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Introductory Section

Letter of Transmittal

900 7th Street, NW, 2nd Floor
Telephone (202) 343-3200
Washington, DC 20001

December 30, 2006

Shireen L. Dodson
Chairman of the Board of Trustees
District of Columbia Retirement Board

Introduction

I am pleased to present the Comprehensive Annual
Financial Report (CAFR) of the District of Columbia
Retirement Board (DCRB) for the fiscal year ending
September 30, 2006. The DCRB was established to man-
age the District of Columbia Police Officers’ and
Firefighters’ Retirement Fund and the Teachers’
Retirement Fund.

CAFR Transmittal

This annual report is issued in accordance with the
Federal “National Capital Revitalization and Self-
Government Improvement Act of 1997” and the
District “Police Officers, Firefighters and Teachers
Retirement Benefit Replacement Plan Act of 1998”. This
report includes the independent auditor’s reports on the
District of Columbia Police Officers’ and Firefighters’
Retirement Fund, and the District of Columbia
Teachers’ Retirement Fund, (collectively referred to as
“the Funds”).

The audit reports are issued by the independent pub-
lic accounting firm of Thompson, Cobb, Bazilio &
Associates, the selection of which was approved by the
DCRB Board of Trustees, (the “Board”). This annual
report also includes other information concerning the
Funds, the Board, the District of Columbia Police
Officers’ and Firefighters’ Retirement Plan and the
District of Columbia Teachers’ Retirement Plan (the
“Plans”), Plan membership, investments, and Board
operations.
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Additional disclosures that are specifically required
by statute are included in Volume II.

The responsibility for both accuracy of the data and
the completeness and fairness of the presentation
including all disclosures rests with the DCRB. We
believe the data as presented is accurate in all material
respects; that it is presented in a manner designed to
fairly set forth the Plan assets and the changes in Plan
assets and financial position of the Funds; and that all
disclosures necessary to enable the reader to gain the
maximum understanding of the financial activities of

the Funds have been included.

Structure of this Report

The CAFR of the DCRB for the fiscal year ending
September 30, 2006 is prepared in two volumes, as fol-
lows:

Volume I
Introductory Section including the Letter of
Transmittal and the organizational structure. This
section contains general information on the nature
of the Funds, financial performance, and the invest-
ment objectives.

Financial Section including the 2006 audited finan-
cial statements, Management’s Discussion and
Analysis, and related schedules concerning the finan-
cial position and changes in plan Plan assets for the
Funds.
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Investment Section containing descriptions of the
investment policy, objectives, results, and expenses.

Actuarial Section including the actuarial certifica-
tion, descriptions of actuarial assumptions and
methods, and schedules presenting summary data on
members, retirees and beneficiaries.

Statistical Section including summary data on rev-
enues, expenses and benefits.

Volume II
Other Required Disclosures which are specified in
applicable statutes are included in this volume,
including information on the names and addresses
of the Board of Trustees, bank statements, reportable
transactions, transactions with parties of interest,
Trustee activities sponsored by service providers,
fund return data, and the annual actuarial statement.

Structure of the DC Retirement Board and the
Board of Trustees

The District of Columbia Retirement Board was created
by the US Congress in 1979 under the Retirement
Reform Act (the Reform Act). The Reform Act estab-
lished the structure, legal responsibilities, and composi-
tion of the Board. The 12 member Board of Trustees
consists of 6 individuals elected by the participant
groups (2 each by police officers, firefighters and teach-
ers), 3 appointed by the Mayor, and 3 appointed by the
City Council. The DC Chief Financial Officer sits on the
Board as an ex-officio member.

The Funds are managed and controlled by the Board,
and are held in trust by the Board for the exclusive ben-
efit of members, retirees and beneficiaries of the Plans.
The Board’s mission is to assure that sufficient assets are
available to pay the benefits promised under the terms
of the Plans, to pay those benefits promptly and accu-
rately, and to provide all Plan participants with appro-
priate administrative support services when they con-
tact the Board.

Information on the Trustees and the organizational
structure of the Board is provided at Table 1: List of
Board of Trustees and Chart 1: DCRB Organizational
Structure.
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History and Legislative Background

Prior to the Reform Act, eligibility and benefit rules and
financing arrangements for the pension plans for the
District’s police officers, firefighters and teachers were
authorized by acts of Congress and administered by the
Federal Government. Benefits were paid monthly from
the general revenues of the U.S. Department of the
Treasury when workers retired on a “pay-as-you-go”
basis, not on a pre-funded basis using actuarial assump-
tions and methods. Under the “National Capital Re-
vitalization and Self-Government Improvement Act of
1997” (the Revitalization Act), the Federal Government
assumed responsibility for the unfunded pension liabil-
ities for retirement benefits earned as of June 30, 1997.
The District of Columbia passed the “Police Officers,
Firefighters Benefit
Replacement Plan Act of 1998” (the Replacement Plan
Act) that establish retirement plans for pension benefits
accrued after June 30, 1997.

To facilitate the effective monitoring of the retirement

and Teachers Retirement

system, the Reform Act and the Replacement Plan Act
require the Board to publish an annual report for each
fiscal year. The DCRB Comprehensive Annual Financial
Report (CAFR) report fulfils that requirement.

With the passage of the District’s Office of Financial
Operations and Systems Reorganization Act of 2004, the
Board assumed the responsibility for administering the
retirement programs for the District’s police officers,
firefighters and teachers. The Board undertook exten-
sive planning in cooperation with the US Treasury
Office of DC Pensions (ODCP) in preparation for a
smooth transition of benefits administration from the
District Office of Pay and Retirement Services (OPRS)
to DCRB.

The DCRB and ODCP are collaborating on changes
to the Treasury retirement system to calculate the bene-
fit split between the District and the Federal trusts, in
accordance with the Split Benefit regulations.
Completion of this project will result in the financial
reconciliation of pension liabilities between the two
trusts, projected to be completed in 2009.

Profile of the Plans

The Plans for police officers and firefighters provide
retirement, service-related disability, non-service-relat-
ed disability, and death benefits in accordance with the
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Plan description. All police officers and firefighters of
the District of Columbia automatically become mem-
bers on their date of employment. Police cadets are not
eligible.

The Plan for teachers provides retirement, disability
retirement, and death benefits in accordance with the
Plan description. Permanent, temporary, and proba-
tionary teachers for the District of Columbia public day
schools become members automatically on their date of
employment. Other employees covered include librari-
ans, principals, and counselors. Former DC teachers
working at charter schools are eligible to remain in the
program, upon election by the teachers.

The DCRB implemented two statutes in 2006 — the
EMT Lateral Transfer legislation and the Post-56
Military Service Act.

Since the Board assumed responsibility for adminis-
tering the Plans in October 2005. the Board now oper-
ates a Member Services Center that is available to all
active Plan members and retirees, calculates benefit pay-
ments, works closely with ODCP to implement systems
changes resulting from software upgrades or legislation
affecting Plan provisions, and produces Plan communi-
cations that include a periodic newsletter, a Summary
Annual Report reflecting fund investment results, and
Summary Plan Descriptions as prescribed by statute.
ODCP maintains the retirement system that calculates
benefits, issues monthly benefit payments to retirees
and survivors, and handles all payment-related activi-
ties, include tax withholdings and premiums for health
and life insurances.

Plan Management, Performance and Investments

As of September 30, 2006, the Plans had 24,133 mem-
bers, of whom 13,383 were retirees and survivors who
receive monthly pension payments and 10,750 active
members. At that date, the Plans’ assets were $3.62 bil-
lion, an increase of approximately 15% in the total asset
value from the end of FY 2005. During FY 2006, $28.6
million in pension benefits accrued under the District
Plans were paid and approximately $133 million in
employer contributions and $50.9 million of employee
contributions were collected.

In order to minimize administrative expenses while
providing a broad range of investment options that are
economically feasible, the assets of the Plans are com-
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bined into a single investment management portfolio.
The portfolio of combined assets is collectively referred
to as the Fund. The investment returns of the Fund are
calculated based on the market value of the assets.

The Fund outperformed its 7.25% actuarial assumed
rate of return for the one, three, five, and ten-year peri-
ods ending September 30, 2006, by approximately 3.1%,
4.8%, 1.2%, and 1.5%, respectively. Since inception, the
Fund has achieved an average annual return of 10.5%,
prior to investment expenses and DCRB operating
costs.

The Board seeks long-term investment returns in
excess of the actuarial investment rate of return assump-
tion at a level of risk commensurate with the expected
level of returns and consistent with sound and responsi-
ble investment practices. The Board, working closely
with investment consultants and with input from it’s
actuary, selects the asset allocation plan which best
reflects the risk tolerance and investment goals for the
Fund. The asset allocation plan is implemented through
the careful screening and selection of investment man-
agers with an audited favorable long-term track record,
a disciplined investment process, and reasonable invest-
ment management fees. The Board’s investment policy
requires staff to compare the actual asset allocation to
the target allocation on a quarterly basis. If an asset class
minimum or maximum reflect any style drift, then an
investment rebalancing may be undertaken.

The Fund seeks to outperform the return of the
Total Fund Benchmark, computed as the weighted aver-
age return of the following strategic asset classes and

benchmarks:

Asset Class Performance Benchmark ~ Weight

U.S. Equities  Russell 3000 Index 40%

International ~ MSCI All Country World ~ 20%

Equities ex US Index

Fixed Income Lehman Brothers 25%
Universal Index

Real Estate NCREIF Index 5%

Private Equity Cambridge Private 10%
Equity Index

Over the long-term, the Fund has slightly underper-
formed the Total Fund Benchmark, with the Fund
returning an annualized 8.7% (gross) for the 10-year
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period ended September 30, 2006, versus 8.9% for the
Total Fund Benchmark. However, since its inception in
October 1982, the Total Fund achieved an annualized
gross return of 10.5%.

Summary of Financial Information

DCRB management is responsible for maintaining
internal accounting controls to provide reasonable
assurance that transactions are properly authorized and
recorded on the accrual basis in accordance with GAAP,
and that financial statements conform to GASB and
AICPA reporting standards and GFOA guidelines.

The accounting records of DCRB are maintained by
the DCRB staff. Pension payment information is con-
tained within the System to Administer Retirement
(STAR) maintained by US Treasury. Accounting and
payroll transactions are processed through the District
of Columbia’s System of Accounting and Reporting
(SOAR). DCRB budgets are approved by the Board and
then incorporated in the District CFO$ource budgetary
system. The Funds’ Trustee Bank, State Street, records
and reports all investment and cash management trans-
actions, and the Board exercises close review and con-
trols over those records and transactions

Consideration is given to the adequacy of internal
accounting controls for systems under the control of
DCRB, and systems that are shared with other
Governmental offices or service providers. DCRB
requires that its service providers undergo an annual
SAS 70 review by independent public accountants, and
that government offices whose systems are used are sub-
ject to annual audit. These controls are designed to pro-
vide reasonable assurance regarding the safekeeping of
assets and the reliability of financial records. We believe
the internal controls in effect during the fiscal year
ended September 30, 2006, adequately safeguard the
Fund’s assets and provide reasonable assurance regard-
ing the proper recording of financial transactions.

The independent auditor’s reports on the Plans are
presented at Section 2 of this report.

Additions to Plan Net Assets

Total FY 2006 contributions plus investment income for
the Funds were approximately $516 million as summa-
rized below, (all amounts in $000):
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FY 2006 FY2005 S$Increase %lIncrease
(Decrease) (Decrease)
Employee
Contributions 50,949 48,582 2,367 4.87%
Employer
Contributions 133,000 121,300 11,700  9.65%

Net Investment
Income 332,203 372,848 (40,645) (10.90%)
Total 516,152 524,730 (26,578) (4.90%)

Deductions to Plan Assets

Total FY 2006 District pension payments and adminis-
trative expenses for the Funds were approximately $42.4
million as summarized below, (all amounts in $000):

FY2006  FY2005 SIncrease %lncrease
(Decrease) (Decrease)

Benefit
Payments 39,588 34,433 5,155 14.97%
Administrative
Expenses 2,827 5,999 (3,172) (52.88%)
Total
Deductions 42,415 40,432 (1,983) (4.90%)
Plan Funding

The Replacement Plan Act establishes the method for
calculating the employer (District of Columbia) annual
contribution to the retirement Funds. The Board’s
enrolled actuary must determine the level of covered
payroll, expressed as a percentage (“normal contribu-
tion rate”) for each participant group. Under the
Replacement Plan Act, the District must contribute the
annual funding amount determined under the
Aggregate Actuarial Cost method. No other funding
limitations apply. The DC Government is current in
providing to the Fund the actuarially determined
employer contribution to the Plans.

Other Information

The DCRB undertook several major initiatives during
FY 2006.

Consistent with the asset allocation plan developed
in accordance with the defined investment policy, the
Board continued the prudent diversification of invest-
ments in FY 2006, investing in two new real estate
investment vehicles, a secondary private equity fund,
and a multi-strategy investment fund.
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FY 2006 was the first year of responsibility for bene-
fits administration. The Board hired a highly skilled
staff, which worked closely with other District Agencies
and the US Treasury, to successfully transition these
responsibilities. The Benefits Department of the Board
installed a Member Services Center that responded to
over 20,000 telephone calls and visits by Plan partici-
pants during the year. The department continues to be
an active participant in implementing changes to the
Plans — responding to new statutes that affect Plan eligi-
bility and benefits, collaborating with the US Treasury
on upgrades to the retirement system, that is used joint-
ly by DCRB and ODCP to manage benefit payments,
and establish formal communications programs with

the members, beneficiaries and survivors.

Acknowledgements

I would like to express my appreciation to the US
Treasury’s Office of DC Pensions, the District of
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Columbia City Council, the DC Office of Financial and
Operations Systems, the DC Office of Budget and
Planning, all other DC Government Offices that sup-
port the Board, and the DCRB trustees, staff, consult-
ants and service providers for their tireless efforts to
assure the financial soundness and successful operation
of the DC Retirement Board.

If you have any questions regarding the
Comprehensive Annual Financial Report (CAFR) of the
District of Columbia Retirement Board for the fiscal
year ending September 30, 2006, please direct them to
my office at any time.

Respectfully submitted,
Constance Donovan

Acting Executive Director/General Counsel
District of Columbia Retirement Board
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The Organizational Structure

Table 1: Board of Trustees

Organizational Structure

Name

Representing

First Term Began

Current Term Expires

Lyle M. Blanchard

Appointed by the City Council

November 15, 2002

January 27, 2009

Barbara Davis Blum

Appointed by the Mayor

July 12, 2000

January 27, 2008

Mary A. Collins

Elected by Active Teachers

January 28, 1997

January 27, 2009

Shireen L. Dodson,

Chairman Appointed by the City Council August 3, 2001 January 27, 2008
Brian K. Lee,
Parliamentarian Elected by Active Firefighters January 28, 2001 January 27, 2009

Lasana Mack,
Ex Officio Representative

Ex Officio Member

N/A

N/A

Judith C. Marcus,
Treasurer

Elected by Retired Teachers

January 28, 1998

January 27, 2010

Joan Parrot-Fonseca

Appointed by the Mayor

April 22, 2002

January 27, 2007

Darrick O. Ross,
Sergeant-at-Arms

Elected by Active Police

January 28, 1999

January 27, 2007

William H. Simons

Appointed by the Mayor

September 13, 2001

January 27 2006

George R. Suter,
Secretary

Elected by Retired Police

January 28, 1997

January 27, 2009

Thomas N. Tippett,

Elected by Retired Firefighters

March 21, 2005

January 27, 2008

Michael J. Warren

Appointed by the City Council

March 11, 2005

January 27, 2007
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Chart 1: DCRB Organizational Diagram

The District of Columbia Retirement Board

Lyle M. Blanchard, Council Appointee
Barbara Davis Blum, Mayoral Appointee
Mary A. Collins, Elected Active Teacher

Shireen L. Dodson, Council Appointee
Chairman

Brian K. Lee, Elected Active Firefighter
Parliamentarian

Lasana Mack, Ex Officio Member
Ex Officio Representative

Auditor » Judith C. Marcus, Elected Retired Teacher
Thompson, Cobb, Bazilio Treasurer
& Associates, P.C.

Joan Parrot-Fonseca, Mayoral Appointee

Darrick O. Ross, Elected Active Police
Sergeant-at-Arms

William H. Simons, Mayoral Appointee

George R. Suter, Elected Retired Police
Secretary

Thomas N. Tippett, Elected Retired Firefighter

Michael J. Warren, Council Appointee

Acting Executive Director

Constance Donovan

Chief Financial Officer Chief Investment Officer Chief Benefits Officer General Counsel

Kate Marshall Sheila Morgan-Johnson Joan Passerino Constance Donovan
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Photo 1: Board of Trustees
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Financial Section: D.C. Police Officers’ and Firefighters’ Retirement Fund Independent Auditor’s Report

Independent Auditor’s Report

THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and Management, Systems, and Financial Consultants

W Main Office: O Regional Office: O Regional Office:
1101 15th Street, N.W. 100 Pearl Street 21250 Hawthorne Boulevard
Suite 400 14th Floor Suite 500
Washington, DC 20005 Hartford, CT 06103 Torrance, CA 90503
(202) 737-3300 (860) 249-7246 (310) 792-7001
(202) 737-2684 Fax (860) 275-6504 Fax (310) 792-7004 Fax

Board of Trustees
District of Columbia Police Officers and Firefighters’ Retirement Fund

We have audited the accompanying statements of net assets of the District of Columbia Police Officers and
Firefighters’ Retirement Fund (the Fund), a pension trust fund of the Government of the District of Columbia (the
District), as of September 30, 2006 and 2005, and the related statements of changes in net assets for the years then
ended. These financial statements are the responsibility of the Fund’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the finan-
cial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

As discussed in note 1, these financial statements only present the Fund and do not purport to, and do not, pres-
ent the financial position of the Government of the District of Columbia as of September 30, 2006 and 2005, and the
changes in its financial position for the years 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
District of Columbia Police Officers and Firefighters’ Retirement Fund as of September 30, 2006 and 2005, and the
changes in its net assets for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

The information on schedules 1 and 2 and the management’s discussion and analysis are not a required part of the
financial statements, but are supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did not audit this infor-
mation and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a whole. The
information on schedules 3 through 5 is presented for the purposes of additional analysis and is not a required part
of the financial statements. Such information has not been subjected to the auditing procedures applied in the audit
of the financial statements and, accordingly, we express no opinion thereon.

‘Tﬁmrp;f_m A C,Cbb) Bazilio % A_QS{)CICI{' €s, IOC/

Washington, D.C.
December 20, 2006
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Financial Section: D.C. Police Officers’ and Firefighters' Retirement Fund Management'’s Discussion & Analysis

Management’s Discussion and Analysis

his discussion and analysis provides an overview of the financial activities of the District of Columbia Police
Officers and Firefighters’ Retirement Fund (the Fund) as of and for the fiscal year ended September 30,
2006. This discussion and analysis should be read in conjunction with the statements, notes, and supple-
mentary information.

The District of Columbia Retirement Board (the Board) is an independent agency of the District of Columbia
Government. The Board is responsible for managing the assets of the Fund and of the District of Columbia Teachers’
Retirement Fund. As authorized by DC Code, the Board commingles the assets of the two Retirement Funds for invest-
ment purposes. The Board proportionately allocates the investment activity and the administrative expenses of the
Board between the two Retirement Funds.

Effective October 1, 2005, the Board became responsible for administering the pension benefits, and the related
administrative expenses are borne by the Board.

Effective October 1, 2005, the Board is under contract to the United States Department of the Treasury (the
U.S. Treasury) to administer police officer and firefighter pension benefits that are the financial responsibility of the
Federal government. The U.S. Treasury reimburses the Board for relevant administrative expenses.

The Board incurred certain expenses during fiscal year 2006 in preparation for administering District and Federal

pension benefits. The U.S. Treasury agreed to reimburse the Board for certain transition expenses.

FINANCIAL HIGHLIGHTS

The financial highlights are:

® Net Assets Held in Trust for Pension Benefits as of
September 30, 2006 were $2,310,211.

® Net Assets Held in Trust for Pension Benefits
increased during fiscal year 2006 by $337,119.

® The Net Investment Income for fiscal year 2006 was
$212,089.

¢ The District of Columbia government contributed
$117,500 to the Fund for fiscal year 2006, which satis-
fied its statutory obligation.

® The Fund’s share of administrative expenditures for
fiscal year 2006 was $1,817.

OVERVIEW OF THE FINANCIAL
STATEMENTS AND SCHEDULES

This discussion and analysis is an introduction to the
basic financial statements and schedules. The basic
financial statements include two statements, notes, and
supplementary information.

Statements of Net Assets — present the assets, liabil-
ities, and net assets held in trust for pension benefits as
of the end of the current and prior fiscal year.

Statements of Changes in Net Assets — present the
additions to and deductions from the net assets during
the current and prior fiscal years. The statements pres-
ent the major sources of additions and uses of deduc-
tions. Over time, the net increase or decrease in net
assets may serve as a useful indicator of whether the
financial position of the Fund as a whole is improving
or deteriorating.

Notes to Financial Statements — present various dis-
closures to augment the two statements. The notes
present information about the creation and administra-
tion of the Fund, significant accounting policies, and
investments.

Supplementary Information — presents additional
information about employer contributions, actuarial
assumptions, additions and deductions for the last 10
fiscal years, and investments.

FINANCIAL ANALYSIS

The Fund had Net Assets Held in Trust for Pension
Benefits as of September 30, 2006, of $2,310,211, which
is an increase of $337,119 from the end of the prior fis-
cal year.
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Net Assets

A summary of the Net Assets Held in Trust for Pension
Benefits is below.

Changes in Net Assets

The net assets increased during fiscal year 2006 by
$337,119. A summary of the change is below.

The District of Columbia government made the
required employer contribution in fiscal year 2006
based on the funding formula contained in DC Code.

The Fund pays for pension benefits earned since June
30, 1997. As a result, the pension benefit expense will be
increasing. The Fund also pays for increases in pension
benefits that result from changes after June 30, 1997 in
the provisions of the Plan.

The Total Fund returned 10.4% during FY 2006.
While it underperformed the Asset Allocation
Benchmark by 60 basis points (10.4% versus 11.0%),
the Total Fund outperformed the Board’s actuarial
assumed rate of return of 7.25% by approximately 315
basis points. The Total Fund’s underperformance rela-
tive to the Asset Allocation Benchmark for FY 2006 can
be attributed primarily to underperformance by the
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domestic equity segment. However, active management
within the international equity, fixed income, and real
estate segments contributed positively to relative
returns. The international equity segment outper-
formed its benchmark by 230 basis points (20.6% ver-
sus 18.3%), the fixed income segment outperformed its
benchmark by 80 basis points (4.5% versus 3.7%), and
the real estate segment outperformed its benchmark by
530 basis points (22.9% versus 17.6%).

As of September 30, 2006, the Total Fund’s assets
equaled $3.62 billion, an increase of approximately 15%
from the total asset value at the end of FY 2005. Over the
long-term, the Total Fund has slightly underperformed
the Total Fund Benchmark, with the Total Fund return-
ing an annualized 8.7% for the 10-year period ended
September 30, 2006, versus 8.9% for the Total Fund
Benchmark. However, it should be noted that the Total
Fund exceeded the Board’s actuarial assumed rate of
return (7.25%) for the 3-year, 5-year, and 10- year peri-
ods ended September 30, 2006, by approximately 480
basis points, 130 basis points, and 145 basis points,
respectively, on an annualized basis. Since its inception
in October 1982, the Total Fund has earned an annual-
ized return of 10.5%.

NET ASSSETS
2006

Investments, net of accrued interest

receivable and liabilities $2,321,164
Fixed Assets, NBV 51
Contributions receivable 955
Due from (to) District 109
Due to Federal Government (12,068)
Net Assets $2,310,211

Increase

2005 (Decrease) Percent
$ 1,983,774 $ 337,390 17.01 %
86 (35) (40.70) %
937 18 1.92 %
(2,555) 2,664 (104.27) %
(9,150) (2,918) 31.89 %
$ 1,973,092 $ 337,119 17.09 %

CHANGES IN NET ASSSETS

2006
Employee contributions $25,142
Employer contributions 117,500
Net investment income 212,089
Total Additions 354,731
Benefit payments 15,795
Administrative expenses 1,817
Total Deductions 17,612
Net change in net assets $337,119
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Increase

2005 (Decrease) Percent
$ 23,804 $ 1,338 5.62 %
112,100 5,400 4.82 %
235,515 (23,426) (9.95) %
371,419 (16,688) (4.49) %
13,564 2,231 16.45 %
3,789 (1,972) (52.05) %
17,353 259 1.49 %
$ 354,066 $(16,947) (4.79) %
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Public equity markets continued to perform well
during FY 2006, as world stock markets rallied for the
fourth straight year. The Russell 3000 Index, a broad-
based U.S. equity index, rose 10.2% during the period.
Non-U.S. equity markets outperformed U.S. stocks for
the fifth consecutive year, with the MSCI EAFE Index
increasing 14.5% during the 12-month period ended
September 30, 2006. Private equity investments enjoyed
strong performance for the second straight year, with
the Cambridge Private Equity Index rising 22.5% for
the 1-year period. Fixed income was again the worst
performing asset class during FY 2006, with the Lehman
Brothers Aggregate Bond Index returning 3.1% as the
Federal Reserve continued to raise short-term interest
rates.

During FY 2006, the Board maintained its strategic
asset allocation targets, which had been established in
FY 2003 following an asset/liability study conducted by
the Board’s general investment consultant, Watson
Wyatt. This study was updated by Watson Wyatt in FY
2005, and asset class targets remain as follows:

U.S. Equities 40%
Fixed Income 25%
International Equities 20%
Private Equity 10%
Real Estate 5%

As of September 30, 2006, all asset classes were with-
in their respective target allocation ranges, with the
exception of private equity. Due to the difficulties
involved in deploying large amounts of capital expedi-
tiously in this asset class, it may take several years until
the Board reaches full exposure to private equity. Thus,
U.S. public equities will he used as a proxy for exposure
to private equity until this strategy can be fully imple-
mented.

During FY 2006, the Board took important steps in
moving toward its target private equity and real estate
allocations. Pantheon, the Board’s discretionary private
equity advisor and fund-of-fund manager who was ini-
tially funded by the Board in November 2004, had made
capital commitments of more than $182 million in 49
private equity partnerships through September 30,
2006. The Board also approved an investment in a sec-
ondary private equity fund managed by Pantheon,
which is expected to be funded in FY 2007. Regarding
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real estate, the Board funded the JP Morgan Strategic
Property Fund (core), and selected and funded CB
Richard Ellis Strategic Partners IV (high return), during
FY 2006. While the Board may fund an additional real
estate manager in FY 2007, the Board’s current exposure
to real estate is within its target allocation range.

The Board reviewed the investment structure of its
non-U.S. equity segment during FY 2006 and decided to
change the segment’s benchmark to the MSCI ACWI
ex-US Index in order to reflect the broader scope of
international equity markets, including emerging mar-
kets. The Board also reviewed the investment structure
of its fixed income segment, electing to change the seg-
ment’s benchmark to the Lehman US Universal Index,
which includes high yield and emerging markets fixed
income securities. Within the US equity segment, the
Board conducted a search for a mid-cap value manager
to replace Ariel Capital, selecting and funding
Thompson, Siegel, & Walmsley. In addition, with the
goal of increasing alpha and diversification in the Total
Fund, the Board conducted a search for a multi-strategy
manager, selecting and funding Bridgewater Associates.

The Board continued to rebalance its managers’
portfolios during FY 2006 in accordance with the
Board’s rebalancing policy. Variances from investment
style targets were rebalanced as needed in a manner that
maintained the overall integrity of the asset class struc-
ture but was not disruptive to the managers.

Going forward in FY 2007, the Board intends to con-
tinue the implementation of its strategic asset allocation
policy. The Board will continue to review the invest-
ment structure of its asset class segments and to careful-
ly monitor the performance of its investment managers.
As appropriate, the Board will make adjustments to its
investment structure within each asset class and con-
duct manager searches, when necessary, in order to

enhance the performance of the Total Fund.

ADDITIONAL INFORMATION

These financial statements present the finances of the
Fund in accordance with accounting principles general-
ly accepted in the United States of America. Questions
about these financial statements or other inquiries
should be addressed to the Acting Executive Director,
District of Columbia Retirement Board, 900 7th Street,
NW, 2nd Floor, Washington, DC 20001.
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Financial Statements

I
Statement of Net Assets

2006 2005
ASSETS
Equity in pooled investments under Master Trust Agreement,
at fair value (Note 4) $2,591,840 $ 2,203,772
Accrued interest receivable 5,801 5,848
Benefit contributions receivable 955 937
Fixed assets, net of accumulated depreciation 51 86
Due from District of Columbia Government 109 -
Total assets 2,598,756 2,210,643
LIABILITIES
Liabilities under securities lending agreements 274,501 224,265
Accounts payable - investment expenses 1,976 1,581
Due to Federal Government 12,068 9,150
Due to District of Columbia Government - 2,555
Total liabilities 288,545 237,551
Net Assets Held in Trust for Pension Benefits $2,310,211 $ 1,973,092

The accompanying notes are an integral part of these statements.
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]
Statement of Changes in Net Assets

2006 2005

Additions

Contributions:

District government $ 117,500 $ 112,100

District employees 25,142 23,804

Total contributions 142,642 135,904

Investment income:

Net appreciation in fair value of investments 148,175 182,608

Interest and dividends 70,452 57,819

Gross earnings on security lending transactions 13,043 5,867

231,670 246,294

Less:

Investment expenses 7,143 5,472

Borrower rebates and agent fees on security lending transactions 12,438 5,307

Net investment income 212,089 235,515

Total additions 354,731 371,419
Deductions

Benefit payments 15,795 13,564

Administrative expenses 1,817 3,789

Total deductions 17,612 17,353
Net Increase in Net Assets 337,119 354,066
Net Assets Held in Trust for Pension Benefits
Beginning of year 1,973,092 1,619,026
End of year $ 2,310,211 $ 1,973,092

The accompanying notes are an integral part of these statements.
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Notes to Financial Statements

NOTE 1:
ORGANIZATION

The District of Columbia Police Officers’ and
Firefighters’ Retirement Fund (the Fund) was estab-
lished in 1979 by the District of Columbia Retirement
Reform Act (the Reform Act, Pub. L. 96-122, D. C. Code
§ 1-701 et seq.). The Fund provides assets to pay pen-
sion benefits to police officers and firefighters of the
District of Columbia Government. The Reform Act also
established the District of Columbia Retirement Board
(the Board) and the District of Columbia Teachers’
Retirement Fund (the Teachers’ Fund).

The National Capital Revitalization and Self-
Government Improvement Act of 1997 (the Revital-
ization Act, Title XI of the Balanced Budget Act of 1997,
Pub. L. 105-33) transferred significant assets and liabil-
ities of the Fund and the Teachers’ Retirement Fund
(collectively, the Funds) to the Federal Government.

Concurrently, the District of Columbia Retirement
Protection Act of 1997 (the Retirement Protection Act,
Subtitle A of the Revitalization Act) transferred to the
Federal Government the liability for retirement benefits
for employee service credit earned prior to July 1, 1997,
by participants of the District Retirement Funds. The
assets transferred to the Federal Government and the
assets of the Fund managed by the Board are compo-
nents of the same single employer defined benefit pen-
sion plan.

As required by the Retirement Protection Act, the
Council of the District of Columbia (the Council)
enacted the Police Officers, Firefighters, and Teachers
Retirement Benefit Replacement Plan Act of 1998
(September 18, 1998, D.C. Law 12-152, § 101, 45 DCR
4045; D.C. Code § 1-901.01 et seq.). This Act (the
Replacement Act) established the pension benefits for
employee service earned after June 30, 1997, and pro-
vides for full funding of the benefits on an actuarially
sound basis.

The Board is an independent agency of the District
of Columbia Government (the District) that is respon-
sible for managing the assets of the District Retirement
Funds. Although the assets of the funds are commingled
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for investment purposes, each Fund’s assets may only be
used for the payment of benefits to the participants of
that Fund and certain administrative expenses.

The Fund is included in the District’s Compre-
hensive Annual Financial Report as a pension trust
fund.

NOTE 2:
FUND ADMINISTRATION AND
DESCRIPTION

District of Columbia Retirement Board — The Board
consists of 12 trustees, three appointed by the Mayor of
the District, three appointed by the Council of the
District, and six elected Trustees, including one active
and one retired representative, each from the police offi-
cers, firefighters, and teachers. In addition, the District’s
Chief Financial Officer or his designee serves as a non-
voting, ex-officio trustee.

Since its inception, the Board has operated under a
committee system which provides a two-tiered process
for fiduciary review and analysis. In this manner, the
Board, consistent with its fiduciary duties, thoroughly
and comprehensively reviews all issues brought before
it. The Board has six standing committees, including
Benefits, Emerging Enterprise, Fiduciary, Investment,
Legislative, and Operations. To implement its policies,
the Board retains an Executive Director and other staff
to be responsible for the day-to-day management of the
Funds.

Other Administration — The District of Columbia
Police Officers and Firefighters’ Retirement and Relief
Board makes findings of fact, conclusions of law, and
decisions regarding eligibility for retirement and survivor
benefits, determines the extent of disability, and conducts
annual medical and income reviews. The Board of Police
and Fire Surgeons determines medical eligibility for dis-
ability retirement. The DCRB Benefits Department
receives retirement orders for retirement benefit calcula-
tions for all active plan members found eligible for retire-
ment and carries out the processing and day-to-day
administration of retirement benefits. DCRB also
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processes employee requests for refunds of contributions.
Effective in October 1, 2005, the Board assumed the
administrative functions previously performed by the
OPRS.

Eligibility — A participant becomes a member when
he/she starts work as a police officer or firefighter in the
District. Police cadets are not eligible to join the Fund.

Retirement and disability benefit provisions for
District of Columbia police officers and firefighters are
established by the “Policemen and Firemen’s Retirement
and Disability Act,” codified at D.C. Code § 5701 et seq.
(2001 Ed.).

Members Hired Before February 15, 1980

Members are eligible for optional retirement with full
benefits at any age with 20 years of departmental serv-
ice, or for deferred retirement after age 55 with five years
of departmental service. The annual basic retirement
benefit equals 2.5% of average base pay, which is defined
as the highest consecutive 12 months of base pay, mul-
tiplied by departmental service through 20 years, plus
3% of average base pay multiplied by average base pay
times departmental service over 20 years, plus 2.5% of
average base pay multiplied by years of creditable serv-
ice, but not more than 80% of final pay. Members who
terminate after five years of police or fire service are
entitled to a deferred pension beginning at age 55.
Benefits are also provided to certain survivors of active,
retired, or terminated vested members. Retired mem-
bers receive the same percent increase granted to active
participants in the pay schedule rate to which the mem-
ber would be entitled if in active service.

Members with permanent, service-related disabilities
who have less than 26 years and eight months of serv-
ice receive two-thirds (2/3) of average base pay.
Members with 26 years and eight months to 28 years of
service receive 2.5% of average base pay multiplied by
service. Members with more than 28 years of service
receive 70% of average base pay.

Members with permanent, non-service-related dis-
abilities, who have 5 to 20 years of service receive 40%
of average base pay; 20 to 35 years of service, receive 2%
of average base pay multiplied by service; and more
than 35 years of service, receive 70% of average base pay.
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Members Hired Between February 15, 1980 and
November 10, 1996

Members are eligible for optional retirement with full
benefits at age 50 with at least 25 years of departmental
service, or after 55 with five years of departmental serv-
ice. The annual basic retirement benefit equals 2.5% of
average base pay, which is defined as the highest consec-
utive 36 months of base pay, multiplied by credited
service through 25 years, plus 3% of average base pay
multiplied by departmental service over 25 years, plus
2.5% of average base pay multiplied by credited service,
but not more than 80% of final salary. Members sepa-
rated after five years of departmental service are entitled
to a deferred pension beginning at age 55.

Members with permanent, service-related disabilities
receive 70% of base pay multiplied by a percentage of
disability, with a minimum benefit of 40% of base pay.

Members with permanent, non-service-related dis-
abilities with more than 5 years of service receive 70% of
base pay multiplied by a percentage of disability, with a
minimum benefit of 30% of base pay.

Benefits are also provided to certain survivors of
active, retired or terminated vested members. Members
retired after February 15, 1980 receive annual benefit
increases proportional to changes in the Consumer
Price Index.

Members Hired on or After November 10, 1996

Members are eligible for retirement at any age, with at
least 25 years of departmental service or after age 55
with five years of departmental service. The annual
basic retirement benefit equals 2.5% of average base pay,
which is defined as the highest consecutive 36 months
of base pay, multiplied by credited service, but not more
than 80% of the final pay. Members separated after five
years of departmental service are entitled to a deferred
pension beginning at age 55. Benefits are also provided
to certain survivors of active, retired, or terminated
vested members. Members receive annual benefit
increases proportional to changes in the Consumer
Price Index, but not more than 3%.

Members with permanent, service-related disabilities
receive 70% of base pay multiplied by a percentage of
disability, with a minimum benefit of 40% of base pay.

Members with permanent, non-service-related dis-
abilities with more than five years of service receive 70%
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of base pay multiplied by a percentage of disability, with
a minimum benefit of 30% of base pay.

Participant Data

For the years ended September 30, 2006 and 2005, the
number of participating employees was as follows:

2006 2005

Retirees and beneficiaries
receiving benefits (post 6/30/97) 1,051 903

Active plan members 5,256 5,222
Vested Terminations 244 238
6,551 6,363

Contributions

Fund members contribute by salary deductions at rates
established by D.C. Code § 5-706 (2001 Ed.). Members
contribute 7% (or 8% for Police Officers and
Firefighters hired on or after November 10, 1996) of
annual salary, including any differential for special
assignment and longevity, but excluding overtime, holi-
day, or military pay.

The District is required to contribute the remaining
amounts necessary to finance the coverage of its
employees through annual contributions at actuarially
determined amounts in accordance with the provisions
of the Replacement Act. The District contributions for
fiscal years 2006 and 2005 equaled or exceeded the
Fund’s independent actuary’s recommendation.

Contribution requirements of Fund members are
established by D.C. Code § 5-706 and requirements for
District of Columbia government contributions to the
Fund are established at D.C. Code § 1-907.02 (2001
Ed.), which may be amended by the Council. Adminis-
trative costs are financed through investment earnings.

NOTE 3:
SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Accounting — The financial statements are
prepared using the accrual basis of accounting where
the measurement focus is on the flow of economic
resources.

Employee contributions are recognized as compen-
sation earned by fund members. Employer contribu-
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tions to the Fund are recognized when due and the
employer has made a formal commitment to provide
the contributions. Benefits and refunds are recognized
when due and payable in accordance with the terms of
the Fund.

Method Used to Value Investments — Investments are
reported at fair value, and reflect transaction costs, such
as brokerage commissions and other costs normally
incurred in a sale, if such costs are determinable. Short-
term investments are reported at cost, which approxi-
mates fair value. Securities traded on a national or
international exchange are valued at the last reported
sales price at the current exchange rate. Collateralized
mortgage obligations are stated at fair value.

The fair value of real estate investments is based on
independent appraisals, when available, and the fair
value of limited partnership interests in real estate
investments is based on reported estimated fair values.
Investments that do not have established market values
are reported at estimated fair value.

Actuarial Data — The Fund uses the Aggregate
Actuarial Cost method to determine the annual
employer contribution. The excess of the actuarial pres-
ent value of projected benefits of the group included in
an actuarial valuation over the sum of the actuarial
value of assets and the actuarial present value of
employee contributions is allocated on a level basis over
the earnings or service of the group between the valua-
tion date and assumed exit date.

This allocation is performed for the group as a
whole, not as a sum of individual allocations. That por-
tion of the actuarial present value allocated to a valua-
tion year is called the normal cost. The actuarial
accrued liability is equal to the actuarial value of assets.

Use of Estimates — The preparation of financial state-
ments in conformity with accounting principles gener-
ally accepted in the United States of America requires
the Board to make estimates and assumptions that
affect the reported amounts of assets, liabilities, addi-
tions and deductions to net assets held in trust for pen-
sion benefits and disclosure of contingent assets and lia-
bilities at the date of the financial statements and dur-
ing the reporting period. Actual results could differ
from those estimates.
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Investment Expenses — The District of Columbia
Appropriation Act authorized Fund earnings to be used
for investment expenses incurred in managing the assets
and administering the Fund. The total investment
expenses borne by the Fund was and $7,143,000 in 2006
and $5,472,000 in 2005, respectively.

NOTE 4:
INVESTMENTS

The Board is authorized to manage and control the
investment of the District Retirement Funds’ assets. The
Board broadly diversifies the investments of the Funds
so as to minimize the risk of large losses, unless under
the circumstances it is clearly prudent not to do so, as
required by D.C. Code § 1-741(a)(2)(C), (2001 Ed.).
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Master Trust — The Board has pooled all of the assets
under its management (the Investment Pool), as is
authorized by D.C. Code § 1-903(b), (2001 Ed.), with a
master custodian under a master trust arrangement (the
Master Trust). Using an investment pool, each Fund has
equity in the pool. District and employee contributions
are deposited to the respective Fund for which the con-
tribution was made, and benefit payments and employ-
ee contribution refunds are withdrawn from the Fund
in which the recipient participates. Investment per-
formance and administrative expenditures are allocated
between the two Funds based upon their proportionate
equity in the pool.

The fair values of investments of the Investment Pool
as of September 30, 2006 and 2005 are as follows:

2006 2005

Investments held by Board’s agent in Board’s name:

Cash and cash equivalents $ 147,585 $ 329,173

Equities (of which $304,375 and $211,403

in 2006 and 2005, respectively, is on securities

loan with securities and other collateral) 2,675,639 2,126,761

Fixed income securities (of which $102,106

and $133,144 in 2006 and 2005, respectively, is on

securities loan with securities and other collateral) 505,903 652,876

Payable on investment transactions (118,558) (311,725)

Subtotal 3,210,569 2,797,085

Investments held by broker-dealer under securities loans with cash collateral:

Equities 304,375 211,403
Fixed income security 102,106 133,144
Securities lending collective investment pool 428,228 354,912
Subtotal 834,709 699,459
Total $ 4,045,278 $ 3,496,544

At September 30, 2006, the Fund’s share of the Investment Pool was $2,597,641 including cash collateral of
$274,500 and accrued interest receivable. At Septembe