

































































City of Miami Fire Fighters’ and
Police Officers' Retirement Trust

Motes to Financial Statements

A member entitled to a normal retirement benefit shall receive a retirement allowance equal to 3%
of the member's average final compensation (as defined in the city code section 40-191), multiplied
by years of creditable service for the first 15 years of such creditable service, plus a retirement
allowance equal to 3% (3%4% for members who retired prior to October 1, 2010) of member’'s average
final compensation multiplied by the years of creditable service in excess of 15 years, paid in
monthly installments.

Effoctive Septembear 30, 2010, for members who retire or terminate employment with ten or more
years of creditable service on or after October 1, 2010, member retirement allowances shall not
excead the lesser of 100% of the member's average final compensation or an annual retirement
allowance of $100,000 as of retirement or DROP entry based on the normal form of benefit in effect
on the date of retirement: provided, in no event shall the benefit limitation be less than the lesser
of 100% of the member's average final compensation or the members accrued benefit as of
September 30, 2010, determined in accordance with the provisions in effect on September 29, 2010,
and based on the normal form of bonefit in effect on that date.

Early rotirement, disability, death and other benefits are also provided.

The Trust's investment policy is determined by the Board of Trustoes and is implemented by
investment managers. In addition, the Trust utilizes an investment advisor who monitors the
investing activities. The investment policy of the Trust stipulates that the trustees shall, in
acquiring, investing, reinvesting, exchanging, retaining, selling and maintaining property for the
benefit of the Trust, exercise the judgment and care under the circumstances then prevailing, which
persons of prudence, discretion and intellizence exercise in the management of their own affairs,
not in regard to speculation but in regard to the permanent disposition of their funds, considering
the probable income as well as the probable safety of their capital. The trustees are authorized to
acquire and retain various kinds of property, real, personal or mixed, and wvarious types of
investments specifically including, but not by way of limitation, bonds, debentures and other
corporate obligations, and stocks, preferred or common, which persons of prudence, discretion and
intelligence acquire or retain for their own account. The investment of funds shall be in a manner
that is consistent with the applicable sections of the City Code as well as State and Federal laws
within the allocation percentages established in the Trust's investment policy guidelines.

The investments are considered held by the Membership and Benefit Account and a share of the
value of this account is allocated to each account based on a weighted average calculation
performed each month to reflect each account's membership and benefit, COLA | and COLA 1I
activity.

COLA Accounts

Effoctive January 9, 1994, the Trust entered into an agreement with the City of Miami with regards
to the funding methods, member benefits, member contributions and retiree COLA. As of January
9, 1994, members no longer contribute to the original COLA account (COLA 1), and a new COLA
account (COLA 1) was established.

The agreement included the following provisions:

The funding method was changed to an aggregate.
Combining all accounts for investment purposes (membership and benefit, COLA | and COLA
).

+ Retirees receive additional COLA benefits.
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City of Miami Fire Fighters’ and
Police Officers’ Retirement Trust

Motes to Financial Statements

s Active members no longer contribute 2% of pretax earnings to fund the original retires COLA
account (COLA | account).

The COLA Il account is funded annually by a percentage of the excess investment returns from
other than COLA | account assets. The excess earnings contributed to the COLA 11 account will
be used to fund a minimum annual payment of $2.5 million, increasing by 4% compounded
annually. To the extent necessary, the City will fund the portion of the minimum annual
payment not funded by annual excess earnings no later than January 1 of the following year.
During the years onded Soptember 30, 2017 and 2016, approximately 56,162,000 and
55,925,000, respectively, was funded by the City. Bencfits payable from the COLA accounts are
computed in accordance with an actuarially based formula as defined in Section 40.204 of the
City of Miami Code.

Deferred Retirement Option Plan {DROP)

Members who are eligible for service retirement or Rule of 64 or Rule 68 after September 1998 may
elect to enter the Deferred Retirement Option Plan (“DROP™). Maximum participation in the DROP
for firefighters shall be 54 full months and for police officers shall be 84 full months. A member's
creditable service, accrued benefit and compensation calculation shall be frozen.

Upon commencement of participation in the DROP, the participant's contribution and the City's
contribution to the Trust for that participant cease as the participant will not earn further creditable
sorvice for pension purposes.

Effective July 24, 2008, firefighter DROP participants may continue City employment for up to a
maximum of 54 full months and police officers who elect DROP on May 8, 2008, or thereafter, may
continue City employment for up to a maximum of 84 full months. Mo payment is made to or for
the benefit of a DROP participant beyond that period. For persons electing participation in the
DROP, an individual DROP account shall be created. Payment shall be made by the retirement trust
into the member's DROP account in an amount equal to the regular monthly retirement benefit
which the participant would have received had the participant separated from service and
commenced recoipt of pension benafits. Payments received by the participant in the DROP account
aro tax deforred. A serios of investment vehicles which are established by the board of trustoes arc
made available to DROP participants to choose from. Any losses, charges, or expenses incurred by
the participant in their DROP account are not made up by the City or the Trust, but shall be borne
by the participant.

Upon termination of employment, a member may receive distribution from the DROP account in the
following manner:

Lump sum distribution

Pariodic payments

Annuity

Roll over of the balance to another qualified retirement plan

Any member may defer distribution until the latest date authorized by Section 401(a)(9) of the
Internal Revenue Code.
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2. Summary of Significant Accounting Policies
Basis of Accounting

The Trust's financial statements are prepared using the accrual basis of accounting. Member
contributions are recognized as revenues in the period in which contributions are due. City
contributions are recognized as revenues when due pursuant to actuarial valuations. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan. Investment
purchases and sales are recorded on a trade-date basis. Interest and other income are recorded as
earned and dividend income is recorded as of the ex-dividend date.

Cash equivalents

The Trust considers all highly liguid investments with short maturities, typically less than three
months, to be cash equivalents.

Investments

Investments are recorded at fair value in the statement of fiduciary net position. Fair value is the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Refer to Note 3 to the financial statements
for more detail regarding the methods used to measure the fair value of investments.

Unrealized gains and losses are presented as net appreciation in fair value of investments on the
statement of changes in fiduciary net position along with gains and losses realized on sales of
investments. Purchases and sales of securities are reflected on a trade-date basis. Interest income
is recognized as earned and dividend income is recorded as of the ex-dividend date. Realized gains
and losses on the sale of investments are based on average cost identification method.

Given the inherent nature of investments it is reasonably possible that changes in the value of those
investments will occur in the near term and that such changes could materially affect the amounts
reported in the statements of fiduciary net position.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally acceptad
in the United States requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

Property and Equipment, Net

Property and equipment are stated at cost and depreciated using the straight-line method over the
estimated lives of the assets,

Income Tax Status

The Trust is tax-exempt under the Internal Revenue Code and, therefore, has recorded no income
tax liability or expense.
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Police Officers' Retirement Trust

Motes to Financial Statements

Types of Investments

Florida statutes and Trust investment policy authorize the Trustees to invest funds in various
investments. The current target and actual allocation of these investments at market, per the
parformance analysis report, is as follows as of September 30:

2017 2016

Target % Actual % Target % Actual
Authorized Investments of Portfolio  of Portfolio of Portfolio of Portfolio
Cash and cash equivalents 0.0% 2.8% 0.0% 4.1%
Domestic equities 25.9 2.7 25.9 24.5
Core fixed income 29.2 31.5 29.2 31.2
International equitics 16.8 16.5 16.8 13.7
Real estate 11.1 11.0 11.1 10.9
Absolute return 13.0 6.5 13.0 6.4
Private equity 4.0 9.0 4.0 9.2

100.0% 100.0% 100.0% 100.0%

Rate of Return

For the years ended September 30, 2017 and 2016, the annual moneay-weighted rate of return on
pension plan investments, net of pension plan investment expense, was 9.22% and 9.70%,
respectively. The money-weighted rate of return expresses investment performance, net of
investment expense, adjusted for the changing amounts actually invested.

The remainder of this page intentionally left blank.
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26
Investment Maturities (in years)
Investment Type Fair Value Less than 1 1to 5 & to 10 More than 10
U.S. troasuries $ 34,510,050 5 2,039,512 6 17,940,612 & 7,479,853 § 7,050,073
U.5. agencies 54,738,3M 104,042 775,727 3,390,488 R0, 468,134
Domestic fixed income 351,049,614 4,790,717 62,043,299 252,529,037 31,686,561

International fixed income 27,497,255 1,471,215 8,482,918 12,923,655 4,619,467
S 467,795,310 § 8,405,486 5 89,242,556 5276,323,033 $ 93,824,235

% of fixed income
portfolio 100.0% 1.80% 19.08% 59.06% 20.06%

Credit Risk

Credit risk is the risk that a security or a portfolio will lose some or all of its value due to a real or
perceived change in the ability of the issuer to repay its debt. This risk is generally measured by the
assignment of a rating by a nationally recognized statistical rating organization. The Trust's
investment policy utilizes portfolio diversification in order to control this risk.

The following tables disclose credit ratings by investment type, at September 30, as applicable:

2017
Percentage
Fair Value of Portfolio
LS. government guaranteed® S 98,363,093 20.29%
Credit risk debt securities:
AAN 4,935,105 1.02
Ah+ 1,127,761 0.23
Al 1,836,738 0.38
AA- 3,431,913 0.71
A+ 3,614,111 0.75
A 11,019,726 2.27
A- 144,959,014 29.91
BEB+ 30,658,129 6.32
BEB 17,451,883 3.60
BEB- 14,060,034 2.90
BB+ and lower 70,754,219 14.60
Hot rated 82,502,329 17.02
Total credit risk debt securities 386,350,962 79.71
Total fixed income securities § 484,714,055 100.00%
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The Trust participates in securities lending transactions, as lender, and the securities loaned in
those circumstances are exposed to some dogroe of custodial credit risk. The trust does require
that its custodian maintain insurance to help protect against losses duo to negligonce, theft, and
caertain other events.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value
of the investment or a deposit. The Trust may have exposure to foreign currency risk to the extent
its investments contain non-U.5. dollar denominated holdings in foreign countries. All assat classes
may hold non-U.5. securities, depending on portfolio guidelines. There is no requirement that this
exposure to foreign currency be hedged through forward currency contracts, although the manager

usas them in many cases.

The Trust has exposure to foreign currency fluctuation at September 30, as follows:

2017
Cash and

Currency cash equivalents Equity Fixed Income  Real Estate Total

Australian Dollar 5 -5 8,212,820 § -5 -5 8,212,820
Brazilian Real 14,232 779,791 - - 794,023
British Pound Sterling - 19,051,816 - 19,051,816
Canadian Dollar - 5,828,890 - - 5,828,390
Danish Krone - 4,008,561 - - 4,008,561
Euro - 45,136,051 - 7,518,421 52,654,473
Hong Kong Dollar - 12,999,333 - - 12,999,333
Indonesian Rupiah - 3,676,000 101,183 3,777,183
Japanese Yen - 34,649,617 - 34,649,617
Mexican Peso - 459,627 982,977 1,442,604
Norwegian Krone - 2,340,895 - 2,340,895
Singapore Dollar 26,513 3,911,133 825,881 4,763,527
South Korean Won - 7,257,403 - 7,257,403
Swedish Krona - 1,810,011 - 1,810,011
Swiss Franc - 17,348,228 - 17,348,228
Taiwan Dollar 314,527 5,876,864 - 6,191,391
Other - 1,476,880 351,010 - 1,827,890
Total $355,272 S 174,823,920 5 2,261,051 57,518,422 5184,958,665

The remainder of this page intentionally left blank.

2017 Annual Report

27





















City of Miami Fire Fighters’ and
Police Officers' Retirement Trust

Motes to Financial Statements

(4) Commingled domestic equity funds consist of three comingled investment vehicle which
invests primarily in publicly traded equity securities. The funds are valued at the net asset
value of units held at the end of the period based upon the fair value of the underlying
investments.

(5) These mutual funds are open-end mutual funds that are registered with the Securities and
Exchange Commission. These Funds are required to publish their daily HAY and to transact
at that price. They are determined to be actively traded.

4. Net Pension Liability of the City

The components of the net pension liability of the City at September 30 were as follows:

2017 2016
Total pension liability S 2,365,283,830 S 2,222,547, 481
Plan fiduciary net position (1.732,531.765) (1,700.098,500)
City net pension liability 5 632,752,065 5 522,448,981
Plan fiduciary net position as a percentage
of total pension liability 73.25% 76.49%

Actuarial Assumptions

The total pension liability at September 30, 2017 was determined using an actuarial valuation as of
October 1, 2016. The actuarial valuation used the following actuarial assumptions:

Inflation 3.25%
Projected salary increases 3.25%-9.75%, average, including inflation
Projected COLAs Amount varies annually with the adjustment

on January 1st

Investment rate of return 7.42% compounded annually, net of pension
plan investment axpensa, including inflation.

Mortality rates are calculated with the Florida Retirement Systom projocted using scale BB for all
hoalthy rotiroes. Disabled Mortality rates are not projected.

The actuarial assumptions used in the October 1, 2016 valuation was based on the results of an
actuarial experience study for the period October 1, 2011 to September 30, 2014,

The long-term expected rate of return on pension plan investments was determined in accordance
with Actuarial Standard of Practice (ASOP) No. 27, Selection of Economic Assumptions for Measuring
Pension Obligations. ASOP No. 27 provides guidance on the selection of an appropriate assumed
investment rate of return. Consideration was given to expected future real rates of return (expected
returns, net of pension Trust investment expense and inflation) for each major asset class as wall
as historical investment data and Trust performance.
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MEMERSHIP ACCOUNT
ADD:

Members' Contributions

After Tax

Pre Tax

After Tax fromG & S

Interest
From Benefit Acct
From Withdrawals
Transfers from G & S

DEDUCT:

Refunds -
Leaving Service
Additional Contributions
Accidental Death
Accidental Disability
Option 6A
Ordinary Death

Transfers -
After Tax fromG & S
Benefit Account
Transfers to Acct Payable
Interest withheld
Interest

BALANCE AS OF 9/30/17

BENEFIT ACCOUNT:
ADD:
Contributions -
City of Miami
Police Relief & Pension Fund
Fire Relief & Pension Fund
Members
Transfers from Membership Acct
Amortization of Discounts
Corrections to Control
Dividends Received
Securities Lending Income
Excess Interest Transfer
Interest Income
Other Income
Corporate Action
Commission Recapture
Profit on Sale of Investments
Unrealized Profit/Loss DROP
Unrealized Profit on Sales of Inv

Unrealized Profit on Sec Lending Collateral

Rental Income
Share of Earnings Income

DEDUCT:
Pensions Paid
Fire
Police
DROP Benefit Expense
General
Former Gen assumed by Trust
Pension Payments Prior 1966
Distributions
Lump Sum Payments to Beneficiaries
Death Benefits
Amortization of Premium
Corrections to Control
Income Expenses
Building Depreciation
Administrative Expense
Stiff Short Term Investment Fee
Securities Lending Fees
Other Expenses
Loss on Sale of Investments
Unrealized Profit on Sales of Inv
Vested Rights Withdrawals
Transfers -
Excess Interest Earnings
G & S Benefit Account
G & S Share of Earnings
Interest to Membership Acct
Interest on VR Withdrawals
Overpayments (uncollectible)

BALANCE AS OF 9/30/17

STATISTICAL DATA OF VARIOUS ACCOUNTS
THROUGH SEPTEMBER 30, 2017

GENERAL FUND COLA | COLA 1l

67,212,688 0 0
276,300,222 11,814,941 0
17,210 0 0
117,106,718 0 0
385,365 0 0
133,026 0 0

461,155,230 11,814,941 0
21,087,686 944,800 0
171,226 0 0
546,075 22,039 0
1,982,443 0 0
571,614 0 0
2,083,210 62,320 0
4,412,189 0 0
300,417,162 10,484,596 0
480,131 0 0
362,258 0 0
2,343,429 0 0

334,457,424 11,513,754 0

126,697,806 301,187 0
946,165,183 2,042,899 56,341,690
52,342 0 0
28,473 0 0
697,822 0 0
300,428,086 10,484,596 0
10,319,476 249,134 0
168,232,895 0 0
255,846,028 5,446,374 34,610,082
10,032,576 347,420 2,124,144
0 0 288,194,062
663,670,107 16,820,254 69,842,689
2,592,616 38,037 200,943
3,411,948 109,771 698,016
593,117 18,898 117,790
1,220,038,218 35,791,352 186,748,874
46,332,725 0 0
229,933,792 12,234,893 60,909,705
1,960,433 71,299 525,304
1,821,004 57,406 373,867
0 1,170,581 0

3,862,156,840 84,882,915 700,687,166
979,923,040 0 0
869,202,737 0 0
169,672,760 0 0
7,034,700 0 0
276,624 0 0
989,022 0 0
0 12,284,755 291,165,826
128,540 0 0
1,272,666 0 0
4,876,744 0 0
17,117,379 0 0
87,020,616 2,637,635 15,132,229
507,632 18,788 117,467
14,924,610 0 0
267,789 11,857 75,274
2,674,993 90,597 551,346
0 45,256 0
41,652,910 1,068,210 7,163,861
61,838,567 2,718,374 32,827,667
954,289 0 0
0 0 0
288,194,062 0 0
5,378,420 0 0
5,251,212 0 0
117,171,706 0 0
275,509 0 0

769 0
2,676,607,296 18,775,473 347,033,670
1,185,549,544 66,107,442 353,653,496
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