benefits
at beginning of year

Net assets held in trust for pension benefits
atend of year

The accompanying notes are an integral part of these statements.

1,027,430
1,287,288

2,314,718

6,064,633
(872,929)
1,013,874

6,205,578
253,100

5,952,478

8,267,196

2,001,400
357,669
28,686

2,387,755

5,879,441

32,426,570

338,306,011







Firemen’s Relief and Retirement Fund
of McAllen, Texas

Notes to Financial Statements

September 30, 2012

f.  Plao Description

The provisions of Fiuemen’s Relief and Retirement Fund of McAllen, Texas (the “Plan™) are
authorized by the Texas Local Fire Fighters’ Retirement Act (“TLFFRA™). The following brief
description of the Plan is provided for general information purposes only. The Plan agreement should
be referred to for more complete information. The Plan has an actuarial valuation performed bienntally
in accordance with Governmental Accounting Standards Board (‘GASB”) Statement No. 23,
Financial Reporting for Defined Benefii Pension Plans and Note Disclosures for Defined Contribution
Plans and Statement No. 27, Accounting jor Pensions by State and Local Government Employers. The
most recent actuanal valuation was performed as of September 30, 2010,

Reporting Entity

The plan is sponsored by the City of McAllen, Texas (the “City™). The Plan does not report to, and
does not, present the financial position of changes 1 {inancial position of the City as of any time or for
any period. The Plan meets the criteria of a “fiduciary fund” of ihe Cify as established by GASB, and
certain information regarding the Plan is included in the City’s financial statements.

Plan Membership

The Pension Board of Trustees is the administrator of the Plan, which consists of current and former
fire fighters of the City of McAllen, Texas (the “City”), as well as certain beneficiaries of current and
former fire fighters. The City is the only contributing employer. The fire fighters covered by the Plan
atso coninbute to the Plan. The types of employees covered, as well as Plan membership data, are as
follows:

| As of the most recent actuarial
{ valuation date September 30, 2010

-Mummber of patlivipants; .
Actives below assumed retirement age e 148
Actives at or above assumed retirement age ' 14
Retirees and beneficiarizs entitled to bengfits 77
Retirees and beneficiaries entitled to, but not vet| 4

“réceiving beénefits




Firemen’s Relief and Retirement Fund
of McAllen, Texas

Notes to Financial Statements

September 30, 2012

L. Plan Description (continued)
Plan Benefits
Service Retirement Benefits

A member is eligible for service retirement upon completion of 20 years of service and attainment of
age 50. A member who retires under the service retirement provisions of the fund will receive a
monthly benefit equal to the sum of (a), (b), and (c) where: (a) equals to 2.9 percent of the member’s
average monthly compensation multiplied by the member’s whole years and months of service not in
excess of 20 years and (b) equals the greater of 2.9 percent of the member’s average monthly salary, or
$58.00 per month for each of the member’s 21* and 22™ years of service, and (c) equals $58.00 per
month for each year of service in excess of 22 years.

Disability Benefits

An active member who becomes disabled as defined in the plan will receive a monthly disability
benefit. Separate disability benefits are provided for duty-related and off-duty disabilities. Disability
benefits are payable in the same joint-and-survivor form as service retirement benefits, FHowever,
disability benefits stop if the member recovers to the point that he no longer meets the definition of
disability under the fund. If the total monthly amount a disabled member receives from (a) the fund, (b)
workers compensation, and (¢) the City of McAllen, exceeds the member’s monthly rate of pay as of his
date of disability, the amount payable from the fund will be reduced so that the member’s benefit from
all three sources. combined, does not exceed such rate of pay.

Death Berefils

Duty-related death benefits, payable to a member's spouse for as long as she is living, equal the sum of
(a) 38.67% of the member’s average monthly salary, (b) plus two-thirds of any additional service
benefit earned by the member as of the date of his death. The widow’s benefit is payable for life, but it
ceases upon remarriage. Effective January 1, 2006 the widowed spouse of a member who completed
10 or more years of service prior to his death will have her death benefit payments terminated in the
event of her remarriage. In the addition to the above widow's benefit, each unmarried child of the
member will receive a monthly benefit of 7.73 percent of the fire fighter’s average monthly salary.
Orphan benefits continue until the child reaches age 18. However, benefits will continue until age 22
for a child who is full-time student. If the member’s widow dies or remarries, or if the member has no
spouse on the date of his death, each eligible orphan will receive a monthly benefit of 15.47 percent of
the member’s average monthly salary. Orphan benefits are continued for life to disabled children. The
total of all benefits paid as a result of the death of an active fund member may not exceed the disability

-12-



Firemen's Helief and Retivement Fund
of Mcallen, Texas

Notes to Financial Statements

Seplember 30, 2012

i. Flan Description {continued)
Dewth Benedits (coniinued)

or retirernent benefits such membser had earned as of the date of his death. The 1otal of all benefits paid
as a result of the death of a retired member may not exceed the retirement benefit the mermber was
receiving as of the date of his death. Benefits are reduced pro rata, if necessary, in order to satisfy these
limitatioms.

Termination Benefiis

Members who terminate employment with less than 10 years of service will be entitled to the return of
the excess of ther conteibutions (© the fund over the amount of any benefits they have received from
the Plan. Such refunds will not include any interest on the members’ contributions. M members
terminate on or after the date they have completed 10 years of servics but prior to the date they
complete 20 years of service, they will be entitled to recetve a monthly benefit, starting on the date they
would have both completed 20 years of service and atiained age 50, had they remained in the service of
the fire department. The amount the members will receive will equal the monthly service retivement
benefit they had accumulated on the date they separsted from service with the fire depariment,
mulfiphied by the vested percendage of the menmbers.

The Deferved Retirement Option Plan [DROP)

A member is eligible o receive his benefits under the plan’s DROP provision affer be has both
completed 2 years of services and aitained age 33, The election to participate in the DROP may be
made at the time the member elects w retive. The monthly relirement come payable to a member
whe retires under the DROP will equal his service retivement benefits under the plan hased on average
monthly salwry and yvears of service as of the member’s DROP Eligibility Date. The member's benefit
witl be calculated, however using the benefit formulz in effect op the member's actusl date of
retirement. A members DROP Ehgibility Date 15 the later of {8} the date the member meets the
eligibility requirements for the DROP or (b} the date which i3 two years prior to the member's actual
retirement date:  Upon retirement, the member will recetve—in gddition (o his monthly retirement
benefit—a single payroent equal to the sum ofr {8 the toml of the monthly retirement benelits the
member would have received between hig DROP Eligibility Date and the time he retired under the
plan, and (b} the amount of monthly contributions that the member hag made 1o the fund between his
DROP Eligibslity Date and the me he retived under the plan,



Firemen’s Relief and Retirement Fund
of McAllen, Texas

Notes to Financial Statements
Seplember 30, 2012
2. Summary of Significant Accounting Policies and Plan Asset Matters
Orpanization

The Plan was preated pursuant fo the TLFFRA. The Plan provides pension, disability, death, and
severance veneflis to employees of the Chy's fire department and {ormer volunteer firemen eligible o
receive benelits pursuant to a single-employer defined benefit pension plan.

Basis of Accounting

The Dnancial statements are prepared in conformity with secounting principles generally accepted in
the United States of America for local governmental units as prescribed by the GARB. The financial
statements are prepared using the accrual basis of accounting.  Employee and employer coniributions
are vecogrized as revenues in the period in which employee services are performed. Benefits and
refunds are recognized when due and payable in accordance with the tenms of the Plan.

Cash Eguivalents

For purposes of the statements of plan nel assets, shori-term, highly liquid nvestments are considered
vash equivalents,

Valaation of Plan Investments

The Plan's investments are stafed ar fair value and, accordingly, unrealized appreciation and
depreciation are reported in the statement of changes in plan assets. The fair value of money market
fands is considered to be the same as the cost of these investments due to their nature. The fair value
of common stocks and foreign equities are based on guoted market prices. The fair value of United
States Government securities and corporate and foreign bonds are based on quotes from broker dealers.
The Plan values investments in hedge funds based on its percentage wmvestment in each such fund.
The estimated fair value of each fund is based on market conditions and information reported by the
fund manager, and is generally based on the estimated fair value of each funds’ undertying investments
at the end of the reporting period.

Purchases and sales of investments are recorded on a uade-date basts and, accordingly, the related
receivables and pavables for any unsettled trades are recorded.  Interest income and dividends are

recorded on the acorual basis.
Feoderat income Fax

The Plan s exemipt from federal income tax pursuant o applicable regulations.



Firemen’s Relief and Retirement Fund
of MeAlen, Texas

Notes 1o Financial Statemenis

Septernber 3G, 2012
2. Sommary of Sigoificant Acconnting Policies and Plan Asset Matters (continued)

Estimutes

The preparation of financial statements in confornity with accounting principles generally accepted in
the United States of America requires the Plan administrator 1o make estinmtes and assumptions that
affect certain reporied amounts and disclosures,  Accordingly, actual results may differ from those
estimaies,

3 Fiduciary Fund of the City of McAllen, Texas

Due to the level of oversight responsibility exercised, the Plan is included in the Ciny’s basic financlal
staterneots in the fiduciary fund section, Certain admemistrative functions are performed for the Plan by
the Caty ai no ¢ost

4. Funding Status and Progress

For 2012, the Uity’s annual pension cosd was equal o the Tity's aciugl and required contribotions. The
reguired contribution was established as part of the September 30, 2010 actuarial valuation using the entry-
age actusrial cost methed.  The actuarial assumptions included (1) 8% invesiment rale of retum,
compaurnded annually (b) projected salary moreases of 4.23% per year, compounded annually, (¢} inflation
rate of 3.00% and {d) the amortization period (s caleulated from the mate contributed by the City, The
investment tate of return and the projected salary increases both used the same sssumptions with regard @
inflation.  The actuacial value of assets was determined using the smoothed market value technigue, a
technique that smoothes the effect of short-lerm volatility in the market value over 2 Tour-year period. the
unfunded actuanal liability is being amortized as a Jevel percentage of projected pavrolis on an open basis,
The rermaining amortization pericd at September 30, 2010 was 396 years. The amounts of the acluarial
value of ggsets represent estimates based upon the assurmptions described above. Changes in those
estimates will result in changes in such estimates in the future. The amount of benefits ultimately to be
paid could differ materially from the current estimates, The table in the following page reflects the funding
progress of the Plan,



Firemen’'s Relief and Retirement Fund
of McAllen, Texas

Nuotes to Financial Staterments
September 30, 2012

Schedule of sctuarial Funding Progress

Actparial Valuation Daie {930/140
Agtugnal cost method Entry Ape Normal
Amonizion method Level Percent of Projected Pavroll
Remaimng amorization penod 3946 Years open period
Asset valuation method Syr Smooth Market Value
Aciuarial sssumptions
inwstment rate of rern 8%
Projected salary preases -
includes infiminn at 4.735%
cosio Biving adjusments None
Infiation ;e 9%
Actwrizg velue ofassets (U udied) 536651 357
Acturigl acered Habilidy (Unaudited) S31883.906
Poregrgape funded TLI

Uinfurded acruarial agorued
lighility UIAALY £14914 545

Anntal covered payroll S8,996407

LA AL asa percentage of covered
payroil 165 8%
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Firemen’s Relief and Retirement Fund
of McAllen, Texas

Notes to Financial Statements
September 30, 2612

Actusrial valuations of an ongoing plan involve estimaies of the valug of reported amounts and
assumplions about the profilability of ocourrence of events far into the fulure.  Examples include
asswmptions abour future mtes of retivement, mortallty, and salary increases.  Actuarially detenmnined
amounts are subject to continual Tevision as actual results are compared with past expeclations and new
estimates are made about the flure. The Schedule of Funding Progress (unaudited), presented as required
supplementary  information following the notes (o financial statermenis, presents multi-year trend
information about whether the actuarial values of plan assets are increasing ar decreasing over time relative
o the actuarial accrued labitities for beneflts. The sccompanying Schedule of Employer Contributions
{unaudited) presemis trend information about the amount contributed fo the Plan by the emplover in
gomparison 1o the annual required contributions ("ARC”), an amount that {5 actuarially determined. The
ARC represents a level of funding that, if paid on an ongoing basis, is projected 10 cover normal cost for
each year and amoriize any unfunded actuarial liabiliies (or funding excess) over 4 period ool o exceed 30
years.

Frojections of benefits for financial reporting purposes are based on the substaniive Plan (the Plan as
urdersiood by the emplover and Plan members) and include the types of benefits provided at the time of
each valuation and the historical patlen of sharing of benefit costs between the smployer and Plan
members (o that point. The actuarial methods and assumptions used inchude weohnigues that are designed
1o redduce the effects of short-term volatility in actusrigl scorued lisbilities and the actuanial value of assely,
consistent with the long-term perspeciive of the calculations. The actuarial methods are noled above and
in the Notes 1o Schedules of Funding Progress and Emplover Contributions.

5. Benefits

Benefit provisions are established under authority of the TLFFRA.  Speaific plan provisions are
governed by a Plan document and a trust agreement executed by the Board of Trustees. The Plan
document may be amended a8 provided in dection 7 of the Texas Fire Fighters’ Retirement Acl
{Ariicle 8243¢. V.T.C8.). Amending the Plan requires approval of any proposed change by an eligible
actuary and a majority of the panicipating members of the Plan. Both the City and the members of the
Plan have specific authorily 10 appoint members of the Board of Trustees under the TLFFRA.

b Cootributions

The Plan’s mintmum required contribution provisions are estabhshed under Tile 8§, Subtitle A,
Chapter 802, Subchapier B, Section 802,101 of the Texas Government Code and under Texas Pension
Review Board Guidelines for Acuarial Soundness. Specific Plan coninbution rates are governed by
the Plan document. Changes in the members’ or the Cliy's contribution rate requires a plan

aynendment.



Firemen’s Relief and Retirement Fund
of McAllen, Texas

WNotes to Financial Statemenis
September 30, 2012

6. (Contributions — confinuved)

The contribution rates of the Plan members and the City are established under the terms of the Plan, An
actuarial valuation is performed biennially to verify that Plan benefits and Plan contributions are in
balance. Costs of administering the fund are paid from Plan assets.

Pursuant to the Plan document, a legal instrument binding both the City and its firefighters, the City of
MeAlen is reguired to maich emplovee contributions. Benefits paid 1o former volunieer firefighters are
funded by the City when paid to the former volunteer firefighters or beneficiaries. The City’s contribution
rate for the fiscal year ended September 30, 2012 was 12.5% of annual compensation. Contributions
required and paid into the fund as of September 30, 2012 were $1,027.430 (members) and $1,284,288
{employer) and $3,000 (100%) of volunteers’ disbursement,

7. Deposits With Financial Institutions and Investments

The deposits and tnvestments of the Plan are held separately from those of the City. The TLFFRA
authorizes the Plan to invest in:

e Obligations and securities of the United States, the state of Texas, or any county, city, or other
political subdivision of the state of Texas;

@ Savings and loan association accounts tnsured by the Federal Deposit Insurance Corporation;
& First lien real estate mortgage securities insured by the Federal Housing Administration;

@ Corporate bonds and stocks;

¢ Guaranteed investment contracts offered by insurance companies,

¢ Money market funds;

e Mutual funds and other pooled funds; and

# International stocks traded as American Depository Receipts;

e Derivatives; and

¢ ledge funds.

-1i8-



Firemen's Relief and Retirement Fund
of McAllen, Texas

Notes to Fmancial Statements

September 30, 2012

Favesiments
Investments at fair value as of September 30, 2012 are as follows:

Investment Policy of

Asgse
Fair Value % of Portiolio Allotation

Equities:

Domestic $ 16,517,100 46.87% 30-60%

[ntarnational 3,273,077 G,29% 10-30%

Total equities 19992 V17
Fixed incomes:

Treasury and agency securities 916,915

Carporate bonds 2,928,613

Tatal fixed ingome 11,846,528 13814 2505
Hedge funds 3603294 0.23% - 2%
Taigl nvestment portfglio ¥ 35341990 HG6.00%

Because of the complexity of the portfolio, the Board of Trusices uses a consultant o provide the
guidance 1o accomplish the Plan’s objectives. The Board also understands that refum objectives can be
achieved while assuming “market” volatility. The Board iz willing 1o forgo potential return in sirong
markels in retumn for protection against » severe decline during weak penods.

Concenirgiton of credit rish. As noted i the above schedule, none of the sectors exceed theic
perceninge of asset allocation.  The Plan is diversilied; with no one tssue exceeding 5%. Under
normar market conditions, the portfolio can be Bowdated within one 0 two days i so desirad. Hadge
funds can only be hiquidated quarterly,

imferest rate visk, Only the fixed income securities of the Plan are subject 1o interest mte risk due to the
possibility that prevailing interest rales could change belore the securities reach maturity. Securities that
are subect 1o inferest rate risk as of Septermber 30, 2012 amount 1o $6,205 448 and have weighted-average
duration of £.64 vears. Durations is defined as the change in the value of a fixed mcome seourily that wil]



Firemen's Relief and Retirement Fund
of McAllen, Texas

Notes to Financial Statements
September 30, 2012

resuit from a 1% change in interest rates. Duration is stated in years. For example, five year duration
means the bond will decrease in value by 5% if interest rates rise 1% and increase in value by 5% if interest
raies fall 1%. The invesiment policy is silent on the subject of interest risk. Securities that are subject to

interest rale risk are shown in the following table.
Weighted-Average

Percentage Duration

Invesiment Type Fair Value of Towal (Years}
Corporaie bonds $ 797,327 12.85% 5.69
Gavernmen! agencies 1,767 0.03% 2.34
Government bonds 5.394,.584 86.33%% 6.78
Sovermment Mortgage Back Securities 266 0.02% 3.73
Supranationals 10,802 0.17% 3.05
Municipais & Derivatives 2 0.00% -(3.49
Totwml fixed income investments ¥ 6205448 100.00% 5.64

Credit risk. Using Standard and Poor’s rating systern for fixed income securities as of September 30,
20172 the Plan’s fixed wcome nvestiments were rated as noted below, The investment policy is silent
on the subject of credit risk,

Percentage S&P
Fair Value of Total Hating
8 24,782 0.40% AAA
61,832 1.00% AA
335,856 5.41% A
2 861 483 45.11% BBB
1 478,639 23.83% BB
1,155,860 18.63% B
14,288 0.23% cce
272,708 4.39% Not rated
Tok! fixed income investments § 62035448 100.00%

Foreign currency risk. The Plan has two equity investment managers that have direct foreign currency
exposure. The investment policy is silent on the subject of foreign currency risk, The table that follows
represents a summary of the country/currency allocations as of September 30, 2012.
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Peroeniage
Country Fair Vahee af Towml

Bravii % 127,802 320%
anada F47 464 4.50%
Ching 255,683 7805
Penmark 98,309 3005
Europe {forwards) 1357 (3.034%
Frame 232665 7.10%
{iermany 412,898 12.61%
Hong Kong 68,816 2.10%
lrgtand T3.310 2.30%
Israsl 104,863 3.20%
lapan 291,650 R.91%
Mexico 435,878 .40%
Matherlands 75,310 2.30%
Russia 16,385 0.50%
South Korea 91,755 2.80%
Sweden 88,478 2.70%
Switzerland 252,326 7.70%
tinttad Siates 150,740 4 601%
United Kingdom 737118 2251%
Towmle $ 3275077 1005694

8. Risks and Uncertainties

The Plan invests i various myvestment securilies.  Investment securilics are exposed fo various risks
such as iriterest rate, market rate, and oredit visks, Due o the level of risk associated with certamn
mvestment secieiiies, 31 s at teast reasorably possible that changes in the value of invesiment seourities
will accnr o the near ierm and those changes could materially alffegt the amounts reporied in the
statements of plan net assels.

Plan contributions are made and the actuanal present value of accumulated plan benefits are reported
based on certain assumptions pertainitg to interest rates, inflation rates, and employee demographics,
all of which are subject © change. Due o uncertainiies inherent in e estimations and assumptions
proess, i s at least reasonably possible that changes in these estimates and assumplions in the near
term would be material (o the Bnancial siaterments,
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Firemen’'s Relief and Refirement Fand

of McAllen, Texas
Schedule of Funding Progress
{Unaudited)
(1 {23 {3} 4 {5} {6} 7}
UAAL sz a
Actuarial Uninded Perceatage of
Actuarial Actuarial Acgried AAL Funded Covered
Valuation Value of Liability {“UAAL™) Ratin Covergd Payroll
Date Assets ("AALM {342) [ET¢)) Payroll HEIR LY
September 33, 2610 36631337 315363906 3 14,914,548 Fioi%e § 8998447 153.8%
Semember 30, 3008 34,588,463 43073050 3484,5823 6.7 §,19%.849 127.8%
Septemiber 30, 2806 25226476 Haltn o4 5,233 498 75 6% 6817267 138.4%
Sepiember 30, 2004 25433,339 33.227,7193 7,794,434 76, 5% 5818893 134, 5%
Septernber 30, 2002 21,116,716 28,141,949 7023313 75.0% 3190836 135 1%
Septompber 38, 2080 18,173,763 2LAT6,631 3407 8554 84.2% 4283430 A%

The comparability of trend information is affected by changes in actuarial assumptions, benefit provisions,
actuanal funding methods, accounting policies, and other changes. Those changes usually affect trends in
coninbution requirermnents and in ratios that use UAAL as a faclor. Isclated analysis of the dollar amounts
of actuarial value of assets, UAAL, and onfunded UAAL can be misleading. Expressing the actuarial value
of assets a3 a percentage of the actuanial accrued Hability provides an indication of the Plan’s funding status
an a going concern basis. Analysis of this percenfage over time indicates whether the Plan is becoming
financially stronger or weaker. Generally, the greater this percentage is, the stronger the public employee
retirement sysiem. Trends in UAAL and annual covered payroll are both affected by inflation. Expressing
the UAAL as g percentage of annual covered payroll approximately adjusts for the effvcts of inflation and
aids analysis of the progress made in accurmulating sutlicient assets o pay benefils when due. Generally,

the smaller this percentage is, the stronger the public employee reticement sysiom,



Firemen’s Relief and Retirement Fund
of McAllen, Texas

Notes to Schedule of Funding Progress and Employer Contributions (Unaudited)

Annual

Required Percentage

Year-End Contribution Contributed
September 30, 2003 $ 656,026 100%
September 30, 2004 701,898 100%
September 30, 2005 805,822 100%
September 30, 2006 821,685 100%
September 30, 2008 904 434 100%
September 30, 2010 1,071.252 100%

T oo



Firemen’s Relief and Retirement Fund
of McAllen, Texas

Schedule of Employer Contributions (Unaudited)

Notes to the required supplemental information:

The information presented in the required supplemental information was determined as part of the actuarial
valuations at the dates indicated. Additional information as of the latest actuarial evaluation follows:

Valuation date September 30, 2010

Actuarial cost method Entry-age

Amortization method Level percent of projected payroll
Amortization period 39.6 years open period

Asset valuation method Syr smoothed market value

Actuarial assumptions:

Investment rate of return 8.0%
Projected salary increases 425%
Inflation rate 3.00%

See accompanying independent auditors’ report.
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S&Co.[ Padgett Stratemann

Independent Auditors’ Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance With Government Auditing Standards

To the Pension Board of Trustees
Firemen's Relief and Retirement Fund
McAllen, Texas

We have audited the accompanying statement of plan net assets of the Firemen’s Relief and Retirement
Fund {the “Plan”), a fiduciary fund of the City of McAllen, Texas, as of September 30, 2012, and the
related statement of changes in plan net assets for the year then ended, and have issued our report
thereon dated March 27, 2013. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

internal Control Over Financial Reporting

Management of the Plan is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered the Plan’s internal control cver
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Plan’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Plan’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a contro! does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis.

Our consideration of internal control over financial reporting was for the fimited purpose described in
the first paragraph of this section and was not designed to identify all deficiencles in internal control
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined previously.

SAN ANTONIO AUSTIN

100 N.E. LOGP 410, SUITE 1100 811 BARTON SPRINGS ROAD, SUITE 550 TOLL FREE: 800 879 49866
SAN ANTONIO, TEXAS 78216 AUSTIN, TEXAS 78704 WEB: PADGETT-CPA.CTM
210 828 6281 5124760717
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Plan’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of management, others within the Plan, and
the Pension Board of Trustees, and is not intended to be, and should not be, used by anyone other than
these specified parties.

7%@%#;’5’) LLP

Certified Public Accountants
March 27, 2013
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