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Independent Auditors' Report 

To the Pension Board ofTrustees 
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 "PlanH 

), 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 based on our audit. 

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. 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 supporting 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 fa irly, 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 genera lly 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 Srandards, 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 it s 
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 centrol 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 

Accounting principles generallv accepted in the United States of America require that the Management's 
Discussion and Analysis, Schedule of Funding Progress (Unaudited), Schedule of Employer Contributions 
(Unaudited), and Notes to Schedule of Funding Progress and Employer Contributions (Unaudited), as 
listed in the table of contents, be presented to supplement the basic financial stat~merits. Such 
information, although not a part of the basic financial statements, is required by the Governmental 
AccountiO,g Standards Soard, who consid€rs it to be an essential P<lrt of finanej~1 reporting for placing 
the basic financial statements in an appropriate operational, econorric, or historical context. We have 
appIJed certain Jimited procedtH"€'s to the required supplementary information in accordance With 
auditing standards generaUy accepted in the United States of Amerlca, which consisted of inquiries of 
management about the methods of preparing the information and (Ompariog the information for 
consistency with roanagement's responses to our inquiries, the basic financial statements. and other 
knowiedge we obtained: during our audIt of the basic financial statements We do (lot express an 
opinion or provide (Joy assurance on the Information because the !imited procedures do not provide us 
With sufficient evidence to express an opinion or provide any assurance. 

~~/d)u.f! 
Certified Public Accountants 
March 27, 2013 
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MANAGEME:-lT'S DISCUSSION AND ANALYSIS 

The follovitlng is management's discussion and analysis of the financial performance of the 
Firemen '$ Relief and Retirement fund the (>'Plan") of McAllen, Texas, It lS presented as a 
narrative oven.riew and analysis for the purpose of assisting the reader with inlerpretlng key 
dements of the financial statements, notes to the financial Slalemenls, and required supplemenlary 
information, 

OVERVIEW Of THE FI!"ANCiAL STATEMENTS 

Management's discussion and analysis is intended to 5e(Ve as an introduction to the Plan basic 
financial statements, together with the related noles to the financial statements, required 
supplemental infonnation, and the supporting schedules, ail of which are described below' 

Fund Financial Statements: 

Statement of Plan Net Assets ... This statement reports 
the Plan assets, liabilities, and resultant net aSsets held 
in trust for pension benefits, This statement should be 
read with the understanding that it discloses [he Plan"s 
financiai position on September 30, 2012. 

Statement of Changes in Plan Net Assets - This 
statement reports the rcsuhs of operations during the 
years, catcgoricaUy disclosing the additions to and 
deductions from plan net assets, The net increase to 
plan assets on this statement support the change in net 
assets held in tmst tor pension benefits on 1he Statement 
of Plan Net Assets. 

Notes to tilt Financial Statemclds:: 

The financial statement notes provide, additional 
intormation that is essential to a full understanding of 
the date provided in the fund fInancial statements. 

Investment lklunl$ (2008-1011) 

D% 

:$ Msets (millions) 

luve;.tmeois and administrative 
expenses 
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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 tlust for pension benefits at September 30, 2012 amounted 10 

$38306,011. 

Additions to Plan Nel Assetr 

Additions to the Plan net assets held in trust for pension benefits include contributions from 
employees and employer, less an investment loss. Employee contributions totaled $1,027,430 and 
employer contributions amounted to $1,287,288. The Plan recognized a net investment gain of 
$5.952,478. This net investment gain was attributable to a combination of the following: a market 
appreciation of $6,064,633; interest and dividends of lhe portfolio in the amount of $1,013,874; 
loss in the disposition of Investments during the year amounting to $872,929; and investment 
management expenses in the amount of$253,100. 

Additions to Net Assets 2012 2011 

Employee conti but ions $ \,027,430 S 985,340 

Employer contributions \ ,287,288 1,234,674 

Net investment income(loss} 5,952,478 (1,046,095) 

Total addi[ions $ 8,267,196 $ 1,173,919 

Deductions From Plan Nel Assets 

Deductions from the Plan net assets held in trust for pension beneftts are comprised primarily of 
retirement beneHt 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 $2,00 I ,400. The administrative expenses 
amounted to $28,686; and refunds to tenninated employees---$! 08,237 and drop distribution--­
$249,432. This combined amount totaled $357,669. Nonnal monthly payments to pensioners 
continue to increase. Three retirees were added during the year, which will add approximately 
$97.556il1 additional benefits. 
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:WI::; :Wll 

,Benefit paym('llls $ 2,001,400 ],9"51,8:4! 

Refund 10 terminated employees 357,669 381553 
Adrr_Inistrotive expenses 28,686 1;,978 

Tl)!u! dltduct(ons $ 2,3S7,75:' $ 2,347,371 

]nVf!stmenl$ 

During the year, an international equity money manager \vas replaced within the same category by 
another money manager. Total investments amounted to $35,241,999 at September 30,2012. The 
estimated rate of return of the Plan was approximately 18.3'*/0 for the current year. For the year, the 
fund exceeded its actuarial ratc ofretum of8 percent by 103 percent. The Plan's board of trustees 
and its consultant remain confident in ihe long-term potential of the portfolio to deliver upon the 
desired results of performance in excess of the actuarial requirement \vitll appropnate levels of risk. 
The approach has served the Plan well historically and sees no reason to believe it is not attainable 
going tOJi..vard, 

The following table represems the fair value of investments of the Plan. 

1012 :WU 

Cash equivalents S 2,950,188 S 327.488 
Actrocd interest receiwbJe J \6.127 106,023 

t;,S, gowmment $tturi!ies 3,489,672 3,{i92,')93 

Corporale bonds aOO equiue5 23,149,033 24,943,028 

H(!cge funds 3,603 ')94 3,357 ,038 

TOl<)l MSeJ5 $ 314 S 

REQUESTS FOR I"'FOIL'lIATION 

This Annual Financia! Report is designed to provide a general overview of the Firemen's Reliefand 
Retirement Fund of McAllen, Texas finances for interested panies. Ques.tions concerning any of 
the infonnation provided herein, or requests for additional financial information, should be 
addressed to Firemen'$ Rehef and Retirement Fund of McAllen, Texas, P,O, Box 220, McAHen, 
Texas 78505-0220. 
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Firemen's Relief and Retirement Fund 

of McAllen, Texas 


Statement orPlan Net Assets 


September 30, 1012 


Assets: 

Cash and cash equivalents $ 2,950'[38 
Accrued interest receivable 116,127 
Investments at fair val ue: 

U.S. government securities 3,489,672 
Corporate bonds and equities 28,J49,OJ3 
Hedge hinds ],60],294 

Towl assets 38,308,314 

Liabi!iiies: 

Accounts payable 2,303 

Totalliabilitks 2,303 

~et assets held in trust for pension 
benefits $ 38,306,0 I ! 

The accompanying nof;?s are em inu:gral parI afthese slaJemr?J1/S 



Firemen's Relief and Retirement Fund 
of McAllen, Texas 

Statement of Changes in Plan Net Assets 

Year Ended September ]0, 20 12 

Addit ions to net assets ann buted 10: 

Contributi ons: 
Members 
Employer 

TotaJ contri bUlions 

Investment income: 
Appreciation in fair vaJue ofinvesrments 
Loss on sa le of investments 
Interest and di vidends 

Less in vestmen t expense 

Net investment gain 

Total add itions 

Deductions from net assets an ributed 10: 

Benefits paid directly to participants or beneficiaries 
Refunds to terminated employees 
Administrative expense 

Talai deduct ions 

Net increase 

Net assets held in trust for pension benefits 
at begi nning of year 

Net assets held in lrUst for pension benefits 

at end of year 

$ 	 1,027,4]0 
1,287,288 

2,] 14,7 18 

6,064,6]] 
(872,929) 

1,0 lJ ,874 

6,205 ,578 
253, 100 

5,952,478 


8,267,196 


2,001 ,400 
]57,669 

28,686 

2,387,755 


5,879,441 

]2 ,426,570 

$ 38 ,306,0 11 

The accompanying notes are all integral part o/Ihese statements. 





Firemen's Relief and Retirement Fund 
of McAllen, Texas 

Notes to Financial Statements 

September 30, 2012 

1. Plan Description 

The provisions of firemen'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 geneml infonllation purposes only. The Plan agreement should 
be referred to for more complete information. The Plan ha"i an actuarial valuation perfomlcd bienniaJly 
in accordance with Govenunental Accounting Standards Board ("'GAS8") Statement No. 25, 
Financial Reporting/or Defined Benefit Pension Plans and Nole Disclosures/or Defined Contribution 
Plans and Statement No. 27, Accounting/or Pensions by State and Local Government Employers. The 
most recent actuarial valuation was performed as of September 30, 2010. 

Reporting Entity 

The plan is sponsored by the City of McAllen, Texa<; (the "Cit).."'). The Plan does not report to, and 
does not present the financial position of changes in financial position of the City a<; of any time or for 
any period. The Plan meets the criteria of a "fiduciary fund" of the City 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 (he administrator of the Plan, wh.ich consists of current and fanner 
fire fighters of the City of McAllen, Texas (the "City"), as well as certain beneficiaries of current and 
fonner fire fighters. The City is the only contributing employer. The fire fighters covered by the Plan 
also contribute to the Plan. The types of employees covered, as well as Plan membership data, are as 

Num~!..~f parti~ipanlS: 
······································1··· 

.....Actives below assumed retirement age ~... 
.....:1£~ives at or above assumed retirement agl.:_'_.~ ~!,-t---~ 
Retirees and beneficiaries e ..nt..it...le'Cd'-ct"'o~b'"e"'n":e~fi'"ts'---___+----t_ 
Retirees and beneficiaries entitled to, but not yet 1 

!
receivin benefits 

14 

77 



Firemen's Relief and Retirement Fund 

of McAllen, Texas 

Notes to Financial Statements 

September 30, 2012 

1. Plan Description (continued) 

Plan Bellefits 

Service Retirement Bene./ils 

A member is eligible [or service retirement upon completion 0[20 years of service and anainment of 
age 50. A member who retires under the service retirement provisions of the fund will receive a 
mOnlhly benefit equal to the swn 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 nOI in 
excess 0[20 years and (b) equals the greater of2.9 percent of the member 's average monlhJy saJary, 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 se rvice 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. However, 
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 (c) 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 afpay. 

Dealh Benefits 

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 v.ridow' s benefit is payable for life, but it 
ceases upon remarri age. Effective January I, 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 unmanied child of the 
member will receive a monthly benefit of 7.73 percent of the fire fighter'S average monthly saJary. 
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 ofal! benefits paid as a result of the death ofan active fund member may not exceed the disability 

- 12 ­



Firemen's Relief and Retirement Fund 
of McAllen, Texas 

Notes to Pinancial Statements 

September 30, 2012 

1. Plan Description (continued) 

De(}{h Benefits (col}{jnued) 

or retirement benefits such member had earned as of the date of his death. The total ofall benefits paid 
as a result of the death of 11 retired member mBy not exceed the retirement benefit the member was 
receiving as of the date ofhi8 death, Benefits are reduced pro rata, ifnecessary, in order 10 satisry these 
limitations. 

TerminGri0!1 Berte/its 

Members who tenntJ1ate employrncI1( wilh less than 10 years ofservlce will be entitled to the retum of 
the excess of their contributions to the fund over the amount of any benefits they have received from 
the Platt Such refunds \\tHl not include any interest on the members' contributions. Jf members. 
tenninate on or after the date they have completed 10 years of service but prior to the date they 
complete 20 years of service, they wlll be entitled to receive a monthly benefit. starling on the date they 
would have both completed 20 years of service and at1ained age 501 had they remained in the service of 
the fire department. The amount 1he members \\-11t receive will equal the monthly service retirement 
benefit rhey had accumulated on the date they separated from service \vith the fire department 
muhiplied by the vested percentage of the members. 

The DeJerred Reliremem Option Pian (DIIOP) 

A member is eligible to receive his benefits under the plan's DROP provision after be has both 
compieted 2 years of services and attained age 5J. The eleclion to participate in the DROP may be 
made at the time the member elects to retire. The monthly retirement mcome payable to a member 
who retires under tbe DROP win equal bis service retirement beneHts under the plan based on average 
monthly salary and years of service as of1he member's DROP EliglbiUty Dale The member's benefit 
wiU be calculated, however uSIng the bt:nefil fonmda in effect on the member's actual date of 
retirement A members DROP Eligibility Date 15 the iater of (a) ihe date ihe member meets the 
eligibility requirements for the DROP or (b) lhe date which is twO years prior to the member's actual 
retiremem date: Up<)n retirement, the member \yiil receive---in addition to his montbly retirement 
benefit-a single payment equal to the sum of: (3.) the total of the monthly retirement benefits the 
member would have received between his DROP Eligibility Date and the time he retired under the 
plan, and (b) the amount of monthly contributions thfll the member has made 10 the fund betv.icen his 
DROP EligibJlity Date and the time he retired under the plan, 
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2. Summary of Significant Accounting Policies and Plan Asset Matters 

Otganizuliem 

The Pian was created pursuant 10 the TLFFRA The Plan provides pension, disability, death, and 
severance benefits to emploYt"es of the City's fire departnlent and former vDiuntc<;')r firemen eligible to 
receive benefits pursuant to a single-employer defined benefit pension plan. 

Basis ofAccoul1fi"K 

The financial statements are prepared in conformity with aCCQunting principles generally accepted in 
the Cnited Stares of America for local govemmemal ullil~ as prescribed by the GASR The financial 
statements are prepared using the accrual ba,{ls of accounting. Employee and employer contributions 
are recognized as revenues in the period in which employee services are perfonned. Benefits and 
refunds are recognized when due and payable in accordance >,'lith the tenns of the Plan. 

Cash Equivalents 

FOf purposes of the statements of plan net assets, shorHenn, highly liquid investmen1s are considered 
,;::a-;h equivalents. 

Valuation ofPlnll Investments 

The Plan's investments are stated at faif value and, accordingly, unrealized apprt;Ciation and 
depreciation are reported 111 the statement of changes in plan assets. TIle fair value of money market 
funds is considered to be the same il$l the cost of these investmenL..:: due to their nature. The fair value 
of common stocks and foreign equities are based on quoted market prices. The fair valu~ of United 
States Government securities and corporate and foreign bonds are based on quotes from broker dealers. 
The Plan values investments in hedge funds ba'ied on tts percentage investment 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' underlying investments 
at the end of the reporting period. 

Purchases and sales of investments are recorded on a trarle~d8te basis and, accordingly, the related 
receivables and payables for any w)settled trades: are recorded. Interest income and dividends are 
recorded on the accrual basis. 

Federal income Tax 

The Plrul is exempt from federal Income tax punmant to applicable regulations. 



Firemen's Relief lind Retirement Fund 
of McAllen, Texas 

Notes to Financial Statements 

September 30,2012 

2, Summary of Sigoificant Accounting Policies and Plan Asset Matters (continued) 

Estimates 

The preparation of financial statements in conformity with accounting principles genemHy accepted in 
the United States of America reqUires the Plan administrator to make estimates and assurnptions that 
affect certain reponed amounts and disclosures, Accordingly, actual resutts ma.y differ from those 
estimate~. 

3, Fiduciary Fund of the City of McAlIeo, Texas 

Due to the level of oversight responsibility exercised, the Plan is included in the City's basic financiat 
:';."tatcments in the fiduciary fund section. Certain administrative functions are performed for the Plan by 
the City at no cast 

4. funding Status and Progress 

For 2012, the City's annual pension cost was equal to the City's actual and required contributions" The 
required contribution was established as pan of th~ September 30., 2010 actuarial valuation uSing the el1try~ 
age actuarial cost method. The actuarial assumptions included (3) 8% investment rate of return, 
compounded annually (b) projected salary increases of 4.25% per year, compounded annually, (e) inflation 
rate of 3.00% and (d) the amortization period is calculated from the rate contributed by the City, The 
investment fate of return and the projected salary increases both used the SHme assumptions \·/i!h regard to 
inflation. The actuarial value of assets was determined using the smoothed market value technique, a 
technique that smoothes the effect ofshort-term voiatility in the market value over 3: four-year period. The 
unfunded actuanal liability is being amortized as a level percentage of projected payrolls on an open basis. 
The remaining amortization period at Seplember 30. 2010 was 39.6 years. The a!110unts of the 3:ctual'ial 

value of assets represent estimates based upon the aS5tlmptiolis 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 diner matedally from the current estimates, The table in the following page reflecrs the funding 
progress of the Plan. 
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Schedule of A{'luaria! Funding ProgreH 

A('tuarial Valuation Date 

ActUl.Iial COsl method 
AmOflization method 
Remainmg ar;lortiwtiort period 
Asset valua:ion method 
Actuarial assumptions: 

lmestment raf:e of rerurn 
Projected suJtry iocrefti.es -­

includes inflation at 
C051-0 r~!iving adjusanems 

Inflalkm fate 

ActlJJnal value orassets (U reuditedl 

Acttnrialllccrued liability (Una'Jdiled) 

Percertage funded 

Unfumed actuaria 1 accrued 
liabili!y' (UAAL) 

Annual covered payroll 

U!\ AL as a percents# 0; covered 

payroll 

09130/10 

Entry Age Norma: 

Level Percent of Projected Payroll 


39.6 Years open period 

5yr Smooth t<.·larket Value 

't25% 
None 
1%, 

536,651,357 

$51.565.906 

$14,914.549 

$8,996,407 

http:iocrefti.es


Firemen's Reliefand Retirement Fund 
of McAllen, Texas 

Notes to Financial Statements 

September 30, 2012 

Actuarial valuations of an ongoing plan involve est!m~tes of the vallie of reported amountS llnd 
assumptions about the profitability of occurrence of events far into the future, Examples include 
assumptions ahom future rates of retirement, mortallty, and salary increases. Actuarially determined 
amounts are subject tu continual revision as actual results are compared with past expectations and new 
estlrnates are made about the future. The Schedule of Funding Progress (unaudited), presented as required 
supplementary infonnation following the nOles. to financial statements, presents multi-year trend 
infonYl8t!Ofl about wnetht:r the actuarial values of plan assets are increasing or decreasing over (ime relative 
to the actuarial accrued liabifities for benefits. The accompanying Schedule of Employer COf'ltribuikms 
(unaudited) presents trend information about the amount contributed to the Plan by the employer in 
comparison to the annual required contributions ('"ARC''); an amount that \5 actuarially detennined, The 
ARC represents a level of funding that, if paid on an ongoing basis, is projected (0 cover nonnal cost for 
each year and amortize any unfunded acw3rialliabillties (or tllnding excess) over a period 001 to exceed 30 
years. 

Projections of benefits for financial reporting purposes arc based on th¢ substantivl;:" Plan (the Plan as 
understood by the employer and Plan members) and include the types of benefits provided at the time of 
each valuation and the historical pattem of sharing or benefit costs ber.veen the employer and Ptan 
members to that point. The actuarial methods and assumptIons used include techniques tnal are designed 
to reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value of assets, 
consistent with Ihe long-term perspective of the calculations, The aCiuarial methods ).Ire noted above and 
in the Notes to Scntdtdes of Funding Progress and Employer Contributions. 

5. Benefits 

Benefit provisions are established under authority of the TLFFR.4.. Specific plan provlsions are 
governed by a Plan document and a (niSI' agreement executed by (he Board of Ttustees, The Plan 
document may be amended as provided in Section 7 of the Texas Fire Fighters' Retirement Act 
(Arttcle 6243c. V T,CS.). Amending the Plan requires approval ofany proposed change by an eligible 
actuary and a majority oftne participating members of the Plan. Both the City and the members of the 
Plan have specific authorIty to appoint members of the Board ofTrustecs uoderthe TLFFRA 

6. Contributions 

The Plan', minimum required contribution provisions are established under Title 8, Subtitle A, 
Chapter 802, Subchapter 13, Section 802.l \} 1 of the Te/\as Government Code and lIflder Texas Pension 
Review Board GuideHnes for Actuarial Soundnes;:; Specific Plan contribution rates are governed by 
the Plan document Changes 1n ine members' or the City'S contribution rate requires a plan 
arnendment. 



Firemen's Relief and Retirement Fund 
of McAllen, Texas 

Notes to Financial Statements 

September 30, 2012 

6. (Contributions - continued) 

The contribution r'dtes or the Plan members and the City are establlshed under the terms of the Plan. An 
actuarial valuation is performed biennially to verify thai 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 
McAllen is required to match employee contributions. Benefits paid to fonner volunteer firefighters are 
funded by the City when paid to the fODner 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 $J,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 investments of the Plan are held separately from those of the City. The TLFF1Z,.\ 
authorizes the Plan to invest in: 

• 	 Obligations and securities of the united States, the state of Texas, or any county, clly, or other 
political subdivision of the state ofTcxas; 

• 	 Savings and loan association accowlts insured by the Federal Deposit Insurance Corporation; 

• 	 First lien real estate mortgage securities insured by the Federall·lousing Administration; 

• 	 Corporate bonds and stocks; 

• 	 Guaranteed investment contracts offered by insurance companies; 

• 	 Money market funds; 

• 	 Mutual funds and other pooled funds; and 

• 	 lntemational stocks traded as American Depository Receipts; 

• 	 Derivati·ves; and 

• 	 Hedge funds. 
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Firemen'5 Relief and Retirement Fond 

of McAllen, Texas 


Notes to Financial Statements 


September 30,2011 


Jlivestments 
fnvesnnents at falf value as ofSeptember 30, 2012 are as follows: 

investrnem Policy of 
Asse1 

Fair Value Allocation 
Equities: 

Oome${1t $ 16,517,IQO 4687% 30·60% 
tn(emetiona! 9,29% 10-30%, 

Total equities 177 

Fixed inwme: 
Treasury and ag~ncy securi!ies 8,916,915 

Corporate bonds 13 


To!a1 fixed income- II 

Hedge funoS 10.22% 0-20,%1 

TowJ investment portfolio $ 3 !00,{l0% 

Because of the complexity of the portfolio, the Board of Tnlslees uses a wnsultanl to provide ihc 
guidance to accomplish the Plan's objectives. The Board also understands that relurn objectives can be 
achieved while assuming "markt:l" volatility. The Board is willing to forgo potential return in strong 
markets in return for protection against fl severe decline during weak penods. 

ConcentrGfion of (redit risk. As noled in the above schedule, none of the sectors exceed their 
percentage of asset allocation. 'fhe Phm is dlversified; WHf; no on{' issue exceeding 5UAL Under 
norma! market conditions, the portfolio can be llquidaied within one to two days if so desired. Hedge 
funds can only be liquidated quarterly, 

Inferesl rale risk. Only the fixed income securities of the Plan are subject to interest rate risk due 10 the 
possibility that prevailing interest ra(C$ could change befon:: the securities reach maturity. Securities that 
are subject to interest rate risk as of September 30, 2012 amount tn $6,205,44& und have weIghted-average 
duration of 6.64 yea(s Du((uions is defined as (he change in the value of a fixed income slXCuriiy that will 



Firemen's Reliefand Retirement Fund 
of McAllen, Texas 

Notes to Financial Statements 

September 30, 2012 

result from a 1% change in interest rates. Duration is stated in years. For example, five year duration 
means the bond w!ll decrease in value by 5% if interest rates rise J% and increase in value by 5% if interest 
rates fall 1%. The investment policy is silent on the subject of interest risk. Securities that are subject to 
interest rate risk are shown in the follov.:ing table. 

Weighted-Average 

Percentage Duration 
Investment Type Fair Value of TOlal (Years) 

Corporate bonds $ 797,327 12.85% 5.69 
Government agencies 1,767 0.03% 2.34 
Government bonds 5394.584 86.93% 6.78 
Government Mortgage Back Securities 966 0.02% 373 
SupranalKma Is 10,802 0.17% 8.05 
Municipais & Derivatives 2 0.00% -OA9 

Total fixed iocome investments $ 6~O5,448 ]00.00'% 6.64 

Credit risk Using Standard and Poor's rating system for fixed income securities as of September 30, 
2012 the Plan's fixed income investments were rated as noted below. The investment policy is silent 
on the subject of credit risk. 

Percentage s&P 
Fair Value of Total Rating 

$ 24,782 0.40% A...-,\A 
61,832 1.00% AA 

335,856 5.41%, A 

2,861,483 46.1 l% 8BB 
1,478,639 23.83% BB 
],155,860 18.63% B 

14,288 0.23% CCC 
272,708 4.390;;) Not rated 

Total fixed in:ome investrr:ents $ 6,205,448 )00.00% 

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 countrylcurrency allocations as of September 30, 2012. 
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Firemen's Relief and Retirement Fund 

of McAllen, Texas 


Notes to Financial Statements 


September 30, 2012 


PercenUlge 
fair value ofToui! 

Brazil $ 127,802 ).90%) 

Canada 147,464 4 . .'i(B"'~ 

China 155.603 7,S~:' 

Denmark 98,309 3,00% 

Europe (forwards) US? 0.04% 
f (/iJI{:C 232,665 7,10% 

Germany 412,898 12.{)1% 

Hong Kong 68,Rjo 2.10%) 
Ireland 75,370 2.3{)~"'o 

!s!'ael 104.863 3.20°,(, 
Japan 291,650 8,91%) 

Mexico 45,878 1.40% 
Netherlands 75,370 2.30% 

Rlmia 16,385 0,50% 

Soulll Korea 91,7S5 2,80% 
Sweden 88,478 2.70°;0 
Switzerland 152,326 7.70% 

United Slates )50,740 4.60% 

United Kil1gdom i37 I :nSlo,.... 

Totals :00.001)',; 

8. Risks and Uncertainties 

The Plan inves.ts Hi various investment securities. Investment securities are exposed 10 variotls risks 
such as interest rate, market rate, and credit risks, Due to the level of risk associated \.vith certain 
investment securities, il is at least reasonabJy possible that changes in the value of investment .securities 
will occur !n the near term and those changes could materially atlect the amounls reported in the 
statements ofplan net assets. 

Plan contributions are made and the actuarial present value of accumulated plan benefits are reported 
based on certain assumptions pertajnlng to interest rotes, inflation rates, and employee demographics, 
all of which are subject to change. Due to uncertaiOlies: inherent in the estimations and assumptions 
process, it is at least reasonably possible that changes in these estimates and assurnplions in the near 
term would be material to the financial statements, 

http:inves.ts
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Firemen's Reliefand Retirement Fund 
of McAllen, Texas 

Schedule of Funding Progress 
(Unaudited) 

( I) (2) (l) (4) (5) 

Actuarial 

Valuation 

Actuarial 

Value of 

Assets 

Actllarial 

Accrocd 

Liability 

("AAL") 

l;nfunded 

AA.L 

("UAAL") 

(3M'] ) 

Funded 
Ratio 

(2)of3) 

September 3112010 $ 36,65L357 S 51,565,'m6 $ 14,914,549 71 1% 

September 30, 2008 34,588,465 4:',07]..090 10,484,6:15 76.7% 

September 30, 2006 29,226,476 38,659,974 9,433A98 75.6% 

September 30,2004 25,433,339 33227,793 7,794,454 76,5% 

Septen'l~r 30, 2002 21,116,716 28,141,949 7.025JJ-3 ?:UY% 

September 30, :WOO !8,I7:U65 21576,&3! 3,402.866 lyU% 

(6) 

Covered 

Payroll 

P} 
UAAL as a 

Perce<1lage of 

Covered 

Payroll 

...ill) (2»/(6 ) 

S 8,996,407 165.8% 

8,199.849 127Ji% 

6,817,267 USA% 

5,818,893 134.5% 

5,190,836 13.5.1% 

4,16JA30 79,8% 

The comparability of trend infonnation is affecte,d by changes in actuarial assumptions, benefit provisions, 
actuarial funding methods, accDunting policies, and other cbanges. Those changes usually affect trends in 
contribution requirements and in ratios thaI use UAAL as a factor. Isolated analysis of the dollar amounts 
of actuarial value of assets, UAAL, and unfunded UAAL can be misleading. Expressing the actuarial value 
of assets: as a percentage of the actuarial accrued liability provides an indication of the Plan's funding st1tus 
on a going concern bs::;is. r'\naJysis of trus percentage over time indicates whether the Plan is becoming 
financially Sironger or weaker. GenernJly, the greater this percentage is, lhc stronger the public employee 
retirement system Trends \n UAAL and annual covered payroU are both affected by inflation. Expressing 
1he llttAL as a percentage of annual covered payroll approximately adjusts for the effL"ClS of inflation and 
aids analysis of the progress made jn accumulatmg sufficient assets to pay benefils when due. Generally, 
the smaller this percentage is, the stronger the public employee retirement system. 



Firemen's Relief and Retirement Fund 
of McAllen, Texas 

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

Annual 

Requ ired Percentage 
Yea r-E 00 Contrbution Contributed 

September 30, 2003 $ 656,026 100% 

September 30, 2004 701,898 [00% 

September 30, 2005 805,822 100% 

September 30, 2006 821,685 100% 

September 30, 2008 994,434 100% 

September 30, 2010 1,071.252 100% 
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Firemen'S Relief and Retirement Fund 
of McAllen, Texas 

Schedule of Empl oyer Contributions (Unaudited) 

Notes to the required supplemental information: 

The information presented in the required supplemental infonnation was determined as part of the actuarial 
valuations at the dates indicated. Additional infol1l1ation as of the latest actuarial evaluation follows: 

Valuation dale Sep.ember 30, 2010 

ActuariaJ cost method Entry-age 

Amortization method Level percent ofprojected payroll 

Amortization period 39.6 years open period 

Asset valuation method Syr smoothed market va lue 

Actuarial assumptions: 

Investment rate of return 8.0% 

Projected salary increases 4.25% 

[nflalion rate 3.00% 

See accompanying independenl audifors ' repor/. 
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Government Auditing Standards 





ps&eo.l 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 ofTrustees 
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 Audiring 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 over 
financial reporting as a basis for designing our auditing procedures for the purpose of expre ssing OUI 

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 control 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 defiCien cy, 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 limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies 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.1.OOP 410. sum 1100 811 BARTON SPRINGS ROAO, SUITE SSO lOU ~RU: toG879 4966 

SAN ANTONIO. T{XAS 78216 AUS1IN, 1l:XAS 78704 wu, 'AOGnT-CPA..COM 

110828&281 SI2-(760717 
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Compllonce and Other Matter.s 

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. 

o/I~/t) UP. 
Certified Public Accountants 
March 27, 2013 
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