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AGENDA 

 
 

Date: November 6, 2020 
 
 
The regular meeting of the Dallas Police and Fire Pension System Board of Trustees will be held at 
8:30 a.m. on Thursday, November 12, 2020, via telephone conference for audio at 214-271-5080 
access code 588694 or Toll-Free (US & CAN): 1-800-201-5203 and Zoom meeting for visual 
https://us02web.zoom.us/j/87136913186?pwd=OFhtSC80RnJUS0kwek0zeWQvSHUrUT09 
Passcode: 806351. Items of the following agenda will be presented to the Board: 
 
A. MOMENT OF SILENCE 

 
 

B. CONSENT AGENDA 
 
  1. Approval of Minutes 
 

Regular meeting of October 8, 2020 
 
  2. Approval of Refunds of Contributions for the Month of October 2020 
 
  3. Approval of Activity in the Deferred Retirement Option Plan (DROP) for November 

2020  
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  4. Approval of Estate Settlements 
 
  5. Approval of Survivor Benefits 
 
  6. Approval of Service Retirements 
 
  7. Spouse Wed After Retirement (SWAR) 
 
  8. Approval of Payment of Previously Withdrawn Contributions 
 
  9. Approval of Payment of Military Leave Contributions 

 
 
C. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR INDIVIDUAL 

CONSIDERATION 
 
  1. January 1, 2020 Actuarial Valuation 
 
  2. Financial Audit Status 
 
  3. Second Reading and discussion of the 2021 Budget 
 
  4. Quarterly Financial Reports 

 
  5. Investment Policy Statement 
 

a. Investment Advisory Committee 
b. Policy Benchmark Change  
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  6. Board Committee Membership 
 
  7. Monthly Contribution Report 
 
  8. Staff Leave Accrual During COVID-19 
 
  9. Required Training Manual Delivery 

 
10. Board approval of Trustee education and travel 
 

a. Future Education and Business-related Travel 
b. Future Investment-related Travel 

 
11. Portfolio Update 
 
12. Loomis Sayles High Yield Bonds 
 
13. Global Bond Allocation 

 
14. Lone Star Investment Advisors Update 
 

Portions of the discussion under this topic may be closed to the public under the terms of 
Section 551.071 of the Texas Government Code. 

  

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

104



4 of 4 

15. Legal issues - In accordance with Section 551.071 of the Texas Government Code, 
the Board will meet in executive session to seek and receive the advice of its attorneys 
about pending or contemplated litigation or any other legal matter in which the duty 
of the attorneys to DPFP and the Board under the Texas Disciplinary Rules of 
Professional Conduct clearly conflicts with Texas Open Meeting laws. 

 
16. Closed Session - Board serving as Medical Committee 

 
Discussion of the following will be closed to the public under the terms of Section 
551.078 of the Texas Government Code: 

 
Application for death benefits for disabled child 

 
D. BRIEFING ITEMS 

 
  1. Public Comment 
 
  2. Executive Director’s report 

 
a. Associations’ newsletters 

• NCPERS Monitor (October 2020) 
• TEXPERS Pension Observer  http://online.anyflip.com/mxfu/alie/mobile/index.html 

b. Open Records 
c. Operational Response to COVID-19 

 
 

The term “possible action” in the wording of any Agenda item contained herein serves as notice that the Board may, as permitted by the Texas Government Code, Section 551, in its discretion, 
dispose of any item by any action in the following non-exclusive list: approval, disapproval, deferral, table, take no action, and receive and file. At the discretion of the Board, items on this agenda 
may be considered at times other than in the order indicated in this agenda. 
 

At any point during the consideration of the above items, the Board may go into Closed Executive Session as per Texas Government Code, Section 551.071 for consultation with attorneys, Section 
551.072 for real estate matters, Section 551.074 for personnel matters, and Section 551.078 for review of medical records. 
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Regular Board Meeting – Thursday, November 12, 2020 

 

ITEM A 
 

MOMENT OF SILENCE 
 

In memory of our Members and Pensioners who recently passed away 
 
 

 

NAME ACTIVE/ 

RETIRED 

DEPARTMENT DATE OF DEATH 

Larry D. Jackson 

Ronald M. Hubner 

Bobby M. Dillard 

Rufus W. High, Jr. 

Clifford B. Norfleet 

T. G. Dickerson 

William P. Rossi 

T. J. Walker 

Retired 

Retired 

Retired 

Retired 

Retired 

Retired 

Retired 

Retired 

Fire 

Police 

Police 

Police 

Police 

Police 

Police 

Fire 

Sept. 27, 2020 

Sept. 30, 2020 

Oct. 6, 2020 

Oct. 8, 2020 

Oct. 11, 2020 

Oct. 20, 2020 

Oct. 26, 2020 

Oct. 31, 2020 
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Dallas Police and Fire Pension System 
Thursday, October 8, 2020 

8:30 a.m. 
Via telephone conference 

 
 

Regular meeting, William F. Quinn, Chairman, presiding: 
 
 
ROLL CALL 
 
Board Members 
 
Present at 8:31 a.m. William F. Quinn, Nicholas A. Merrick, Armando Garza, Michael 

Brown, Robert B. French, Gilbert A. Garcia, Kenneth Haben, Tina 
Hernandez Patterson, Steve Idoux, Mark Malveaux, Allen R. Vaught 

 
Absent: None 
 
Staff Kelly Gottschalk, Josh Mond, Kent Custer, Brenda Barnes, John Holt, 

Greg Irlbeck, Milissa Romero, Cynthia Thomas, Ryan Wagner, 
Michael Yan 

 
Others Kenneth Latz, Robert Denious 
 

*  *  *  *  *  *  *  * 
 
The meeting was called to order at 8:31 a.m. 
 

*  *  *  *  *  *  *  * 
 
 

A. TRUSTEES 
 

  1. WELCOME NEW AND REAPPOINTED TRUSTEES 
 

The terms of William Quinn, Nicholas Merrick, and Susan Byrne ended on 
August 31, 2020. These three trustees were serving as hold-over trustees pending 
Mayor Johnson’s trustee appointments. Mayor Johnson made the following 
appointments: 
 
• Michael Brown to serve a two-year term ending August 31, 2022; 
• Nicholas Merrick (reappointment) to serve a three-year term ending 

August 31, 2023; 
• William Quinn (reappointment) to serve a two-year term ending  

August 31, 2022.  
 
The Board welcomed new Trustee Michael Brown and the reappointed Trustees 
Nicholas Merrick and William Quinn. 
 
No motion was made. 

*  *  *  *  *  *  *  *  
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  2. Election of Deputy Vice Chairman 
 
 Article 6243a-1, Section 1.53(f) requires that the board elect Trustees to serve as 

officers of the Board in June of odd-numbered years, however, the position of 
Deputy Vice Chairman is vacant due to Trustee turnover. 

 
After discussion, Mr. Quinn made a motion to appoint Armando Garza to serve 
as Deputy Vice Chairman until the full slate of officers are elected in June 2021.  
Ms. Hernandez Patterson seconded the motion, which was unanimously approved 
by the Board. 

 
*  *  *  *  *  *  *  * 

 
 
B. MOMENT OF SILENCE 

 
The Board observed a moment of silence in memory of active firefighter Ceasar Rios, 
retired police officers Earl C. Gage, Bobby J. Coslin, W. G. Hilliard, Fred W. Martin, 
and retired firefighters Thomas E. McCarley, Robert E. Justis, Archie R. Kelly, C. I. 
Chancellor. 
 
No motion was made.  
 

*  *  *  *  *  *  *  * 
 
 

C. CONSENT AGENDA 
 

  1. Approval of Minutes 
 

 Regular meeting of September 10, 2020 
 
  2. Approval of Refunds of Contributions for the Month of September 2020 
 
  3. Approval of Activity in the Deferred Retirement Option Plan (DROP) for 

September 2020 
 
  4. Approval of Estate Settlements 
 
  5. Approval of Survivor Benefits 
 
  6. Approval of Service Retirements 
 
  7. Approval of Alternate Payee Benefits  
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  8. Spouse Wed After Retirement (SWAR)  
 
After discussion, Mr. Quinn made a motion to approve the minutes of the regular 
meeting of September 10, 2020.  Mr. Garza seconded the motion, which was 
unanimously approved by the Board. 
 
After discussion, Mr. Quinn made a motion to approve the remaining items on the 
Consent Agenda, subject to the final approval of the staff.  Mr. Vaught seconded the 
motion, which was unanimously approved by the Board. 
 

*  *  *  *  *  *  *  * 
 
 
D. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR 

INDIVIDUAL CONSIDERATION 
 
  1. Audit Status 

 
 The Chief Financial Officer provided a status update on the annual financial audit. 
 

No motion was made. 
 

*  *  *  *  *  *  *  * 
 
  2. Initial Reading and discussion of the 2021 Budget 

 
The Chief Financial Officer presented the initial reading of the 2021 budget, 
prepared in total for both the Combined Pension Plan and the Supplement Plan. 
 
After discussion, Mr. Quinn made a motion to authorize forwarding the 2021 
proposed budget to the City of Dallas for comment and the posting of the 
proposed budget to www.dpfp.org for member review prior to the November 
meeting and bring the proposed budget to the Board at the November 12, 2020 
Board meeting for consideration.  Mr. Haben seconded the motion, which was 
unanimously approved by the Board. 
 

*  *  *  *  *  *  *  * 
 
  3. Peer Organizational & Expense Review 
 

The Executive Director briefed the Board on the results of the Peer 
Organizational and Expense review. 
 
No motion was made. 

 
*  *  *  *  *  *  *  *  
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  4. Monthly Contribution Report 

 
The Executive Director reviewed the Monthly Contribution Report. 
 
No motion was made. 

 
*  *  *  *  *  *  *  * 

 
  5. Board approval of Trustee education and travel 
 

a. Future Education and Business-related Travel 
b. Future Investment-related Travel 
 
The Board and staff discussed future Trustee education. There was no future 
Trustee business-related travel or investment-related travel scheduled. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
  6. Portfolio Update 

 
Investment staff briefed the Board on recent events and current developments 
with respect to the investment portfolio. 
 
No motion was made. 

 
*  *  *  *  *  *  *  * 

 
  7. Report on Investment Advisory Committee 
 

The Investment Advisory Committee met on September 28, 2020. The 
Committee Chair and Investment Staff commented on Committee observations 
and advice. 
 
No motion was made. 
 

*  *  *  *  *  *  *  *  
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  8. Fixed Income Portfolio Review 
 

Staff provided an overview of DPFP public fixed income investments. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 

  9. Private Asset Cash Flow Projection Update 
 
Staff provided the quarterly update on the private asset cash flow projection 
model. The cash flow model projects estimated contributions to, and 
distributions from, private assets through the end of 2023. These estimates are 
intended to assist the Board in evaluating the expected time frame to reduce 
DPFP’s exposure to these assets and the implications for the public asset 
redeployment, overall asset allocation, and expected portfolio risk and return. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
10. Lone Star Investment Advisors Update 
 

Investment staff updated the Board on recent performance, operational, and 
administrative developments with respect to DPFP investments in funds managed 
by Lone Star Investment Advisors. 
 
The Board went into closed executive session at 10:09 a.m.  
 
The meeting was reopened at 10:51 a.m. 
 
After discussion, Mr. Quinn made a motion to authorize the Executive Director 
and the Board Chair, conditioned upon their approval of satisfactory diligence, to 
approve the terms of the mediated settlement agreement with Lone Star 
Investment Advisors and its affiliates and authorize the Executive Director to 
approve up to $16 million of funding in senior secured notes to the Lone Star 
Investment Advisors funds to cover obligations including settlement costs, 
working capital needs, follow-on investments and other fund obligations. Ms. 
Hernandez Patterson seconded the motion, which was unanimously approved by 
the Board. 

 
*  *  *  *  *  *  *  * 
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11. Legal issues - In accordance with Section 551.071 of the Texas Government 
Code, the Board will meet in executive session to seek and receive the advice 
of its attorneys about pending or contemplated litigation or any other legal 
matter in which the duty of the attorneys to DPFP and the Board under the 
Texas Disciplinary Rules of Professional Conduct clearly conflicts with 
Texas Open Meeting laws. 
 
The Board went into closed executive session at 10:09 a.m.  
 
The meeting was reopened at 10:51 a.m. 
 
No motion was made. 

 
*  *  *  *  *  *  *  * 

 
The Board went into closed executive session at 11:47 a.m.  
 
The meeting was reopened at 11:57 a.m. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
12. Widows and Children’s Fund 

 
The Widows and Children’s Fund (Fund) is a non-profit organization operated 
by the City of Dallas. On behalf of the Fund, Chief Hall has requested information 
from DPFP to be used for the Fund’s narrow purpose. 
 
After discussion, Mr. Haben made a motion to authorize the Executive Director 
to provide the requested information to the Widows and Children’s Fund.  Mr. 
Garza seconded the motion, which was unanimously approved by the Board. 
 

*  *  *  *  *  *  *  * 
 
 
E. BRIEFING ITEMS 
 

  1. Public Comment 
 
Prior to commencing items for Board discussion and deliberation, the Chairman 
extended an opportunity for public comment. No one requested to speak to the 
Board. 

 
*  *  *  *  *  *  *  *  
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  2. Executive Director’s report 
 

a. Open Records 
b. Operational Response to COVID-19 

 
The Executive Director’s report was presented. 

 
*  *  *  *  *  *  *  * 

 
 

Ms. Gottschalk stated that there was no further business to come before the Board. On a 
motion by Mr. Quinn and a second by Mr. Haben, the meeting was adjourned at 12:00 p.m. 
 
 
 
 
 

 
_______________________ 
William F. Quinn 
Chairman 
 
 

ATTEST: 
 
 
 
 
 
_____________________ 
Kelly Gottschalk 
Secretary 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C1 

 

 
Topic: January 1, 2020 Actuarial Valuation 

 

Attendees: Jeff Williams, Vice President and Consulting Actuary, Segal Consulting 

Caitlin Grice, Consulting Actuary, Segal Consulting 

 

Discussion: Jeff Williams and Caitlin Grice of Segal Consulting, DPFP’s actuarial firm, will 

be present to discuss results of the January 1, 2020 actuarial valuation report, 

including the GASB No. 67 actuarial valuation. 

Staff 
Recommendation: Approve issuance of the January 1, 2020 actuarial valuation report, subject to 

final review by the auditors (BDO) and review and approval by the Executive 

Director. 
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Annual Valuation Summary as of 
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Portrait of a Pension Valuation
Summary of January 1, 2020 Actuarial Valuation Results
Summary of Data
Historical Results
Solvency Projection
Risk
Importance of Accurate Payroll Projections
GASB Accounting Disclosures
Supplemental Plan Results

│Agenda
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Portrait of a Pension Valuation

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

119



4

│Combined Plan Results
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Actuarial Determined Contribution (ADC)
• City’s ADC is based on a 30-year amortization of the System’s unfunded actuarial accrued liability, in 

accordance with Texas Code Section 802.101
– Actual City contributions expected to be less than ADC
– Unfunded liability is projected to be paid off in 55 years, based on City’s Hiring Plan payroll projections (up 

from 38 years in the 2019 valuation)

• City’s ADC for 2020 is $170.0 million (42.82% of computation pay)
– Increased from $152.1 million (41.88% of computation pay) in 2019, primarily due to investment losses, 

demographic experience and assumption changes
– Actual City contributions for 2019 were $155.7 million, or 102.4% of the 2019 ADC

• Contributions were expected to be approximately $157.8 million ($5.571 million for 26 pay periods, plus 
$13 million)

– City contributions for 2020 are expected to be approximately $161.8 million ($5.724 million for 26 pay 
periods, plus $13 million)
• If this amount is contributed, it will be 95.2% of the 30-year ADC

Funded ratios
• On an actuarial basis, decreased from 48.10% in 2019 to 45.73% in 2020

• On a market basis, decreased from 45.43% in 2019 to 43.56% in 2020

Summary of 2020 Actuarial Valuation Results
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Financial information
• Actuarial value of assets remained level at $2.16 billion

• Market value of assets increased from $2.04 billion to $2.06 billion

• Rates of return
– Assumed return of 7.25%
– Market return of 6.25%
– Actuarial return of 5.05%
– Lowered assumed return from 7.25% to 7.00% with this year’s valuation

Assumption changes
• Variety of assumption changes, as recommended in January 1, 2015 – December 31, 2019 experience study 

that was presented in May 2020
– Net investment return assumption
– Salary scale
– Payroll growth rate
– Mortality tables

• System provided revised short-term market rates of return to be assumed for projecting assets and funding 
status

• Ad-hoc COLA timing was updated to reflect all assumption changes

– Retirement rates
– DROP Annuitization interest rate
– Withdrawal (or turnover) rates

Summary of 2020 Actuarial Valuation Results
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Reconciliation of City’s ADC (30-year amortization)
• 2019 ADC $152.1M, or 41.88% of computation pay

• 2020 ADC, prior to assumption changes $157.6M, or 39.71% of computation pay

• 2020 ADC, after assumption changes $170.0M, or 42.82% of computation pay

Note: Total computation pay, or valuation pay, shown in the valuation report is the active members’ actual payroll for the 
preceding year, increased by the salary scale applicable for each member to account for their anticipated salary increases in the 
upcoming year.

Summary of 2020 Actuarial Valuation Results
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2020 2019
Total normal cost, including administrative expenses $69,083,972 $60,600,247
Expected member contributions -53,588,890 -49,020,851
Employer normal cost $15,495,082 $11,579,396
Total normal cost as % of computation pay 17.40% 16.69%
Employer normal cost as a % of computation pay 3.90% 3.19%
Actuarial accrued liability $4,723,972,480 $4,494,822,504
Actuarial value of assets -2,160,125,611 -2,161,899,662
Unfunded liability $2,563,846,869 $2,332,922,842
Funded ratio 45.73% 48.10%
Computation pay $396,954,743 $363,117,415
Actuarial Determined Contribution, in dollars $169,987,256 $152,084,297
Actuarial Determined Contribution, 
as a % of computation pay

42.82% 41.88%

Projected year of full funding, 
based on City’s Hiring Plan Payroll

2075 2057

Summary of 2020 Actuarial Valuation Results
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Year Ended December 31,
2019 2018 Change

Active members
Number 5,121 5,012 2.2%
Average age 39.8 40.1 -0.3
Average service 12.3 12.8 -0.5
Average computation pay $77,515 $72,450 7.0%
Number in DROP 383 483 -20.7%
Total DROP accounts $154.2M $192.4M -19.8%
Retirees and beneficiaries
Number1 4,956 4,849 2.2%
Average monthly payment2 $4,250 $4,217 0.8%
Inactive vested members
Number 242 230 5.2%

1 Excludes beneficiaries with DROP accounts only
2 Includes benefit supplement, excludes annuitization of DROP balances

Summary of Data
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Historical Results

Asset Returns

-30%

-25%

-20%
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Actuarial Value Market Value

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
AVA -6.14% 12.29% 2.69% 0.43% 14.79% 4.52% -1.98% -24.03% 7.16% 6.63% 5.48% 5.05%
MVA -24.80% 13.78% 10.72% -1.78% 9.92% 7.70% -5.35% -8.47% 6.82% 4.74% 2.09% 6.25%

Note: The actuarial returns for 2012 and 2015 include effects of changes in asset method.
The returns for 2014 and 2015 include significant write-downs of the Plan’s assets.
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Historical Results

Asset and Actuarial Accrued Liability Values as of January 1
($ billions)
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Actuarial Accrued Liability Actuarial Value Market Value

Notes: The significant increase in liability in 2015 is due to the change in discount rate, from 8.50% to 7.25%.
The liability decrease in 2017 is attributable to the plan changes implemented following the adoption of HB 3158.
As mentioned previously, the decline in assets from January 1, 2014 through January 1, 2016 is primarily 
the result of write-downs. The actuarial value of assets was set equal to market value as of January 1, 2016. 
The decline during 2016 reflects the unusually large number of DROP payments made in that year. 
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Historical Results

Funded Percentage as of January 1

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
AVA 79.5% 73.9% 78.1% 75.6% 63.8% 45.1% 49.4% 47.7% 48.1% 45.7%
MVA 72.1% 65.5% 66.0% 65.6% 53.2% 45.1% 49.2% 46.7% 45.4% 43.6%

40%

50%
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

AVA Basis MVA Basis
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Investment Risk
• The System’s assets are expected to earn less than the assumed rate over the next few years as the 

investment portfolio is rebalanced

• Beyond that, the System could be at risk of not meeting its funding goals if asset returns are below the 
assumed long-term rate

• Benefit payments are higher than contribution income making the System reliant on investment income to 
cover the difference
– For 2019, benefits and administrative expenses were $108.3 million more than contributions received

Longevity and Demographic Risk
• If members live longer than expected, the benefit payouts will be higher than currently assumed, which will 

draw down the System’s assets

• The plan’s costs are also reliant on turnover and retirement patterns

Contribution Risk
• Plan contribution rates are set by statute, but the dollars of contributions depend on the computation payroll 

to which the rates are applied

• The following slides describe the importance of accurate payroll projections on the System’s ability to 
improve its funding status

Risk
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• Segal strongly recommends an actuarial funding method that targets 100% funding of the actuarial accrued 
liability

• Payments should be enough to cover normal cost, interest on the unfunded actuarial accrued liability and, 
ultimately, the principal balance

• The funding policy adopted by the State in HB 3158 meets this standard, if the City’s Hiring Plan payroll 
projections come to fruition

• Assuming the City’s Hiring Plan payroll projection is met, the expected full-funding date is 2075, 18 years 
later than the expected full-funding date from the 2019 valuation
– Full-funding date may vary on an annual basis due to demographic experience, economic experience, and 

contributions other than assumed

The Importance of Accurate Payroll Projections
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• Through the first four years of the policy (2017-2020), valuation payroll based on participant data is 
cumulatively $51.5 million less than the City’s projections

• City’s long-term contribution rate is scheduled to be 34.50% of computation pay
– Through 2024 there is a floor on the City’s contribution levels
– Beginning in 2025, City expected to contribute based solely on pay
– City’s plan reflects significant growth in payroll over 20 years, from $372 million in 2017 to $684 million in 

2037 (average annual growth of 3.1%)
– Differences between actual payroll and City’s Hiring Plan payroll will have an impact on when the System 

is projected to become fully funded 
– If payroll growth is more modest, or if there is adverse experience in the System that leads to losses, the 

period required to achieve 100% funding could be significantly longer

The Importance of Accurate Payroll Projections

If the City’s Hiring Plan projections are not met and instead the current valuation 
payroll of $397.0 million increases by the assumed payroll growth of 2.50% each 
year ongoing, and if City and member contributions are based on this projected 

payroll beginning in 2025, the System is projected to be only 41% funded in 2075, 
rather than 100%.
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Year
City’s Hiring 
Plan Payroll

Projected 
Valuation 
Payroll1 $ Difference

2017 $372,000,000 $357,414,472 -$14,585,528
2018 364,000,000 346,036,690 -17,963,310
2019 383,000,000 363,117,415 -19,882,585
2020 396,000,000 396,954,743 954,743
2021 408,000,000 406,878,612 -1,121,388
2022 422,000,000 417,050,577 -4,949,423
2023 438,000,000 427,476,841 -10,523,159
2024 454,000,000 438,163,762 -15,836,238
2025 471,000,000 449,117,856 -21,882,144
2026 488,000,000 460,345,803 -27,654,197
2027 507,000,000 471,854,448 -35,145,552
2028 525,000,000 483,650,809 -41,349,191
2029 545,000,000 495,742,079 -49,257,921
2030 565,000,000 508,135,631 -56,864,369
2031 581,000,000 520,839,022 -60,160,978
2032 597,000,000 533,859,998 -63,140,002
2033 614,000,000 547,206,498 -66,793,502
2034 631,000,000 560,886,660 -70,113,340
2035 648,000,000 574,908,826 -73,091,174
2036 666,000,000 589,281,547 -76,718,453
2037 684,000,000 604,013,586 -79,986,414

-$806,064,125

Assumptions
• Valuation payroll projected at 2.5% per year

• Beginning in 2025, the statutory contributions 
cease and City contributions equal 34.5% of 
actual computation pay

• Member contributions: 13.5% of computation pay

Findings
• Total City and Member contributions between 

2025 and 2037, based on the City’s Hiring Plan 
payroll projections: $3.611 billion

• Total City and Member contributions between 
2025 and 2037, based on projected valuation 
payroll: $3.264 billion

• Difference in total contributions based on these 
two projections, just for the period of 2025 
through 2037: $347 million

• The $347 million gap is down from $457 million 
last year, because the 2020 projected valuation 
payroll is about 9% higher than expected based 
on projecting the 2019 computation pay by the 
payroll growth assumption

City’s Hiring Plan Payroll vs. Projected Valuation 
Payroll

1 Valuation payroll is the active members’ actual payroll for the preceding year, 
increased by the salary scale applicable for each member to account for their anticipated 
salary increases in the upcoming year.
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Funded Percentage Projection

Funded Percentage
(AVA)

The projection above anticipates that all actuarial assumptions are met in the future and all contributions are made as expected. 
Projections are based on the City’s Hiring Plan payroll projections through 2037 for the “City’s Hiring Plan Payroll” projection. The 
“Projected Valuation Payroll” uses the actual January 1, 2020 payroll projected forward each year at the 2.50% growth 
assumption. 

Based on the City’s Hiring Plan payroll projections, 100% funding is projected by January 1, 2075. Based on the projected 
valuation payroll, the funded percent is projected to be 41% on January 1, 2075.
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• The Pension System is required to provide disclosures under GASB Statement 67. The components of the 
net pension liability are as follows:

• TPL as of December 31, 2018 includes the DROP revocations between September 1, 2017 and February 
28, 2018

• In the event that a pension plan has a projected insolvency date, GASB requires that the unfunded benefits 
be discounted using a 20-year, tax-exempt general obligation bonds rate rather than the Plan’s funding rate

• Based on HB 3158 contribution requirements and the City’s Hiring Plan (90% of which was used for 
projecting computation pay for GASB purposes), City and member contributions are projected be able to 
pay the benefits of current members. Therefore, GASB liabilities are determined using the valuation discount 
rate.
– 7.00% as of December 31, 2019
– 7.25% as of December 31, 2018

Year Ended 
December 31, 2019

Year Ended 
December 31, 2018

Total Pension Liability (TPL) $4.73 billion $4.50 billion

Plan’s Fiduciary Net Position $2.06 billion $2.04 billion

City’s Net Pension Liability (NPL) $2.67 billion $2.46 billion 

Plan Fiduciary Net Position as a percentage of the TPL 43.49% 45.36%

GASB 67 Accounting Disclosures – Net Pension 
Liability
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│Supplemental Plan Results
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• City of Dallas contributes to the Supplemental Plan each year based on the normal cost (net of member 
contributions), interest on the unfunded actuarial accrued liability and the principal balance
– The funding policy was changed from an open, 10-year amortization period to a closed, 20-year 

amortization period with this year’s valuation
– Beginning in 2021, future gains or losses each year will be amortized over a closed, 10-year period

• Same assumption changes implemented for the Combined Pension Plan apply to the Supplemental Plan

• Total recommended contribution for the Supplemental Plan decreased from $1.97 million in 2019 to $1.86 
million in 2020
– City’s portion decreased from $1.88 million to $1.78 million; the change in amortization methodology 

caused the ADC to decrease by $0.8 million

• Supplemental Plan net assets decreased from $18.3 million to $17.3 million

• Funded ratio decreased from 57.6% to 48.3%

• Number of active members increased from 39 to 41

• Number of annuitants increased from 138 to 139

• GASB net pension liability (NPL) is determined using the valuation discount rate of 7.00%

• NPL increased from $13.5 million to $18.5 million

Supplemental Plan Results
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• This presentation is intended for the use of the Board of Trustees for the Dallas Police and Fire Pension 
System, and is a supplement to Segal’s full valuation reports for the System as of January 1, 2020.

• Please refer to the full valuation reports for a description of assumptions and plan provisions reflected in the 
results shown in this presentation. The reports also include more comprehensive information regarding the 
System’s membership, assets, and experience during the most recent plan year.

• Projections, by their nature, are not a guarantee of future results. They are intended to serve as estimates of 
future financial outcomes that are based on assumptions about future experience and the information 
available to us at the time the modeling is undertaken and completed. The projected future results included 
in this presentation show how the System would be affected if specific investment return, salary, mortality, 
turnover, disability and retirement assumptions are met. Actual results may differ due to such variables as 
demographic experience, the economy, contribution patterns, stock market performance and the regulatory 
environment.

• The calculations included in this presentation were completed under the supervision of Jeffrey S. Williams, 
FCA, ASA, MAAA, EA, and Deborah K. Brigham, FCA, ASA, MAAA, EA.

Caveats
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Jeffrey S. Williams, FCA, ASA, MAAA, EA
Vice President and Consulting Actuary
jwilliams@segalco.com
678.306.3147

Caitlin Grice, FCA, ASA, MAAA, EA
Consulting Actuary
cgrice@segalco.com
410.336.2266

Questions?
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C2 
 

 

Topic: Financial Audit Status 

 

Discussion: The Chief Financial Officer will provide a status update on the annual financial 

audit. 
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DISCUSSION SHEET 
 

Regular Board Meeting – Tuesday, November 12, 2020 

ITEM #C3 
 

 

Topic: Second reading and discussion of the 2021 Budget 

 

Discussion: Attached is the budget proposal for Calendar Year 2021. 

 

The budget has been prepared in total for both the Combined Pension Plan and 

the Supplemental Plan. Total expenses are then allocated to the Supplemental 

Plan based upon the Group Trust allocation reported by JPMorgan. 

 

Significant changes from the prior year budget and/or projected 2020 actual 

expenses are explained in the comments accompanying the proposed budget. 

 

The first reading of the proposed budget was at the October 10, 2020 Board 

meeting and there are no changes to the proposed budget from the first reading 

of the budget. 

 

Staff 
Recommendation: Approve the proposed 2021 budget. 
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DALLAS POLICE AND FIRE PENSION SYSTEM
PROPOSED OPERATING BUDGET SUMMARY

FOR THE YEAR 2021
SECOND READING AT THE NOVEMBER 12, 2020 BOARD MEETING

Variances Variances
2021 2020 2021 2020

Prop. Bud. vs Budget  Prop. Bud. vs Proj. Act.

Expense Type 2020 Budget
2020 Projected 

Actual

2021 
Proposed 

Budget $ % $ %

Administrative Expenses 5,797,866       5,541,519       5,973,808       175,942            3.0% 432,289            7.8%

Investment Expenses 16,285,551     15,445,222     16,036,610     (248,941)           -1.5% 591,388            3.8%

Professional Expenses 1,496,520       1,472,915       1,609,120       112,600            7.5% 136,205            9.2%

Total 23,579,937$   22,459,656$   23,619,538$   39,601$            0.2% 1,159,882$       5.2%
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 2020 2021 $ Change % Change $ Change % Change

Description  2020  Projected  Proposed 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. vs. 2021 Prop. Bud. vs.
   Budget  Actual*  Budget vs. 2020 Bud. vs. 2020 Bud. 2020 Proj. Actual 2020 Proj. Actual

Administrative Expenses
1 Salaries and benefits 3,653,766    3,746,274       3,775,241    121,475                3.3% 28,967                         0.8%
2 Employment Expense 15,000         17,165            25,110         10,110                  67.4% 7,945                           46.3%
3 Memberships and dues 19,706         17,240            19,917         211                       1.1% 2,677                           15.5%
4 Staff meetings 1,000           -                  1,000           -                        0.0% 1,000                           100.0%
5 Employee service recognition 5,000           288                 5,030           30                         0.6% 4,742                           1646.5%
6 Member educational programs 2,750           -                  3,250           500                       18.2% 3,250                           100.0%
7 Board meetings 6,420           2,594              6,420           -                        0.0% 3,826                           147.5%
8 Conference registration/materials - Board 11,650         -                  11,650         -                        0.0% 11,650                         100.0%
9 Travel - Board 21,500         -                  21,500         -                        0.0% 21,500                         100.0%

10 Conference/training registration/materials - Staff 34,800         6,110              36,300         1,500                    4.3% 30,190                         494.1%
11 Travel - Staff 44,500         3,516              43,200         (1,300)                   (2.9%) 39,684                         1128.7%
12 Liability insurance 640,571       608,941          727,147       86,576                  13.5% 118,206                       19.4%
13 Communications (phone/internet) 56,300         67,816            70,800         14,500                  25.8% 2,984                           4.4%
14 Information technology projects 140,000       110,728          190,000       50,000                  35.7% 79,272                         71.6%
15 IT subscriptions/services/licenses 153,100       150,544          182,715       29,615                  19.3% 32,171                         21.4%
16 IT software/hardware 19,500         23,858            17,000         (2,500)                   (12.8%) (6,858)                          (28.7%)
17 Building expenses 405,467       390,670          401,482       (3,985)                   (1.0%) 10,812                         2.8%
18 Repairs and maintenance 97,414         23,668            84,424         (12,990)                 (13.3%) 60,756                         256.7%
19 Office supplies 29,350         14,116            24,850         (4,500)                   (15.3%) 10,734                         76.0%
20 Leased equipment 24,000         23,686            24,000         -                        0.0% 314                              1.3%
21 Postage 28,200         23,628            21,700         (6,500)                   (23.0%) (1,928)                          (8.2%)
22 Printing 14,000         -                  14,000         -                        0.0% 14,000                         100.0%
23 Subscriptions 2,125           1,018              2,125           -                        0.0% 1,107                           108.7%
24 Records storage 1,400           1,392              1,400           -                        0.0% 8                                  0.6%
25 Administrative contingency reserve 12,000         862                 12,000         -                        0.0% 11,138                         1292.1%
26 COVID 19 Expense -               19,367            7,500           7,500                    100.0% (11,867)                        (61.3%)
27 Depreciation Expense 240,947       240,946          240,947       -                        0.0% 1                                  0.0%
28 Bank fees 3,400           3,056              3,100           (300)                      (8.8%) 44                                1.4%

Investment Expenses
29 Investment management fees 14,178,000  13,954,330     14,664,000  486,000                3.4% 709,670                       5.1%
30 Investment consultant and reporting 365,000       362,084          340,000       (25,000)                 (6.8%) (22,084)                        (6.1%)
31 Bank custodian services  222,000       216,974          220,000       (2,000)                   (0.9%) 3,026                           1.4%

32 Other portfolio operating expenses (legal, 
valuation, tax) 1,520,551    911,834          777,610       (742,941)               (48.9%) (134,224)                      (14.7%)

33 Investment due diligence 39,000         -                  35,000         (4,000)                   (10.3%) 35,000                         100.0%
Professional Services Expenses

34 Actuarial services  240,000       241,280          190,500       (49,500)                 (20.6%) (50,780)                        (21.0%)

Dallas Police & Fire Pension System
Proposed Operating Budget

Calendar Year 2021
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 2020 2021 $ Change % Change $ Change % Change

Description  2020  Projected  Proposed 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. vs. 2021 Prop. Bud. vs.
   Budget  Actual*  Budget vs. 2020 Bud. vs. 2020 Bud. 2020 Proj. Actual 2020 Proj. Actual

Dallas Police & Fire Pension System
Proposed Operating Budget

Calendar Year 2021

35 Accounting services 60,770         59,000            60,770         -                        0.0% 1,770                           3.0%
36 Independent audit 165,000       162,977          166,000       1,000                    0.6% 3,023                           1.9%
37 Legal fees 550,000       577,752          562,500       12,500                  2.3% (15,252)                        (2.6%)
38 Legislative consultants 126,000       126,000          159,000       33,000                  26.2% 33,000                         26.2%
39 Public relations -               -                  -               -                        100.0% -                               100.0%
40 Pension administration software & WMS 283,000       263,616          302,000       19,000                  6.7% 38,384                         14.6%
41 Business continuity 17,000         16,224            18,300         1,300                    7.6% 2,076                           12.8%
42 Network security review 10,000         2,400              10,000         -                        0.0% 7,600                           316.7%
43 Network security monitoring 75,000         44,036            102,000       27,000                  36.0% 57,964                         131.6%
44 Disability medical evaluations 9,500           5,540              16,500         7,000                    73.7% 10,960                         197.8%
45 Elections 15,000         -                  -               (15,000)                 (100.0%) -                               100.0%
46 Miscellaneous professional services 20,250         18,126            21,550         1,300                    6.4% 3,424                           18.9%

Total Budget 23,579,937  22,459,656     23,619,538  39,601                  0.2% 1,159,882                    5.2%
Less: Investment management fees 14,178,000  13,954,330     14,664,000  486,000                3.4% 709,670                       5.1%
Adjusted Budget Total 9,401,937    8,505,326       8,955,538    (446,399)               (4.7%) 450,212                       5.3%

SUPPLEMENTAL BUDGET
Total Budget ( from above) 23,579,937  22,459,656     23,619,538  39,601                  0.2% 1,159,882                    5.2%
Less: Allocation to Supplemental Plan Budget* 207,503       199,891          210,214       2,711                    1.3% 10,323                         5.2%
Total Combined Pension Plan Budget 23,372,434  22,259,765     23,409,324  36,890                  0.2% 1,149,559                    5.2%

0.89% per JPM Unitization report as of 6/30/20

 

* Projected based on 6/30/20 YTD annualized
** Allocation to Supplemental is based on JPM allocation between accounts as of 6/30/20 of .0089%

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

211



Page 4             

SORTED BY THE $ CHANGE FROM 2020 BUDGET TO 2021 BUDGET

2020 2020 2021 $ Change % Change $ Change % Change
  Projected  Proposed 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. 
Item  Budget  Actual**  Budget vs. 2020 Bud. vs. 2020 Bud. vs. 2020 Proj. Act. vs. 2020 Proj. Act. Explanation

INCREASES:

1 Liability insurance 640,571       608,941          727,147          86,576                    13.5% 118,206                      19.4%
Projected renewal includes expected double digit increases 
across almost all lines of risk insurance.  Fiduciary 
insurance is 80% of 2021 budget.  

2 Information technology projects 140,000       110,728          190,000          50,000                    35.7% 79,272                        71.6% Increase includes some projects deferred from 2020 to 
2021 due to COVID-19.

3 Legislative consultants 126,000       126,000          159,000          33,000                    26.2% 33,000                        26.2% Legislature is in session in 2021.  Fees are higher for the 
periods when legislature is in session

4 IT subscriptions/services/licenses 153,100       150,544          182,715          29,615                    19.3% 32,171                        21.4% Additional licenses and devices to be covered along with 
projected increases for renewals.

5 Network security monitoring 75,000         44,036            102,000          27,000                    36.0% 57,964                        131.6% Additional items to be covered and expect full year of 
services in 2021.

6 Pension administration software & 
WMS 283,000       263,616          302,000          19,000                    6.7% 38,384                        14.6% Enhancements for pension admin software and fee 

increases.

7 Communications (phone/internet) 56,300         67,816            70,800            14,500                    25.8% 2,984                          4.4%
Additional services like Zoom and Conference Calling 
added during COVID-19, combined with rate increases on 
contracts.

8 Employment Expense          15,000             17,165             25,110                     10,110 67.4%                           7,945 46.3% Primarily agency fees for new staff.
REDUCTIONS:

9 Other portfolio operating expenses 
(legal, valuation, tax) 1,520,551    911,834          777,610          (742,941)                 -48.9% (134,224)                     -14.7% Significant reduction in legal and advisor fees for private 

equity investments expected in 2021. 

10 Actuarial services  240,000       241,280          190,500          (49,500)                   -20.6% (50,780)                       -21.0% Experience study conducted in 2020 will not be repeated in 
2021.

11 Investment consultant and reporting 365,000       362,084          340,000          (25,000)                   -6.8% (22,084)                       -6.1% HB 322 report costs of $30k were included in the 2020 
budget partially offset by contractual price increase.

12 Elections 15,000         -                  -                  (15,000)                   -100.0% -                              100.0% No trustee election in 2021.
13 Repairs and maintenance 97,414         23,668            84,424            (12,990)                   -13.3% 60,756                        256.7% Fewer maintenance projects planned for 2021.

** Projected based on 8/31/19 Prelim YTD annualized

Significant Budget Changes - 2021
Budget Changes (>5% and $10K)
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SORTED BY THE $ CHANGE FROM 2020 PROJECTED ACTUAL TO 2021 BUDGET

2020 2020 2021 $ Change % Change $ Change % Change
  Projected  Proposed 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. 2021 Prop. Bud. 
Item  Budget  Actual**  Budget vs. 2020 Bud. vs. 2020 Bud. vs. 2020 Proj. Act. vs. 2020 Proj. Act. Explanation

INCREASES:

1 Investment management fees 14,178,000  13,954,330  14,664,000  486,000                  3.4% 709,670                     5.1%
Increased market value in equities expected to drive higher 
fees, which will be partially offset by declines in fees for fixed 
income and real assets. 

2 Liability insurance 640,571       608,941       727,147       86,576                    13.5% 118,206                     19.4%
Projected renewal includes expected double digit increases 
across almost all lines of risk insurance.  Fiduciary insurance 
is 80% of 2021 budget.  

3 Information technology projects 140,000       110,728       190,000       50,000                    35.7% 79,272                       71.6% Project start dates delayed due to COVID-19.  At least one 
project may be delayed until 2021.

4 Repairs and maintenance 97,414         23,668         84,424         (12,990)                   -13.3% 60,756                       256.7% Some maintenance being delayed or deferred during COVID-
19.  Expect to return to more normal levels in 2021.

5 Network security monitoring 75,000         44,036         102,000       27,000                    36.0% 57,964                       131.6% Project implementation delayed due to COVID-19.  Expect 
full year of monitoring in 2021.

6 Travel - Staff 44,500         3,516           43,200         (1,300)                     -2.9% 39,684                       1128.7% Reduced staff travel in 2020 due to COVID-19.  Expect to 
return to more normal levels in 2021.

7 Pension administration software & WMS 283,000       263,616       302,000       19,000                    6.7% 38,384                       14.6% Some enhancements delayed due to COVID-19.

8 Investment due diligence 39,000         -               35,000         (4,000)                     -10.3% 35,000                       100.0%
Purchase of investment software currently deferred.  No 
investment due diligence travel due to COVID-19.  Expect to 
return to more normal levels in 2021.

9 Legislative consultants 126,000       126,000       159,000       33,000                    26.2% 33,000                       26.2% Legislature is in session in 2021.  Fees are higher for the 
periods when legislature is in session

10 IT subscriptions/services/licenses 153,100       150,544       182,715       29,615                    19.3% 32,171                       21.4% Additional licenses and devices to be covered along with 
projected increases for renewals.

11 Conference/training registration/materials - Staff 34,800         6,110           36,300         1,500                      4.3% 30,190                       494.1% Staff conference training significantly reduced due to COVID-
19.  Expect to return to more normal levels during 2021.

12 Travel - Board           21,500                   -             21,500                             -   0.0%                        21,500 100.0% No board travel in 2020 due to COVID-19.  Expect to return 
to more normal level in 2021.

13 Printing 14,000         -               14,000         -                          0.0% 14,000                       100.0% Updated member handbook printing not completed due to 
COVID-19.

14 Conference registration/materials - Board 11,650         -               11,650         -                          0.0% 11,650                       100.0% No conferences attended by board members during COVID-
19.

15 Administrative contingency reserve 12,000         862              12,000         -                          0.0% 11,138                       1292.1% Contingency reserve.

16 Disability medical evaluations 9,500           5,540           16,500         7,000                      73.7% 10,960                       197.8%
Only one disability evaluation in 2020 so far.  2020 projected 
actual allows for two in total and 2021 projects for five in 
total.

17 Office supplies 29,350         14,116         24,850         (4,500)                     -15.3% 10,734                       76.0% Office supplies usage down in 2020 due to COVID-19.  
Expect to return to more normal level in 2021.

REDUCTIONS:

18 Other portfolio operating expenses (legal, 
valuation, tax) 1,520,551    911,834       777,610       (742,941)                 -48.9% (134,224)                    -14.7% Reduction in appraisal, legal and advisor fees for private 

equity investments expected in 2021. 

19 Actuarial services  240,000       241,280       190,500       (49,500)                   -20.6% (50,780)                      -21.0% Experience study conducted in 2020 will not be repeated in 
2021.

20 Investment consultant and reporting 365,000       362,084       340,000       (25,000)                   -6.8% (22,084)                      -6.1% HB 322 report costs of $30k were incurred in 2020 budget 
and will not be repeated in 2021.  

21 COVID 19 Expense -               19,367         7,500           7,500                      100.0% (11,867)                      -61.3% Purchase of temperature scanners, plexiglass and other 
COVID-19 supplies in 2020.

** Projected based on 6/30/20 Prelim YTD annualized

Significant Budget Changes - 2021
Budget Changes (>5% and $10K)
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C4 

 

 
Topic: Quarterly Financial Reports 

 

Discussion: The Chief Financial Officer will present the third quarter 2020 financial 

statements. 
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INVESTMENTS RELATED
($2.76M)

BENEFITS & OPERATIONS RELATED
($80.66M)

Change in Net Fiduciary Position
December 31, 2019 – September 30, 2020

Components may not sum exactly due to rounding.
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September 30, 2020 December 31, 2019
(unaudited) $ Change % Change

Assets

Investments, at fair value   
  Short-term investments 24,419,758$                   25,311,029$                   (891,271)$            -4%
  Fixed income securities 497,254,070                   555,384,168                   (58,130,098)         -10%
  Equity securities 599,471,972                   555,230,590                   44,241,382          8%
  Real assets 519,143,091                   567,186,915                   (48,043,824)         -8%
  Private equity 265,217,476                   267,586,704                   (2,369,228)           -1%
  Forward currency contracts (522,107.76)                    652,498                          (1,174,606)           -180%
Total investments  1,904,984,260                1,971,351,904                (66,367,644)         -3%

Invested securities lending collateral -                                  13,025,117                     (13,025,117)         -100%

Receivables
  City 6,665,007                       3,035,500                       3,629,507            120%
  Members 2,398,495                       1,055,869                       1,342,626            127%
  Interest and dividends 4,750,194                       4,459,663                       290,531               7%
  Investment sales proceeds 102,047,241                   52,570,414                     49,476,827          94%
  Other receivables 189,829                          186,104                          3,725                    2%
Total receivables 116,050,766                   61,307,550                     54,743,216          89%

Cash and cash equivalents 68,615,604                     89,461,720                     (20,846,116)         -23%
Prepaid expenses 558,392                          402,596                          155,796               39%
Capital assets, net 12,148,063                     12,328,774                     (180,711)              -1%
Total assets 2,102,357,084$              2,147,877,661$              (45,520,577)$       -2%

Liabilities

Payables
  Securities lending obligations -                                  13,025,117                     (13,025,117)         -100%
  Securities purchased 106,722,690                   54,957,185                     51,765,505          94%
  Accounts payable and other accrued liabilities 3,896,197                       4,730,610                       (834,413)              -18%
Total liabilities 110,618,887                   72,712,912                     37,905,975          52%

Net position
  Net investment in capital assets 12,148,063                     12,328,774                     (180,711)              -1%
  Unrestricted 1,979,590,134                2,062,835,976                (83,245,842)         -4%
Net position held in trust - restricted for pension 
benefits 1,991,738,197$              2,075,164,750                (83,426,553)$       -4%

DALLAS POLICE & FIRE PENSION SYSTEM
Combined Statements of Fiduciary Net Position
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 9 Months Ended 
9/30/2020          

 9 Months Ended 
9/30/2019        $ Change % Change

Contributions
  City 121,192,801$                116,124,677$                   5,068,124$        4%
  Members 42,690,176                     38,755,631                       3,934,545          10%
Total Contributions 163,882,977                   154,880,308                     9,002,669          6%

Investment income
Net appreciation (depreciation) in fair value of 
investments   (20,379,301)                   77,391,129                       (97,770,430)       -126%

  Interest and dividends 22,837,430                     30,029,029                       (7,191,599)         -24%
Total gross investment income 2,458,129                       107,420,158                     (104,962,029)     -98%
  less: investment expense (5,256,887)                     (5,739,070)                       482,183             8%
Net investment income (2,798,758)                     101,681,088                     (104,479,846)     -103%

Securities lending income
  Securities lending income 89,355                            738,598                            (649,243)            -88%
  Securities lending expense (54,330)                           (641,674)                           587,344             -92%
Net securities lending income 35,025                            96,924                              (61,899)              -64%

Other income 258,338                          270,866                            (12,528)              -5%

Total additions 161,377,582                   256,929,186                     (95,551,604)       -37%

Deductions
  Benefits paid to members 238,373,140                   231,019,688                     7,353,452          3%
  Refunds to members 1,448,367                       1,948,102                         (499,735)            -26%

  Legal expense 291,568                          415,894                            (124,326)            -30%
  Legal expense reimbursement -                                  (58,584)                             58,584               -100%
  Legal expense, net of reimbursement 291,568                          357,310                            (65,742)              -18%

  Staff Salaries and Benefits 2,760,754                       2,518,643                         242,111             10%
  Professional and administrative expenses 1,930,306                       1,876,174                         54,132               3%
Total deductions 244,804,135                   237,719,917                     7,084,218          3%

Net increase (decrease) in net position (83,426,553)                   19,209,269                         

Beginning of period 2,075,164,750               2,060,232,023                  
End of period 1,991,738,197$             2,079,441,292$               

DALLAS POLICE & FIRE PENSION SYSTEM
Combined Statements of Changes in Fiduciary Net Position
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C5 

 

 
Topic: Investment Policy Statement 

 

a. Investment Advisory Committee 

b. Policy Benchmark Change 

 

Discussion: a. The Investment Advisory Committee is limited to six members in the 

Investment Policy Statement. This modification would increase the 

maximum number of members on the Investment Advisory Committee 

from six to seven. 

 

b. The Policy Benchmark for the High Yield Bonds asset class in the 

Investment Policy Statement is Bloomberg Barclays Global High Yield 

Total Return. Based on information provided in the Loomis Sayles High 

Yield Bonds item on this agenda, the staff recommends changing the High 

Yield Policy Benchmark in the Investment Policy Statement from the 

Bloomberg Barclays Global High Yield Total Return to the Bloomberg 

Barclays US Corp HY Total Return. 

 

Staff 

Recommendation: Approve the proposed Investment Policy Statement revisions. 

 

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

220



 
 
 
 
 
 
 
 
 
 
 

INVESTMENT POLICY 
STATEMENT 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As Amended Through November 12July 9, 2020 

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

221



 

INVESTMENT POLICY STATEMENT 
 

Adopted April 14, 2016 
As Amended Through July 9, 2020 

 

Table of Contents 
 
Section 1 Introduction and Purpose ................................................................................ 1 

Section 2 Goals, Objectives, and Constraints ................................................................. 1 

Section 3 Ethics, Standards of Conduct, and Fiduciary Responsibility .......................... 2 

Section 4 Core Beliefs and Long-Term Acknowledgements ......................................... 3 

Section 5 Roles and Responsibilities .............................................................................. 4 

Section 6 Strategic Asset Allocation and Rebalancing ................................................... 9 

Section 7 Investment Manager Search, Selection, and Monitoring .............................. 11 

Section 8 Risk Management ......................................................................................... 12 

Section 9 Approval and Effective Date ........................................................................ 13 

Appendix A – Asset Class Descriptions ............................................................................. 14 

Appendix B – Strategic Asset Allocation and Rebalancing Ranges................................... 17 

Appendix B1 – Asset Allocation Implementation Plan ...................................................... 18 

Appendix C – Investment Consultant Reporting Requirements ......................................... 19 

Appendix D – Alternative Investments............................................................................... 20 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

222



 

 

INVESTMENT POLICY STATEMENT 
 

Adopted April 14, 2016 
As Amended Through November 12July 9, 2020 

 

Section 1 Introduction and Purpose 

This policy statement shall guide investment of the assets of the Dallas Police and Fire Pension 
System (DPFP).  This investment policy statement (IPS) is issued for the guidance of the Dallas 
Police and Fire Pension System Board of Trustees (Board), Investment Advisory Committee 
(IAC), Executive Director, Staff, Consultant(s), Custodian, and Investment Managers.  This IPS 
is intended to set forth an appropriate set of goals and objectives for DPFP.  It will define guidelines 
to assist fiduciaries and Staff in the supervision of the investments of DPFP. The investment 
program processes and procedures are defined in the various sections of the IPS by: 
A. Stating in a written document DPFP’s expectations, objectives and guidelines for the 

investment of assets; 
B. Setting forth an investment structure for managing the portfolio.  This structure includes 

assigning various asset classes, investment management styles, asset allocation and 
acceptable ranges that, in total, are expected to produce an appropriate level of overall 
diversification and total investment return over the investment time horizon; 

C. Encouraging effective communications between the Board, IAC, Executive Director, Staff, 
Consultant(s), Investment Managers and Custodian(s);  

D. Setting forth policy that will consider various factors, including inflation, global economic 
growth, liquidity and expenses, that will affect the portfolio’s short and long-term total 
expected returns and risk; 

E. Establishing criteria to select and evaluate Investment Managers; and 
F. Complying with applicable fiduciary and due diligence requirements experienced investment 

professionals would utilize, and with laws, rules and regulations applicable to DPFP. 

Section 2 Goals, Objectives, and Constraints 

A. Goals 
1. Ensure funds are available to meet current and future obligations of the plan when due.  
2. Earn a long-term, net of fees, investment return greater than the actuarial return 

assumption. 
3. Rank in the top half of the public fund universe over the rolling five-year period, net of 

fees. 

B. Objectives 
1. Maintain a diversified asset allocation. 
2. Accept the minimum level of risk required to achieve the return objective. 
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As Amended Through November 12July 9, 2020 
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B. Objectives  (continued) 
3. Outperform the Policy Benchmark1 over rolling five-year periods. 
4. Control and monitor the costs of administering and managing the investments. 

C. Constraints 
1. DPFP will be managed on a going-concern basis. The assets of the Fund will be 

invested with a long-term time horizon, while being cognizant of the weak actuarial 
funded ratio and ongoing liquidity needs. 

2. The Board intends to maintain sufficient liquidity in either cash equivalents or short-
term investment grade bonds to meet two to three years of anticipated benefit payments 
and expenses (net of contributions). 

3. DPFP is a tax-exempt entity. Therefore, investments and strategies will be evaluated 
on a basis that is generally indifferent to taxable status. 

Section 3 Ethics, Standards of Conduct, and Fiduciary Responsibility  

The following are standards of conduct for the Board, Investment Advisory Committee, Staff, 
Investment Managers, Consultant(s), and all other investment related service providers of DPFP.2   
A. Place the interest of DPFP above personal interests. 
B. Act with integrity, competence, diligence, respect, and in an ethical manner. 
C. Use reasonable care, diligence, and exercise independent professional judgment when 

conducting analysis, making recommendations, and taking actions.  
D. Promote the integrity of and uphold the rules governing DPFP.  
E. Comply with all applicable laws, rules, and regulations of any government agency, 

regulatory organization, licensing agency, or professional association governing their 
professional activities. 

F. Adhere to applicable policies relating to ethics, standard of conduct and fiduciary 
responsibility including the: 
1. Board of Trustees and Employees Ethics and Code of Conduct Policy; 
2. Board of Trustees Governance and Conduct Policy; and the 
3. Contractor’s Statement of Ethics. 

  

 
1 The Policy Benchmark represents the return of the investable and non-investable indices as defined in Appendix B, 
at the target allocation for each asset class. 
2 These are informed by the CFA Institute and the Center for Fiduciary Studies.  
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Section 4 Core Beliefs and Long-Term Acknowledgements 

This section outlines the core beliefs and long-term acknowledgements for the overall governance 
of DPFP. These beliefs and acknowledgements will serve as guiding principles in the decision 
making and implementation of DPFP’s investment mandate. 
 
A. A well-defined governance structure with clearly delineated responsibilities is critical in 

achieving consistent, long-term performance objectives. 
B. The strategic asset allocation determines the risk reward profile of the portfolio and thus 

drives overall portfolio performance and volatility.  
1. Asset allocation has a greater effect on return variability than asset class investment 

structure or manager selection. 
2. It is essential to account for liabilities in setting long-term investment strategy. 
3. Rebalancing the portfolio is a key aspect of prudent long-term asset allocation policy. 

C. Investment costs will be monitored and minimized within the context of maximizing net 
return. The goal is not low fees, but rather maximum returns, net of fees.  
1. The opportunity for active manager risk-adjusted outperformance (alpha) is not 

uniformly distributed across asset classes or Investment Managers’ strategies. 
2. Active strategies are preferred when there is strong conviction that they can be expected 

to add alpha, net of fees. 
3. Passive strategies should be considered if alpha expectations are unattractive. 
4. Professional fees will be negotiated when feasible. 

D. Risk is multifaceted and will be evaluated holistically, incorporating quantitative measures 
and qualitative assessments. 
1. Global investment reduces risk through diversification. 
2. Diversification across different risk factors reduces risk. 
3. The pattern of returns matters because volatility levels and the sequence of gains and 

losses can impact funded status. 
4. Risk that is not expected to be rewarded over the long-term, or mitigated through 

diversification, will be minimized. 
5. Generating positive investment return requires recognizing and accepting non-

diversifiable risk. Not taking enough risk is risky; therefore, DPFP will accept a prudent 
amount of risk to achieve its long-term target returns. 
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Section 5 Roles and Responsibilities  

A. Board of Trustees 
The Board of Trustees (Board) has a fiduciary responsibility to ensure prudent management of 
the plan and compliance with all state and federal laws. Additionally, the Board: 

1. Establishes investment objectives consistent with the needs of DPFP and approves the 
IPS of DPFP;  

2. Approves strategic asset allocation targets and ranges, and asset class structures;  
3. Prudently hires ,  monitors, and terminates key investment service providers including: 

Consultant(s), Investment Managers and Custodian;   
4. Appoints members to the Investment Advisory Committee (IAC); 
5. Reviews investment related expenses;  
6. Approves Board travel related to investments; and 
7. Reviews the IPS annually and revises as needed. 

B. Investment Advisory Committee (IAC) 

1. IAC Composition, Selection and Criteria 
a. The requirement and general composition of the IAC is defined by statute. 
b. The IAC serves at the discretion of the Board of Trustees. 
c. IAC recommendations are not binding on the Board, provided however the Board 

may in the exercise of its fiduciary discretion grant decision-making authority to 
the IAC. 

d. The IAC is composed of up to sevensix members including one to or two three 
current Board members and a majority of outside investment professionals. 

e. IAC members will serve two-year terms. 
f. The Board will appoint members of IAC members by vote. 
g. IAC meetings require a quorum of at least three IAC members, a majority of 

whom must not be current Trustees.  Any vote by the IAC which is reported to 
the Board must also advise the Board as to how each member of the IAC voted 
who was present for such vote.  IAC members shall be provided reasonable notice 
of upcoming meetings, but this shall not prevent the IAC from meeting on short 
notice for an urgent item requiring immediate attention. 

h. One IAC member who is also a member of the Board will function as Chair of 
the IAC. The Chair shall serve as liaison to the Board and preside over IAC 
meetings.  

i. The Board of Trustees may elect to dismiss a member of the IAC for any reason. 
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2. IAC Roles and Responsibilities:  
a. A key role of the IAC is to ensure that DPFP investments are prudently managed. 
b. The IAC will advise regarding the search and selection process for investment 

managers and other matters that the Board may request. 
c. All investment related agenda materials for the Board will be made available to 

the IAC. 
d. The IAC will meet as needed, but at least quarterly, to discuss the investment 

program and provide insight and recommendations to Staff and Consultant. 
e. The IAC Chair will report to the Board regarding IAC activity as well as 

investment-related concerns and recommendations. 
f. Any IAC member may address the Board to communicate investment related 

concerns. 
g. IAC members are fiduciaries to DPFP. 

C. Executive Director 
1. The Executive Director is authorized to administer the operations and investment 

activities of DPFP under policy guidance from the Board; 
2. Is authorized to manage investments approved by the Board including authority to enter 

into contract amendments including fund extensions, act with regard to investment 
governance issues and engagement of advisors as needed; 

3. Manages the day to day operations of DPFP; 
4. Oversees and reports to the Board on investment and due diligence processes and 

procedures; 
5. Approves/declines all Staff travel related to investment manager on-site due diligence; 

and 
6. Approves Investment Staff recommendations for presentation to the IAC and Board. 
7. The Executive Director is a fiduciary to DPFP when exercising discretion in the 

performance of their duties. 

D. Investment Staff  
1. The Investment Staff (Staff) has primary responsibility for oversight and management 

of the investment portfolio. Staff is responsible for investment manager due diligence 
and recommendations, portfolio implementation consistent with the Board approved 
asset allocation, and assessment of the Consultant(s); 

2. Helps the Board and the IAC to oversee Investment Managers, Consultant(s), 
Custodian, and vendors;   
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D. Investment Staff   (continued) 
3. Reports to Executive Director through the Chief Investment Officer; 
4. Works closely with the Investment Consultant(s); 
5. Notifies Consultant in writing of rebalancing needs and recommended implementation; 
6. Coordinates the preparation and annual review of the IPS;  
7. Prepares Staff Investment Manager recommendations, submits Staff and Consultant(s) 

recommendations to Executive Director for review; 
8. After Board approval of investment, Staff approves Investment Manager Strategy 

guidelines which will be outlined in the Investment Manager agreements, as applicable; 
9. Monitors all investments, Investment Managers and investment-related vendors; 

10. Accounts for and reviews all external management fees and investment expenses; and 
11. Ensures all investment fiduciaries to DPFP are aware of their fiduciary obligations 

annually.3 

E. Consultant(s)  
1. The Consultant(s) provides independent investment expertise to the Board, IAC, and 

Staff; 
2. Reports to the Board and works closely with Staff; 
3. Monitors and reports qualitative and quantitative criteria related to Investment 

Managers and aggregate portfolio activity and performance; 
4. Reviews strategic asset allocation targets, ranges, and benchmarks for asset classes as 

required by the IPS and recommends improvements to the Board;  
5. Documents asset allocation recommendations with asset class performance 

expectations including standard deviation, expected return and correlations for each 
asset class used by DPFP;   

6. Reviews asset class structures periodically as required by the IPS and recommends 
improvements to the Board. 

7. Assists in the selection process and monitoring of Investment Managers; 
8. Documents and delivers to Staff written recommendations on Investment Manager new 

hire, hold and termination reviews; 
9. Recommends benchmark and appropriate asset class and sub-allocation for investment 

managers; 
10. Approves and verifies in writing each of Staff’s rebalancing recommendations and 

implementation; 
  

 
3 Verification of this may be through contract, agreement, or annual fiduciary acknowledgement letter. 
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E. Consultant(s) (continued) 
11. Monitors the diversification, quality, duration, and risk of holdings as applicable; 
12. Assists Staff in negotiation of terms of vendor contracts; and 
13. Prepares quarterly investment reports, which include the information outlined in 

Appendix C. 
14. An Investment Consultant is normally a fiduciary to DPFP and this responsibility must 

be acknowledged in writing. DPFP may engage subject matter advisors that, while 
acting in DPFP’s interest, may not be a contractual or statutory fiduciary to DPFP.   

F. Investment Managers  
1. Public Investment Managers 

a. Acknowledge in writing acceptance of the objectives, guidelines, and standards 
of performance; 

b. Invest the assets of DPFP in accordance with its objectives, guidelines and 
standards; 

c. Exercise full discretionary authority as to all buy, hold and sell decisions for each 
security under management, subject to the guidelines established in the 
Investment Management Agreement or applicable contract;  

d. Send trade confirmations to the Custodian; 
e. Deliver monthly report to Consultant(s)/Staff describing portfolio asset class 

weights, investment performance, security positions, and transactions;   
f. Adhere to best execution and valuation policies; 
g. Inform Staff and Consultant, as soon as practical, in writing of any breach of 

investment guidelines, ethics violations or violations of self-dealing; 
h. Inform Staff and Consultant as soon as practical, in writing, of any significant 

changes in the ownership, organizational structure, financial condition, personnel 
staffing, or other material changes at the firm; and 

i. Act as a fiduciary to DPFP. All separate account investment managers are 
fiduciaries to DPFP and this responsibility must be acknowledged in the contract 
for services. 

2. Commingled Fund Investment Managers 
a. Provide the objectives, guidelines, and standards of performance of the fund; 
b. Provide a report detailing fund performance and holding on a monthly basis or as 

agreed by DPFP; 
c. Prices and fair market valuations will be based on reference to liquid markets, or 

obtained from an independent service provider if the assets held by the fund 
cannot be reasonably valued by reference to liquid markets; 
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F. Investment Managers   (continued) 
2. Commingled Fund Investment Managers 

d. The investment manager of the commingled fund must act as a Fiduciary to the 
commingled fund.  

e. Mutual funds where the investment advisor or manager of the mutual fund is 
subject to the Investment Company Act of 1940 meet the requirements of this 
subsection 2.    

3. Private Investment Managers 
a. Provide objectives, strategy guidelines, and standards of performance as 

evidenced in investment manager, operating, or partnership agreement; 
b. Ensure that financials statements undergo annual audits and that investments are 

reported at fair market value, as outlined in the Investment Management, 
Partnership, or Operating Agreement(s); 

c. Communicate to Staff any material changes in the ownership or management of 
the firm, and or the stability of the organization;  

d. Inform Staff, as soon as practical, in writing of any breach of investment guidelines, 
ethics violations or violations of self-dealing. 

G. Custodian 
1. Safe keep and hold all DPFP’s assets in the appropriate domestic accounts and provide 

highly secure storage of physical stock certificates and bonds such that there is no risk 
of loss due to theft, fire, or accident;4   

2. Maintain separate accounts by legal registration; 
3. Arrange for timely execution and settlement of Investment Manager securities 

transactions made for DPFP;  
4. Proactively reconcile transactions and reported values to Investment Manager 

statements; 
5. Provide for receipt and prompt crediting of all dividend, interest and principal payments 

received as a result of DPFP portfolio holdings or securities lending activities;  
6. Monitor income receipts to ensure that income is received when due and institute 

investigative process to track and correct late or insufficient payments, including 
reimbursement for any interest lost due to tardiness or shortfall; 

7. At the direction of the Staff, expeditiously transfer funds into and out of specified 
accounts; 

8. Timely collection of income, including tax reclaim;  
9. Prompt and accurate administration of corporate actions, including proxy issues; and 
10. Manage securities lending.  

 
4 Electronic transfer records at the Depository Trust Company (“DTC’’) are preferred.   
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Section 6 Strategic Asset Allocation and Rebalancing 

Note: The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
an asset allocation implementation plan to prioritize the reallocation of cash distributions from 
private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current 
variances to target and will be tightened over time as appropriate. 

A. Asset Allocation 
1. The strategic asset allocation establishes target weights and rebalancing ranges for each 

asset class and is designed to maximize the long-term expected return of the Fund 
within an acceptable risk tolerance while providing liquidity to meet cash flow needs.  

2. A formal asset allocation study will be conducted as directed by the Board, but at least 
every three years.  

3. Asset allocation targets will be reviewed annually for reasonableness in relation to 
significant economic and market changes or to changes to the investment objectives.  

4. Asset class descriptions are provided in Appendix A.  
5. The approved asset allocation is included in Appendix B. 

B. Asset Class Structure 
1. The asset class structure establishes the investment manager roles that will be used to 

implement the asset allocation.  
2. The asset class structure will emphasize simplicity and cost control and toward that end 

will employ the minimum number of managers necessary to assure appropriate 
diversification within each asset class. 

3. Asset class structures will be reviewed periodically, approximately every two years. 
4. Any changes to the asset class structure must be approved by the Board. 

C. Rebalancing 
1. In general, cash flows will be allocated to move asset classes toward target weights and 

shall be prioritized according to the Asset Allocation Implementation Plan detailed in 
Appendix B1. 

2. Staff shall submit a rebalancing recommendation to the Consultant at least annually 
based on consideration of the entire portfolio, and additionally as soon as practicable 
when an asset class breaches an established rebalancing range or when deemed prudent 
by Staff or Consultant.   
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C. Rebalancing  (continued) 
3. The allocations to Cash and Short-Term Investment Grade bonds (the “Safety 

Reserve”) are designed to cover approximately 2.5 years of projected net cash outflows. 
Per the current policy targets approved by the Board, the Safety Reserve target 
allocation is 15% of the Fund. Staff and Consultant will evaluate the size of the Safety 
Reserve in both dollar terms and percentage terms when making rebalancing 
recommendations.  The purpose of the Safety Reserve is to be the primary source of 
meeting any liquidity needs, particularly during a prolonged period of investment 
market stress.  While the projected net cash outflows are effectively known in advance, 
the market value of the Pension Fund’s assets will fluctuate with market activity.  
Consequently, the size of the Safety Reserve, as a percentage of Pension Fund assets, 
will fluctuate.  The Safety Reserve is not required to be rebalanced to target if deemed 
prudent by Staff and Consultant. 

4. Rebalancing recommendations should consider expected future cash flows, investment 
liquidity, market volatility, and costs.  

5. Transition management shall be used when prudent to minimize transition costs.   
6. Staff is responsible for implementing the rebalancing plan following Consultant 

approval. 
7. Rebalancing recommendations and activity shall be reported to the Board and the IAC.   

D. Private Market Provisions 
1. DPFP will not commit capital to any direct private market investments or co-

investments that are tied to a single company. This restriction does not prevent DPFP 
from holding direct investments that result from the dissolution of a private market 
fund 

2. DPFP will not commit capital to any private market fund if such commitment would 
likely result in DPFP holding greater than a 10% interest in the fund. 

3. DPFP will not commit capital to any private market fund if such commitment exceeds 
2% of the total market value of the DPFP investment portfolio. 

4. DPFP will not commit to any private market fund if the current value plus total 
unfunded commitments to related funds (e.g. fund family) exceeds 5% of the total 
market value of the DPFP investment portfolio. 

5. The Board and Staff may consider and approve sales of private assets for less than the 
current net asset value of the asset reported to the Board. Factors affecting such a 
decision would include prices obtained after marketing the asset, liquidity, or 
overallocation to the relevant asset class.   
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Section 7 Investment Manager Search, Selection, and Monitoring 

A. Investment Manager Search and Selection 
1. The selection of investment managers will utilize a robust process to ensure an open 

and competitive universe, proper evaluation and due diligence, and selection of 
candidates that are best able to demonstrate the characteristics sought in a specific 
search. 

2. Investment manager searches shall be based on one or more of the following reasons: 
a. Changes to the approved asset allocation; 
b. Changes to the approved asset class structure; or 
c. Replacement for terminated manager or manager of concern. 

3. The IAC will advise regarding the search and selection process for investment 
managers 

4. Staff and Consultant shall define and document the search process, including 
evaluation criteria, prior to initiating the search process. 

5. Each investment manager hiring recommendation shall be supported by a rationale that 
is consistent with the pre-established evaluation criteria. 

6. Each hiring recommendation will generally include the following information: 
a. A description of the organization and key people: 
b. A description of the investment process and philosophy; 
c. A description of historical performance and future expectations; 
d. The risks inherent in the investment and the manager’s approach; 
e. The proper time horizon for evaluation of results; 
f. Identification of relevant comparative measures such as benchmarks and/or peer 

samples; 
g. The suitability of the investment within the relevant asset class; and 
h. The expected cost of the investment. 

7. Alternative Investments 
The Board has adopted the definition of “Alternative Investments” as outlined in 
Appendix D, which will be reviewed as part of the due diligence process for any new 
investment.  Pursuant to Section 4.07 of Article 6243a-1, the vote of eight trustees is 
required to approve any Alternative Investment.  
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Investment Policy Statement 
As amended through November 12July 9, 2020 
Page 12 of 13  
 

B. Investment Monitoring  
1. Staff and Consultant(s) are responsible for ongoing monitoring of all Investment 

Managers using qualitative and quantitative factors as appropriate.  
2. Qualitative factors may include: 

a. Consistent implementation of philosophy and process; 
b. Ownership changes or departure of key personnel; 
c. Assets under management at the firm and product level; 
d. Conflicts of interest; 
e. Material litigation or regulatory challenges involving the investment manager; 
f. Adequate reporting and transparency; and 
g. Material client-servicing problems. 

3. Quantitative factors may include: 
a. Long-term (3-5 years) performance relative to assigned benchmarks; 
b. Unusually large short-term performance variance (over or under); and  
c. Risk metrics such as volatility, drawdown, and tracking error. 

4. Staff and the Consultant will highlight Investment Manager concerns to the IAC and 
the Board and recommend an appropriate course of action. 

Section 8 Risk Management  

Staff will work within the parameters of this Investment Policy Statement to mitigate the risk of 
capital loss. By implementing this Policy, the Board has addressed: 
A. Custodial Risk for both public and private holdings;5   
B. Interest Rate Risk through fixed income duration and credit monitoring;6  
C. Concentration and Credit Risk through asset allocation targets and ranges, rebalancing, and 

the monitoring of investment guidelines. 
Furthermore, through this Policy, Staff has established the necessary criteria to monitor the 
Custodian, Consultant(s), and Investment Managers, such that DPFP controls and manages interest 
rate, custody, concentration, and credit risks.   
  

 
5 Please review Custodian responsibilities in Section 5. 
6 Please review Annual Review of IPS and Investment Manager strategy guidelines reviewed and approved by Staff. 
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Investment Policy Statement 
As amended through November 12July 9, 2020 
Page 13 of 13  
 

Section 9 Approval and Effective Date 

The Investment Policy Statement was originally adopted by the Board on April 14, 2016 and was 
subsequently amended and adopted on the following dates. 
 
December 14, 2017 
January 10, 2019 
March 14, 2019 
February 13, 2020 
July 9, 2020 
 
 
APPROVED on November 12July 9, 2020 by the Board of Trustees of the Dallas Police and Fire 
Pension System. 
 

 
 

 
      
William Quinn 
Chairman 

Attested: 
 
 
 
     
Kelly Gottschalk 
Secretary 
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Appendix A – Asset Class Descriptions 

DPFP investment assets are prudently diversified to optimize expected returns and control risks. 
Assets can generally be categorized into four functional categories of Growth, Income, Inflation 
Protection, and Risk Mitigation 

A. Growth Assets 
1. Role: Capital appreciation, primary driver of long-term total return 
2. Investment Approach: Growth assets generally represent equity or equity-like 
interests in current and future income streams and capture long-term economic growth 
trends throughout the world. 
3. Risk Factors: The cost of the high expected long-term returns is higher expected 
volatility. Growth assets are highly sensitive to economic conditions and are subject to 
potential loss during economic downturns, rising/unexpected inflation, and rising interest 
rates.   
4. Asset Classes 

a. Global Equity represents publicly traded stock holdings of companies across 
the globe. Liquidity is a key benefit as stocks can be traded daily. Foreign 
currency volatility can be a source of risk and return. 

b. Emerging Market Equity represents publicly traded stock holdings of 
companies located in or highly dependent on developing (emerging) countries. 
Emerging market equity is expected to capture the higher economic growth of 
emerging economies and provide higher long-term returns than global equity 
coupled with higher volatility. Foreign currency volatility can be a source of risk 
and return. 

c. Private Equity refers to investments in private companies (direct investments) 
or funds that hold investments in private companies or securities that are not 
typically traded in the public markets. Frequently these investments need 
“patient” capital to allow time for growth potential to be realized through a 
combination of capital investment, management initiatives, or market 
development. Private equity is expected to provide higher long-term returns than 
global equity, but illiquidity is a key risk as investment contributions may be 
locked up for several years.  

B. Income Assets 
1. Role: Current income and moderate long-term appreciation 
2. Investment Approach: Income assets are generally fixed claims on assets or income 
streams of an issuer (e.g. government, corporation, asset-backed securities).  
3. Risk Factors: The primary risk for Income assets is the failure of the borrower to 
make timely payments of interest and principal (credit risk) and the price volatility related 
to credit risk. Bonds with greater credit risk (i.e., bonds with lower credit ratings) are 
typically less liquid than higher quality bonds.  Income assets may also be susceptible to 
interest rate (duration) risk where higher market interest rates reduce their value.  Longer 
maturities have relatively higher interest rate risk.  
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4. Asset Classes 
a. Global Bonds includes sovereign and corporate debt issued by countries and 

companies located throughout the world in local currency and U.S. dollars. 
Expanding the investable universe beyond the U.S. provides a diversified source 
of returns. 

b. Bank Loans are like high yield bonds in that both represent debt issuers with 
higher credit risk. Compared to high-yield bonds, bank loans typically have 
higher seniority in the capital structure, which has historically resulted in much 
higher recovery following default.  

c. High Yield Debt refers to bonds with higher credit risk and lower credit ratings 
than investment-grade corporate bonds, Treasury bonds and municipal bonds. 
Because of the higher risk of default, these bonds pay a higher yield than 
investment grade bonds.  

d. Emerging Market Debt (EMD) refers to bonds issued by developing countries 
or corporations based in developing countries. EMD bonds can be denominated 
in U.S. Dollars or local currency. The primary risk factor is credit quality, but 
interest rates and foreign currency are also factors. 

e. Private Debt refers to non-bank direct lending arrangements. Features are 
similar to bank loans with somewhat higher credit risk and yields. Investments 
are typically structured in a private market vehicle with limited liquidity. Private 
debt may be included within the private equity asset class in the strategic asset 
allocation. 

C. Inflation Protection (Real Assets) 
1. Role: Current income, inflation protection, diversification 
2. Investment Approach: Generally, ownership in physical assets. 
3. Risk Factors: Real Assets may not provide the desired inflation protection. Loss of 
principal is also a risk. Foreign assets are also subject to currency movements against the 
U.S. dollar. 
4. Asset Classes 

a. Real Estate includes investments in office buildings, apartments, retail, raw 
land, and development projects. 

b. Natural Resources broadly refers to anything mined or collected in raw form 
but may include assets subject to further processing. Typical assets include 
permanent and row crops, timber, minerals, and metals. 

c. Infrastructure refers to investments in physical systems that support world 
economies. Typical investments include transportation, communication, utilities 
(electricity, gas, water, sewage). 
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D. Risk Mitigation 
1. Role: Liquidity to fund benefit payments and other cash flow needs, capital 
preservation, modest current income, diversification to growth assets. 
2. Investment Approach: Cash equivalents or high-quality domestic bonds. 
3. Risk Factors: Risks are substantially lower for risk mitigation assets but may 
include modest exposure to credit or interest rates (duration). 
4. Asset Classes 

a. Cash Equivalents 
b. Short Term Investment Grade Bonds have moderate interest rate risk. 
c. Investment Grade Bonds including bonds and notes issued by the U.S 

Treasury, U.S. Government Agencies, state and local municipalities, 
corporations, or other issuers with similar conservative risk profiles. Risk factors 
include duration and credit. 
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Appendix B – Strategic Asset Allocation and Rebalancing Ranges 

Asset Class Policy Benchmark Target 
Weight1 

Minimum 
Weight 

Maximum 
Weight 

Equity  55%   
Global Equity MSCI ACWI IMI Net 40% 22% 48% 

Emerging Markets Equity MSCI Emerging Markets 
IMI Net 10% 2.5% 12% 

Private Equity 
Cambridge Associates 
U.S. Private Equity Index 
1Q Lag 

5% N/A2 N/A2 

Fixed Income  35%   
Cash 91 Day T-Bills 3% 0% 5% 
Short Term Investment 
Grade Bonds 

Bloomberg Barclays 
US Treasury 1-3 Year 12% 5% 15% 

Investment Grade Bonds Bloomberg Barclays U.S. 
Aggregate 4% 2% 6% 

High Yield Bonds 
Bloomberg Barclays 
Global High YieldUS Corp 
HY 

4% 2% 6% 

Bank Loans Credit Suisse Leveraged 
Loan 4% 2% 6% 

Global Bonds Bloomberg Barclays 
Global Aggregate 4% 2% 6% 

Emerging Market Debt 50% JPM EMBI/ 
50% JPM GBI-EM 4% 0% 6% 

Private Debt Barclays Global HY + 2% 
(Rolling 3 Mo.) 0% N/A2 N/A2 

Real Assets  10%   

Real Estate NCREIF Property Index 
1Q Lag 5% N/A2 N/A2 

Natural Resources NCREIF Farmland Total 
Return Index 1Q Lag 5% N/A2 N/A2 

Infrastructure S&P Global Infrastructure 
(Rolling 3 Mo.) 0% N/A2 N/A2 

Total  100%   
1 – The investment portfolio is undergoing a transition from a legacy allocation with substantial exposure to illiquid 
private market assets to a more traditional allocation profile. In October 2018, the Board approved a new long-term 
asset allocation, recognizing that implementation would be subject to the gradual unwinding of private market assets. 
Appendix B1 reflects the Board-approved asset allocation implementation plan to prioritize the reallocation of cash 
distributions from private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current variances to target 
and will be tightened over time as appropriate. 
2 – Rebalancing Ranges are not established for illiquid asset classes. 
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Appendix B1 – Asset Allocation Implementation Plan 

The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
the following implementation plan to prioritize the reallocation of cash distributions from private 
market assets.  
 

Order of Reallocation 
Allocate up to Target, then proceed to next asset class 

1. Safety Reserve – Cash1 

2. Safety Reserve – Short-Term Investment Grade Bonds1 

3. Global Equity, only if current exposure is less than 22% of DPFP2 

4. Emerging Market Equity, only if current exposure is less than 2.5% of DPFP3 

5. Investment Grade Bonds 

6. Global Bonds 

7. Bank Loans 

8. High Yield Bonds 

9. Global Equity above 22%, contributions limited to 6% per year. 

10. Emerging Markets Debt 

11. Emerging Markets Equity above 2.5%, contributions limited to 2.5% per year 

12. Private Real Estate (aggregate illiquid exposure must be under 20%) 

13. Private Equity (aggregate illiquid exposure must be under 15%) 

 
1 – The Safety Reserve is not required to be allocated to target if deemed prudent by Staff and Consultant. 
2 – Global Equity target weight is 40%. If current exposure is more than 22% proceed to next asset class in the matrix. 
The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, prior to increasing 
fixed-income exposure.  
3 – Emerging Market Equity Target weight is 10%. If current exposure is more than 2.5% proceed to next asset class 
in the matrix. The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, 
prior to increasing fixed-income exposure. 
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Appendix C – Investment Consultant Reporting Requirements 

 
The investment consultant is required to provide the Board with quarterly investment information 
for portfolio monitoring purposes.  Generally, these are as follows: 
 
 
Quarterly (due in advance of the meeting) 
1. DPFP’s actual asset allocation relative to its target asset allocation as defined in Appendix 

B. 
2. DPFP’s return relative to its Policy Benchmark return and other public pension funds. 
3. DPFP’s risk adjusted returns relative to the policy and other public pension funds. 
4. Asset class performance relative to the benchmarks as defined in Appendix B. 
5. Individual Investment Manager returns relative to their stated benchmark. 
6. Report will specifically acknowledge any underperforming Investment Managers. 
7. Any reportable events affecting any of DPFP’s Investment Managers. 
8. Private Markets reports which covers Private Debt, Private Equity, Infrastructure, Real 

Assets and Real Estate. 
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Appendix D – Alternative Investments 

 
 

Alternative Assets means any investment that is not a Traditional Asset.  
 
Traditional Assets include: 
 

1. Common Stocks: publicly traded securities representing ownership in a corporation; also 
known as publicly-traded equity. Examples include publicly traded equity shares of 
public companies, REITs, and ADRs. Regional examples include shares of companies 
domiciled in the US, non-US developed markets and emerging markets.  
 

2. Bonds: publicly-traded securities, the holders of which serve as creditors to either 
governmental or corporate entities. Examples include government bonds and corporate 
bonds, including senior bank loans. Regional examples include US government issued 
bonds, non-US international developed market issued bonds, and emerging market issued 
bonds. Credit examples include investment grade bonds and non-investment grade bonds 
(e.g. high yield bonds and bank loans). 
 

3. Cash Equivalents: short-term investments held in lieu of cash and readily convertible into 
cash within a short time span. Examples include CDs, commercial paper, and Treasury 
bills.  

Though an exhaustive list is not included, some of the defining characteristics of Alternative Assets 
and their vehicles include:  
 

1. Private ownership vehicles 
2. Liquidity-constrained, and a lock-up of capital for extended time periods (one-year or 

longer) 
3. Use of leverage 
4. Ability to take short positions  
5. Use of derivatives 

The Board recognizes that certain investments may have characteristics and underlying securities 
that could be classified as both a Traditional and Alternative Investment. On any new investment 
recommendation, Staff and Consultant will propose a categorization for such investment as either 
Alternative or Traditional based on these criteria, with a focus on liquidity of the investment, for 
the Board’s consideration.  
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C6 

 

 
Topic: Board Committee Membership 
 

Discussion: The Chairman asked that the membership of the Board’s committees be 

reviewed on an annual basis in November. The Board has three permanent 

committees, the Audit Committee, the Professional Services Committee, and 

the Investment Advisory Committee. 
 

The structure of the Audit Committee and the Professional Services Committee 

is established in the Committee Policy and Procedure.  Each committee is 

comprised of a minimum of three members and a maximum of five members. 

The committee must include one Mayoral appointed Board member, one Board 

member selected by the Members (Police, Fire or non-member Trustee) and 

either the Chair of the Board or a Board member selected by the Chair of the 

Board. 
 

The structure of the Investment Advisory Committee is established in the 

Investment Policy Statement. The composition of the Investment Advisory 

Committee is being discussed under the Investment Policy Statement item on 

this agenda. 
 

The current membership of the committees is on the attachment. 
 

Recommendation: Appoint Trustees to serve on committees as nominated by the Chairman. 
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Board Committee Assignments of the Board of Trustees 
 
 

 
Audit Committee (AC) 

Professional Services 
Committee (PSC) 

Bill Quinn, Chair Bill Quinn, Chair 
  
Appointed members: Appointed members: 
Armando Garza Rob French 
Tina Hernandez Patterson  
Nick Merrick  

 
The structure of the Audit Committee and the Professional Services Committee is 
established in the Committee Policy and Procedure  The Audit Committee and Professional 
Services Committee are composed of three members including one Mayoral appointed 
Board member, one Board member selected by the Members (Police, Fire or non-member 
Trustee) and either the Chair of the Board or a Board member selected by the Chair of the 
Board. An Audit Committee meeting and Professional Service Committee meeting 
requires a quorum of at least two members. There is no term set for the Audit Committee 
or Professional Service Committee. 
 

* * * * * * * * 
 

 
Investment Advisory Committee (IAC) 

 
Terms Expire 

Gilbert Garcia, Chair Dec. 2020 
  
Appointed members:  
Scott Freeman (external) Dec. 2020 
Robert Jones (external) Dec. 2020 
Rakesh Dahiya (external) Dec. 2021 
William Velasco, II (external) Dec. 2021 

 
The structure of the Investment Advisory Committee (IAC) is established in the Investment 
Policy Statement. The IAC is composed of up to six members including one or two current 
Board members and a majority of outside investment professionals.  The Board will 
appoint members of IAC members by vote and IAC members will serve two-year terms. 
IAC meetings require a quorum of at least three IAC members, a majority of whom must 
not be current Trustees. 
 

* * * * * * * * 
 
Updated  11/06/2020 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C7 
 

 
Topic: Monthly Contribution Report 

 
Discussion: Staff will review the Monthly Contribution Report. 
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Actual Comp Pay was 100% of the Hiring Plan estimate since the effective date of HB 3158.

The Hiring Plan Comp Pay estimate increased by 3.39% in 2020. The Floor increased by 2.75%.

Through 2024 the HB 3158 Floor is in place so there is no City Contribution shortfall. 

There is no Floor on employee contributions. 

Contribution Tracking Summary - November 2020 (September 2020 Data)

In the most recent month Actual Comp Pay was 109% of the Hiring Plan estimate and 100% of the 
Floor amount.

Employee contributions exceeded the Hiring Plan estimate for the month and the year. 

The combined actual hiring was 62 lower than the Hiring Plan for the pay period ending October 13, 
2020.   Fire was over the estimate by 34 fire fighters and Police under by 96 officers.  
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City Contributions

Sep-20

Number of Pay 
Periods Beginning 

in the Month HB 3158 Floor City Hiring Plan

Actual 
Contributions 

Based on Comp Pay

Additional 
Contributions to 

Meet Floor 
Minimum

Comp Pay 
Contributions as a % 

of Floor 
Contributions 

Comp Pay 
Contributions as 

a % of Hiring Plan 
Contributions

Month 3 17,172,000$       15,763,846$            17,175,476$             7,245$                   100% 109%

Year-to-Date 114,480,000$     105,092,308$         111,077,158$          3,413,563$            97% 106%

HB 3158 Effective Date 444,827,000$     407,232,692$         406,134,367$          38,703,355$         91% 100%

Due to the  Floor through 2024, there is no cumulative shortfall in City Contributions
Does not include the flat $13 million annual City Contribution payable through 2024.
Does not include Supplemental Plan Contributions.

Employee Contributions

Sep-20

Number of Pay 
Periods Beginning 

in the Month City Hiring Plan

Actual Employee 
Contributions 

Based on Comp 
Pay

Actual Contribution 
Shortfall Compared 

to Hiring Plan

Actuarial 
Valuation 

Contribution 
Assumption

Actual Contributions 
as a % of Hiring Plan 

Contributions

Actual 
Contributions as 
a % of Actuarial 
Val Assumption

Month 3 6,168,462$         6,669,248$              6,068,482$               6,168,462$            108% 108%

Year-to-Date 41,123,077$       43,373,710$            2,250,633$               41,123,080$         105% 105%

HB 3158 Effective Date 159,351,923$     158,842,791$         (509,132)$                 154,242,718$       100% 103%

Potential Earnings Loss from the Shortfall based on Assumed Rate of Return (529,203)$                 

Does not include Supplemental Plan Contributions.

Contribution Summary Data

G:\Kelly\Contributions\Contribution Analysis 9 20 Page 2
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Reference Information

City Contributions:  HB 3158 Bi-weekly Floor and the City Hiring Plan Converted to Bi-weekly Contributions

HB 3158 Bi-
weekly Floor

City Hiring Plan- 
Bi-weekly

HB 3158 Floor 
Compared to the 

Hiring Plan 
Hiring Plan as a % 

of the Floor

% Increase/ 
(decrease) in the 

Floor

% Increase/ 
(decrease)  in the 

Hiring Plan
2017 5,173,000$            4,936,154$         236,846$                 95%
2018 5,344,000$            4,830,000$         514,000$                 90% 3.31% -2.15%
2019 5,571,000$            5,082,115$         488,885$                 91% 4.25% 5.22%
2020 5,724,000$            5,254,615$         469,385$                 92% 2.75% 3.39%
2021 5,882,000$            5,413,846$         468,154$                 92% 2.76% 3.03%
2022 6,043,000$            5,599,615$         443,385$                 93% 2.74% 3.43%
2023 5,812,000$            5,811,923$         77$                           100% -3.82% 3.79%
2024 6,024,000$            6,024,231$         (231)$                        100% 3.65% 3.65%

The  HB 3158 Bi-weekly Floor ends after 2024

Employee Contributions:   City Hiring Plan and Actuarial Val. Converted to Bi-weekly Contributions

City Hiring Plan 
Converted to Bi-

weekly 
Employee 

Contributions

Actuarial Valuation 
Assumption 

Converted to Bi-
weekly Employee 

contributions

Actuarial Valuation 
as a % of Hiring 

Plan
2017 1,931,538$         1,931,538$              100%
2018 1,890,000$         1,796,729$              95%
2019 1,988,654$         1,885,417$              95%
2020 2,056,154$         2,056,154$              100%
2021 2,118,462$         2,118,462$              100%
2022 2,191,154$         2,191,154$              100%
2023 2,274,231$         2,274,231$              100%
2024 2,357,308$         2,357,308$              100%

The information on this page is 
for reference.  The only numbers 
on this page that may change 
before 2025 are the Actuarial 
Valuation Employee 
Contributions Assumptions for 
the years 2020-2024 and the 
associated percentage.
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Reference Information - Actuarial Valuation and GASB 67/68 Contribution Assumptions

Actuarial Assumptions Used in the Most Recent Actuarial Valuation - These assumptions will be reevaluated annually & may change.

Actuarial 
Valuation GASB 67/68

YE 2017 (1/1/2018 Valuation)

(2,425,047)$        *

2019 Estimate  (1/1/2019 Valuation)
2019 Employee Contribution Assumption 9,278$                 *

2018 Employee Contributions Assumption - 
based on 2017 actual plus growth rate not the 
Hiring Plan Payroll

*90% of Hiring Plan was used for the Cash Flow Projection for future years in the 
12/31/2017 GASB 67/68 calculation.  At 12-31-17  and 12-31-18 this did not impact 
the pension liability or the funded percentage.

Employee Contributions for 2018 are based on the 2017 actual employee contributions inflated by the growth rate of 2.75% and the Hiring Plan for 
subsequent years until 2038, when the 2037 Hiring Plan is increased by the 2.75 growth rate for the next 10 years 

City Contributions are based on the Floor through 2024, the Hiring Plan from 2025 to 2037, after 2037 an annual growth rate of 2.75% is assumed

Actuarial/GASB Contribution Assumption Changes Since the Passage of HB 3158 The information on this page is for 
reference.  It is intended to 
document contribution related
assumptions used to prepare the 
Actuarial Valuation and changes to 
those assumptions over time, 
including the dollar impact of the 
changes.  Contribution changes 
impacting the GASB 67/68 liability 
will also be included.
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Year Hiring Plan Actual Difference Hiring Plan Actual EOY Difference
2017 372,000,000$       Not Available Not Available 5,240                         4,935                      (305)                            
2018 364,000,000$       349,885,528$     (14,114,472)$          4,988                         4,983                      (5)                                 
2019 383,000,000$       386,017,378$     3,017,378$              5,038                         5,104                      66                                
2020 396,000,000$       5,063                         
2021 408,000,000$       5,088                         
2022 422,000,000$       5,113                         
2023 438,000,000$       5,163                         
2024 454,000,000$       5,213                         
2025 471,000,000$       5,263                         
2026 488,000,000$       5,313                         
2027 507,000,000$       5,363                         
2028 525,000,000$       5,413                         
2029 545,000,000$       5,463                         
2030 565,000,000$       5,513                         
2031 581,000,000$       5,523                         
2032 597,000,000$       5,523                         
2033 614,000,000$       5,523                         
2034 631,000,000$       5,523                         
2035 648,000,000$       5,523                         
2036 666,000,000$       5,523                         
2037 684,000,000$       5,523                         

Comp Pay by Month - 2020
Annual Divided by 26 

Pay Periods Actual Difference
2020 Cumulative 

Difference
Number of Employees - 

EOM Difference
January 30,461,538$         31,291,360$       829,821$                 829,821$                  5136 73                                

February 30,461,538$         31,414,646$       953,108$                 1,782,929$               5114 51                                
March 30,461,538$         31,492,765$       1,031,226$              2,814,156$               5093 30                                
April 45,692,308$         47,775,422$       2,083,114$              4,897,270$               5125 62                                
May 30,461,538$         32,261,636$       1,800,098$              6,697,367$               5113 50                                
June 30,461,538$         32,512,380$       2,050,842$              8,748,209$               5173 110                             
July 30,461,538$         32,568,582$       2,107,043$              10,855,252$             5175 112                             

August 30,461,538$         32,861,998$       2,400,460$              13,255,712$             5033 (30)                              
September 45,692,308$         49,783,989$       4,091,681$              17,347,393$             5001 (62)                              

October 30,461,538$         
November 30,461,538$         
December 30,461,538$         

Computation Pay
City Hiring Plan - Annual Computation Pay and Numbers of Employees

Number of Employees

G:\Kelly\Contributions\Contribution Analysis 9 20 Page 5

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

250



DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C8 

 

 
Topic: Staff Leave Accrual During COVID-19 

 

Discussion: The COVID-19 pandemic, along with the associated Stay at Home orders, has 

resulted in an unexpected increase in staff leave balances – Vacation, 

Attendance Incentive Leave and Sick Leave. During this period, staff has 

continued to earn or accrue leave balances without the normal use of their 

leaves. While existing policies allow for various levels of hours to be rolled 

over from one year to the next year, some of our staff have already exceeded 

those levels for 2020. This issue has come to the Board’s attention through the 

budget review process. The Board has previously granted the Executive 

Director the authority to temporarily amend the DPFP personnel policy to deal 

with issues arising out of the pandemic. 

 

The Executive Director will discuss the plan to address the employee leave 

balances in a manner that does not impact service delivery or increase costs for 

DPFP. 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C9 

 

 
Topic: Required Training Manual Delivery 

 

Discussion: Section 3.013(c) of Article 6243a-1 requires the Executive Director annually 

deliver a training manual covering certain subject areas set forth in Section 

3.013(b). The Executive Director will provide an overview of the contents, 

address new items in the manual and answer any questions concerning the 

training manual. 

 

Trustees can access the training manual electronically through Diligent under 

the Resource Center. 

Staff 

Recommendation: Acknowledge receipt by each Trustee of the training manual by signing and 

submitting the Trustee acknowledgment form. 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C10 

 

 

Topic: Board approval of Trustee education and travel 

 

a. Future Education and Business-related Travel 

b. Future Investment-related Travel 

 

Discussion: a. Per the Education and Travel Policy and Procedure, planned Trustee 

education and business-related travel and education which does not involve 

travel requires Board approval prior to attendance. 

 

Attached is a listing of requested future education and travel noting 

approval status. 

 

b. Per the Investment Policy Statement, planned Trustee travel related to 

investment monitoring, and in exceptional cases due diligence, requires 

Board approval prior to attendance. 

 

There is no future investment-related travel for Trustees at this time. 
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Page 1 of 1 

Future Education and Business Related Travel & Webinars 
Regular Board Meeting – November 12, 2020 

 
    ATTENDING APPROVED 

 
1. Conference: TEXPERS Webinar 
  Global Macroeconomic Outlook: The Pandemic, Politics, and Policy Spur a Macro Reset 
 Dates: November 10, 2020 
  10:00 - 11:00 am  
 Location: Virtual Event 
 Cost: None 
 
2. Conference: TEXPERS Annual Conference 

Dates: March 28, 2021 
Location: Austin, TX 
Cost: TBD 

 
3. Conference: TEXPERS Summer Conference 

Dates: August 29-31, 2021 
Location: San Antonio, TX 
Cost: TBD 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C11 

 

 
Topic: Portfolio Update 

 

Discussion: Investment Staff will brief the Board on recent events and current developments 

with respect to the investment portfolio. 
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Portfolio Update

November 12, 2020
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Adjusted Asset Allocation

2

In this view staff adjusts reported private market values to roughly 
estimate the unrecognized impact from lower oil prices and Covid-19. 

10/30/2020
NAV $ mil. % of NAV $ mil. % $ mil. % $ mil. %

Equity 795 -38 -4.8% 757 42.6% 977 55.0% -220 -12.4%
Global Equity 545 0 0.0% 545 30.7% 711 40.0% -166 -9.3%
Emerging Markets 53 0 0.0% 53 3.0% 178 10.0% -125 -7.0%
Private Equity* 197 -38 -19.2% 159 9.0% 89 5.0% 71 4.0%

Fixed Income 573 0 0.0% 573 32.3% 622 35.0% -49 -2.7%
Safety Reserve - Cash 65 0 0.0% 65 3.6% 53 3.0% 11 0.6%
Safety Reserve - ST IG Bonds 216 0 0.0% 216 12.2% 213 12.0% 3 0.2%
Investment Grade Bonds 61 0 0.0% 61 3.4% 71 4.0% -11 -0.6%
Global Bonds 68 0 0.0% 68 3.8% 71 4.0% -3 -0.2%
Bank Loans 70 0 0.0% 70 3.9% 71 4.0% -2 -0.1%
High Yield Bonds 69 0 0.0% 69 3.9% 71 4.0% -2 -0.1%
Emerging Mkt Debt 20 0 0.0% 20 1.1% 71 4.0% -51 -2.9%
Private Debt* 6 0 0.0% 6 0.3% 0 0.0% 6 0.3%

Real Assets* 519 -73 -14.1% 446 25.1% 178 10.0% 269 15.1%
Real Estate* 352 -68 -19.2% 285 16.0% 89 5.0% 196 11.0%
Natural Resources* 123 -5 -4.4% 118 6.6% 89 5.0% 29 1.6%
Infrastructure* 44 0 0.0% 44 2.5% 0 0.0% 44 2.5%

Total 1,888 -111 -5.9% 1,777 100.0% 1,777 100.0% 0 0.0%

Safety Reserve ~$270M=30 mo net CF 281 0 0.0% 281 15.8% 267 15.0% 14 0.8%
*Private Mkt. Assets w/NAV Discount 722 -111 -15.3% 611 34.4% 267 15.0% 345 19.4%
Source: JP Morgan Custodial Data, Staff Estimates and Calculations data is preliminary
Numbers may not foot due to rounding

DPFP Asset Allocation Using
Stressed Private Market Values

Adjusted NAV Target VarianceAdjustments
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Investment Initiatives

3

• Liquidation of private market assets remains the top focus. 
Significant delays expected due to COVID-19 market disruption.  

• Staff continuing evaluation of and engagement with private equity 
funds.

• Global Equity – Expect Board recommendation in December.

• Fixed Income – Global Bond and High Yield recommendations at 
November Board. 

• Completed IMA reviews. Now verifying manager certifications and 
evaluating guidelines.   

• On-deck: Asset allocation study (early/mid 2021)
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2020 Investment Review Calendar*

4

January  • Real Estate Reviews: Vista 7, King’s Harbor, & Museum Twr.
March • Real Estate:  Clarion Presentation
April • Real Estate:  AEW Presentation

May • Timber: Staff Review of FIA & BTG
• Real Estate: Staff Review of Hearthstone

June  • Natural Resources: Hancock Presentation
July  • Infrastructure: Staff review of AIRRO and JPM Maritime
August • Staff review of Private Equity and Debt
Sept.  • Public Equity Manager Reviews
October • Fixed Income Manager Reviews
*Presentation schedule is subject to change. 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C12 

 

 
Topic: Loomis Sayles High Yield Bonds 

 

Discussion: Staff and Meketa have analyzed the Loomis Sayles High Yield Investment. 

Staff will discuss the analysis. 

Staff 

Recommendation: Available at the meeting. 
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LOOMIS SAYLES HIGH YIELD EVALUATION 

Date:   November 12th, 2020 

To: DPFP Board of Trustees 

From: DPFP Investment Staff 

Subject: Loomis Sayles High Yield Evaluation 

Executive Summary 
In September 2019, staff identified performance, organization, and portfolio guideline issues with 
the High Yield Full Discretion bond portfolio managed by Loomis Sayles.  Staff’s initial 
recommendation was to maintain exposure and monitor closely.  Since then, staff has conducted 
monthly calls with the portfolio managers and has gained conviction in their positioning and 
performance.  In recent months, staff surveyed other High Yield bond products as potential 
replacements.  Our view is that Loomis remains our best option.  We have also reviewed the range 
of Loomis High Yield offerings and guidelines and believe a shift from our current opportunistic 
product to a benchmark-aware product would be beneficial.  
 
Background 
 
9/12/19 Board meeting 
At the 9/12/19 Board meeting, in accordance with section 7.B.4 of the Investment Policy, DPFP 
investment staff discussed its concerns regarding the High Yield bond portfolio managed by Loomis 
Sayles. Staff noted significant underperformance in 1H19 and highlighted the following key issues. 

• This Dan Fuss managed portfolio has historically differed substantially from the strategy 
composite with superior returns. 

• Positioning in recent periods can be characterized as a bar bell with low quality exposure, 
especially in the energy sector, offset by substantial allocation to cash and US Treasuries. 

• In 4Q18, cash provided the expected downside cushions, but this protection was more than 
offset by a key default with material negative impact. 

• Then, while the overall High Yield market rallied into 2019, the energy sector rebound was 
muted. 

• Again, negative security selection exacerbated underperformance as Loomis holdings 
struggled vs. the sector, including additional defaults. 

• Dan Fuss transitioned off the portfolio in April 2019 as part of realignment. The core 
Loomis High Yield team has taken over portfolio management. 

• They will gradually/opportunistically move the portfolio toward the representative 
account. The transition is hampered by a relatively rich High Yield market, which has made 
it difficult to redeploy cash. 

 
Staff recommended maintaining the current allocation to Loomis Sayles. Staff indicated that it 
would continue to monitor this manager closely and seek ongoing perspective from the Investment 
Advisory Committee and the Consultant. 
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9/23/19 IAC Meeting 
Investment staff provided a detailed analysis for discussion at the 9/23/19 meeting of the 
Investment Advisory Committee (IAC).  Members of the IAC offered the following perspective and 
guidance. 

• The Committee expressed concern regarding the high level of portfolio cash both in 
absolute terms and relative to the composite. 

• The Committee discussed trailing performance trends and composite dispersion.   
• The Committee recommended reviewing all public market investment guidelines, especially 

with respect to allowable cash allocations. 
• The Committee recommended closely monitoring this mandate. 
• The Committee concurred with staff Recommendation to maintain the current allocation to 

the Loomis High Yield Bond portfolio with ongoing close monitoring.   
• The Committee advised staff to not push the manager to aggressively shift from cash to High 

Yield bonds in the current environment.   
 
3/23/20 IAC meeting 
At the 3/23/20 meeting of the IAC, investment staff discussed their updated evaluation of the 
Loomis Sayles High Yield Bond Portfolio positioning, performance, and investment guidelines. The 
Committee was supportive of staff’s recommendation to maintain the existing product and full 
discretion guidelines until the current market volatility subsides. Ms. Byrne advised staff to review 
DPFP’s options for High Yield managers given the transition of portfolio managers on the Loomis 
product. 
 
9/28/20 IAC meeting 
At the 9/28/20 meeting of the IAC, investment staff discussed their evaluation of Loomis High Yield 
against a universe of high-quality High Yield managers along with an evaluation of all Loomis High 
Yield products.  The Committee was supportive of staff’s recommendation to keep Loomis Sayles as 
the High Yield manager but shift to the benchmark aware US High Yield product that is less 
opportunistic.   
 
Staff has conducted monthly calls with the Loomis High Yield portfolio management team since 
September 2019.  In recent months staff has evaluated alternative products and guidelines.   
 
DPFP Loomis High Yield Full Discretion Update 
Since new portfolio managers (Matt Eagan and Elaine Stokes) took over for Dan Fuss in April 2019, 
staff has gained conviction in the team and portfolio through the monthly calls.  While there were 
communication issues in early 2019, the new portfolio managers were very responsive and 
transparent.  When the new portfolio managers took over in April 2019, the positioning was bar-
belled with heavy allocations to cash/short-term US TSYs and lower rated distressed bonds 
concentrated in energy.  During 4Q19 and 1Q20, the portfolio was repositioned to more closely 
resemble the High Yield Full Discretion composite.  The portfolio managers lowered energy 
exposure by taking advantage of higher energy prices that resulted from September 2019 turmoil 
in the Middle East.  They also lowered the cash/short term US TSY exposure during the COVID 
drawdown by purchasing attractive High Yield bonds.  While energy exposure has continued to 
detract in 2020, the impact has been smaller and overall Loomis modestly outperformed their 
benchmark in both the downturn (1Q20) and recovery (2Q20) in 2020.  Performance in August 
modestly trailed the benchmark.   
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Staff believes Loomis should return to their historical outperformance once the energy exposure 
issues are resolved.  Loomis has a contrarian and value driven strategy that focuses on 
opportunistic investments.  Loomis was able to generate alpha with their value driven strategy in 
March 2020 as they bought undervalued bonds which have since outperformed.  Staff also has 
conviction in the new portfolio managers who handled the portfolio transition very well.  
 
High Yield Manager Study 
Staff conducted a study to evaluate Loomis Sayles High Yield against other High Yield managers in 
the universe to determine if DPFP should conduct a formal High Yield manager search. In March 
2020, staff conducted an informal screen of 20 managers in the High Yield investment universe 
using recommendations from Meketa, inbound marketing, and a staff screen of the eVestment 
database (trial).  Staff spoke with managers and collected pitchbooks and return streams.  After 
reviewing the pitchbooks and comparing risk/return statistics, staff selected 12 high caliber High 
Yield managers out of the 20 for a comparison universe.  These managers met DPFP evaluation 
requirements including a stable organizational structure, having a US High Yield product, the 
product AUM being > $2B, and having at least a 5-year track record.  The High Yield products 
evaluated were all US High Yield for manager comparability.  The Loomis US High Yield product 
used in the comparison has been managed by DPFP’s new portfolio managers (Matt Eagan and 
Elaine Stokes) historically.  The Loomis US High Yield product is managed the same way as DPFP’s 
High Yield Full Discretion product except the US High Yield has tighter constraints.  
 
The analysis shows that out of a top tier evaluation universe, Loomis returns historically screened 
in the top quartile, but recent performance lowered Loomis to the second quartile.  The growth of a 
dollar, 5-year rolling annualized returns, and 5-year information ratio charts show that Loomis 
performance was at the top of the pack until 2018 when other managers began to outperform 
Loomis.  The drawdowns for Loomis have been higher than average which is consistent with their 
investment philosophy and our expectations.  Given that Loomis has one of the lowest 5-year 
tracking errors, we believe they will regain having one of the highest rolling information ratios with 
the new portfolio managers (see appendix for charts).  Despite the recent drop in performance, staff 
believes performance should return to historical standards and prefers to stay with Loomis.   
 
Loomis High Yield Products and Constraints 
The Loomis High Yield suite of products are grouped into opportunistic and benchmark aware 
products. The opportunistic products have more guideline flexibility and include DPFP’s current 
product the High Yield Full Discretion (HYFD), the Global High Yield Full Discretion (GHYFD), and 
the High Yield Conservative (HYCV) products.  The benchmark aware products have tighter 
guidelines and include the US High Yield (USHY) and Global High Yield (GHY) products.  
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  DPFP (HYFD) HYFD  GHYFD HYCV USHY GHY 

Benchmark Barclays  
Global HY 

Barclays 
US Corp HY 

Barclays  
Global HY 

Barclays  
US Corp HY 

Barclays  
US Corp HY  

(2% Issuer Cap) 

ICE BAML  
Global HY 

Duration No Limit +/- 2 years +/- 2 years +/- 2 years +/- 2 years +/- 2 years 

Credit Quality No Limit B- or better B- or better BB- or better; 
<10% CCC’s B- or better B- or better 

Non USD 30% 10% Bench +/- 10%; 
10% off-bench 10% None Bench +/-5%; 

No off-bench 
Issuer 10% 5% 5% 5% 3% or bench +2% 3% or bench +2% 
Industry 25% 25% 25% 25% 25% 25% 
IG Credit Allowed 10% 10% 10% 10% 10% 

Total Foreign 25% Foreign Govt 30%  
(15% Emerging) No Limit 30%  

(15% Emerging) 
20% 

(10% Emerging) Bench +15% 

EM (USD Pay) No Limit 15% No Limit 15% 10% Bench + 10% 
Convertibles No Limit 15% 15% 15% 5% 5% 

Bank Loans 0% loans; 
20% Loomis fund 15% 15% 15% 10% 10% 

Max Off-Bench N/A N/A N/A N/A 25% 25% 
Cash No Limit 10% 10% 10% 5% 5% 

 
Gross Returns 9/30/20 YTD 1YR 3YR 5YR 10YR 
DPFP (HY Full Discretion) 0.87% 3.65% 2.65% 6.53% 6.74% 
HY Full Discretion Composite 1.22% 4.01% 6.60% 6.30% 6.73% 
GHY Full Discretion Composite 1.41% 3.48% 2.02% 4.60% 6.68% 
HY Conservative Composite 2.10% 4.97% 4.09% 6.39% 6.05% 
Bench Aware US HY Composite 1.46% 3.58% 3.79% 6.48% 6.84% 
Bench Aware GHY (EUR) Composite -2.25% -2.12% 4.31% N/A N/A 
Barclays US Corp HY Benchmark 0.62% 3.25% 4.21% 6.79% 6.47% 
Barclays Global HY Benchmark -0.58% 2.90% 2.69% 5.95% 5.71 

 
Staff favors a benchmark aware strategy going forward.  While we acknowledge the potential for 
more flexible guidelines to generate higher returns, DPFP’s results have been mixed. Historically 
there have been periods of outperformance from the manager’s ability to deviate from the 
benchmark and periods of underperformance due to the increased amount of risk.  DPFP’s portfolio 
positioning in 2019 led to underperformance vs the composite and the benchmark.  Going forward 
the excess risk from an unconstrained portfolio might not justify the possible excess returns given 
the previous portfolio manager, Dan Fuss is no longer managing DPFP’s portfolio.   The current 
portfolio managers have historically run the benchmark aware products and have more experience 
in that area.   
 
With respect to US vs global, staff prefers the benchmark aware US HY product, which is managed 
by our current PMs. Meketa advises that this is the industry standard approach to High Yield, and 
we recall that their recommended alternative products were all US focused. As can be seen in the 
related tables, the Loomis US HY product has the flexibility to invest in non-US securities if 
warranted.  Additionally, shifting to a US focused product will somewhat mitigate currency risk.   
 
We note that DPFP’s current allocation is very similar to the benchmark aware US High Yield 
portfolio.  We could also tighten the constraints on DPFP’s current portfolio; however, we would 
not be closely aligned with the High Yield Full Discretion composite.  Another benefit of being in the 
benchmark aware US High Yield product would be simplicity of portfolio performance tracking.  

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

264



 

Loomis Sayles High Yield Page 5 
 

Given the tighter constraints, higher conviction in the new portfolio managers to outperform in the 
benchmark aware product, and a modest fee savings, staff prefers to switch to the US HY product. 
 

Sector Allocation (9/30/20)  DPFP (HYFD) USHY 
Bank Loans  - - 
Cash/Equivalents  3.21% 7.06% 
Convertibles  5.25% 2.16% 
Emerging Market Credit  3.91% 0.15% 
Equity  - 0.05% 
Hedge  - - 
High Yield Credit  80.69% 84.23% 
Investment Grade Credit  6.55% 6.35% 
Non-US Dollar  - - 
Securitized  0.39% - 

 
We also note that DPFP’s account has a minimum of 50% in US High Yield, while the benchmark 
aware USHY product has a minimum of 75%.   
 

  
 
Recommendation 
Given the conviction gained in the new portfolio managers, staff recommends keeping Loomis 
Sayles as the High Yield manager.  However, staff recommends shifting to the benchmark aware US 
High Yield product that is less opportunistic.  Staff has more conviction in the new portfolio 
managers to outperform in a benchmark aware strategy since they have historically run the 
benchmark aware High Yield portfolios at Loomis.  In addition, Staff and Meketa recommend 
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changing DPFP’s High Yield benchmark from a global benchmark (Bloomberg Barclays Global High 
Yield Total Return) to a US benchmark (Bloomberg Barclays US Corp HY (2% Issuer Cap)). 
 
Meketa comments 
Meketa concurs with Staff’s analysis and recommendation.  Staff followed a well-documented 
process, with multiple review periods, inclusive of alternative products.  In particular, we agree 
with the move to a US-focused product, which limits to a degree currency risk.  In addition, we 
highlight the fee savings and lower tracking error of the proposed strategy.  Meketa notes there are 
other qualified managers in the space to offer sound domestic high yield exposure.  That said, the 
Loomis offering Staff is recommending is also sound, and this transition likely can be accomplished 
more efficiently and at a lower cost than switching to other competing products, many of which 
have also higher fee loads.  In short, we concur with the recommendation made by Staff and will be 
available at the upcoming IAC meeting to address this topic and answer any questions. 
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Appendix – High Yield Product Study 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C13 

 

 
Topic: Global Bond Allocation 

 

Discussion: Staff and Meketa have analyzed the global bond allocation. Staff will discuss 

the analysis. 

Staff 

Recommendation: Available at the meeting. 
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GLOBAL BOND ALLOCATION REVIEW 

Date:   November 12, 2020 

To: DPFP Board of Trustees 

From: DPFP Investment Staff 

Subject: Global Bond Allocation  

Executive Summary 
Concerns have been raised by Staff, Meketa, and the Investment Advisory Committee regarding 
DPFP’s Global Bond Allocation, including low return expectations for global bonds and 
Brandywine’s performance.  Globally low yields have made the asset class less attractive and 
resulted in a large percentage of returns being attributed to currencies.   
 
Brandywine performance has been volatile and has underperformed the index since the beginning 
of 2018.  Most recent performance concerns stem from 1Q20, when Brandywine fell 10.7% 
compared to a near-flat index return of -0.33%.  This type of drawdown is not consistent with the 
risk mitigation role of the asset class.  Most of the underperformance is attributed to an 
underweight in the US Dollar driven by Brandywine’s relative purchase power parity (PPP) model 
that states the US Dollar value is over two standard deviations above from the mean.  While this is 
in line with their philosophy and the US Dollar underweight has outperformed during the 2020 
recovery, overall performance has been disappointing.  
 
Staff recommends prudently liquidating the account and using the ~$67MM of proceeds to fund 
cash flow needs and contributions to Investment Grade Bonds and Emerging Market Debt.  
 
Background 
DPFP currently has a target allocation to Global Bonds of 4.0%, which is solely invested in 
Brandywine’s Global Fixed Income strategy.  DPFP has been with Brandywine since Dec 2004.  
Brandywine was founded in 1986 with headquarters in Philadelphia.  They are known as a fixed 
income shop with $50 billion out of the total $75 billion firm assets under management (AUM) in 
fixed income.  As of September 30th, 2020, DPFP has $67 million allocated to Brandywine 
representing 3.2% of DPFP’s portfolio. 
 
In April 2020, Meketa brought forward concerns regarding Brandywine’s volatility and sensitivity 
to currencies in a globally low yielding environment.  Staff agreed and brought up additional 
concerns regarding recent 3-year underperformance amplified by a -10.37% relative return for 
1Q20.   
 
At the May 28th, 2020 Investment Advisory Committee (IAC) meeting, Global Bonds and 
Brandywine were discussed and the IAC asked Staff to evaluate allocation options and make a 
recommendation at the next IAC meeting.   
 
At the September 28th, 2020 IAC meeting, Staff and Meketa reviewed the situation with the IAC, who 
was supportive of eliminating the Global Bond allocation and liquidating the Brandywine account. 
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Reallocation scenarios were also evaluated.  Staff and the IAC lean toward a shifting the 4% 
allocation to Global Equity, but this decision should be incorporated into the 2021 asset allocation 
study.   
 
Global Bond Asset Class Concerns 
Currency has become a large part of non-US fixed income annual returns in recent years.  The 
currency effect on Global Bonds is much more pronounced because of extreme low yields in the 
developed markets, which has led to lower returns and higher volatility.  The Global Bond 
Allocation has become more of a currency play than a bond investment, which is not consistent 
with the risk mitigation role of the asset class.  In addition, recent strength of the US Dollar has 
contributed to challenges for many global bond strategies.  For example, since 2012 non-US 
currencies were a detractor from global bond returns every year except for 2017. 
 
Yields in many global countries have seen an unprecedented move into negative territory.  As a 
result, the Global Bond universe contains many unattractive international bonds.  This leads Global 
Bond managers to consistently underweight positions in many developed countries and overweight 
Emerging Markets Debt and International Corporate Debt relative to the index leading to higher 
volatility.   
 
Brandywine Philosophy and Process 
Brandywine’s investment goal is to capture interest income and generate principal growth through 
capital appreciation when market conditions permit.  The investment philosophy is value oriented 
and focuses on purchasing dislocated securities with identifiable catalysts for mean reversion.  The 
strategy focuses on real yields and does not invest in negative yielding debt.  The strategy is driven 
by top down and macroeconomic factors with the belief that interest rates and currencies are 
regulators of economic activity.  Currency exposures are actively managed to protect principal & 
enhance returns.  The strategy is benchmark agnostic which can result in higher volatility and 
tracking error.  Risk management is centered on avoiding permanent capital loss in the bonds and 
does not use risk budgeting to a benchmark.  Guidelines are also in place avoid over concentrated 
risk in certain investments. 
 
Brandywine Performance Expectations 
Brandywine’s performance objective is to exceed the Barclays Global Aggregate Index by 1.50% 
over the long term.  We expect relative underperformance during periods of stress in global bond 
markets due to the value investment philosophy.  However, we expect relative outperformance in 
market recoveries and risk-on environments. 
 
Brandywine Performance 
Performance has not followed expectations in recent years.  Brandywine’s performance objective to 
exceed the Barclays Global Aggregate Index by 1.50% was not met as excess returns have been 
negative over the past three years.  Performance has been volatile and correlated to US Dollar 
strength.  Brandywine underperforms when the US Dollar is strong and outperforms when the US 
Dollar is weak.  This is due to an underweight to US Treasury bonds (TSY) and an overweight to 
Emerging Market Debt.  This trend was magnified in 2020.  In 1Q20, Brandywine underperformed 
their benchmark by 10.37% when the US Dollar rose during a risk-off environment.  However, 
Brandywine outperformed the benchmark by 6.12% in 2Q20.   
 
 
 
Quarterly Returns 
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Date 3Q20 2Q20  1Q20 4Q19 3Q19 2Q19 1Q19 4Q18 3Q18 2Q18 1Q18 

Brandywine -1.56% 9.44% -10.70% 3.93% -1.51% 3.50% 3.13% -1.27% -0.31% -6.20% 4.07% 

Index* -0.36% 3.32% -0.33% 0.48% 0.71% 3.29% 2.19% 1.19% -1.46% -3.35% 2.50% 

Excess Return -1.20% 6.12% -10.37% 3.45% -2.21% 0.21% 0.94% -2.46% 1.15% -2.85% 1.58% 

*Bloomberg Barclays Global Aggregate Index 
 
Trailing Returns 

Date (as of 9/30/20) YTD 1 YR 3 YR 5 YR SI (12/04) 

Brandywine 0.90% 4.87% 1.95% 4.11% 4.54% 

Index* 5.72% 6.24% 4.10% 3.92% 3.45% 

Excess Return -4.82% -1.37% -2.15% 0.19% 1.09% 
*Bloomberg Barclays Global Aggregate Index 
 
The underweight to the US Dollar started in 2013 with the allocation declining from 50% down to 
an unprecedented 20% in 2016.  Since 2016, the USD weight has been as low as 10% in late 2017 
and has not been above 25%, vs. market weight of 40% to 45%.  While that is consistent with their 
philosophy and process, the attribution for the product has recently been affected more by 
currency rather than bonds.  The value add has gone from 66% bonds and 33% currency to 33% 
bond and 66% currency. We do not see any problems with bond selection, but recent currency 
positioning has detracted from performance. 
 
Recommendation 
Staff recommends gradually liquidating the Brandywine investment as follows: 

1. Transfer ~$11 million to Longfellow to fully fund the 4.0% Investment Grade Bond 
allocation. 

2. Transfer ~$16 million to Ashmore Emerging Market Debt to increase their allocation from 
1.1% to 2.0% vs. the 4.0% target. This would be a higher priority than stipulated in the asset 
allocation implementation plan (IPS Appendix B1) but is recommended to somewhat offset 
similar exposure from Brandywine.  

3. Prudently liquidate the remaining Brandywine assets (~$40 million) and use the proceeds 
to fund cash flow needs.  

4. Private market distributions would be deployed in accordance with the asset allocation 
implementation plan (IPS Appendix B1), except there would be no contributions to Global 
Bonds. 
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MEMORANDUM 

 
BOSTON  CHICAGO  LONDON  MIAMI  NEW YORK  PORTLAND  SAN DIEGO 

5796 Armada Drive 

Suite 110 

Carlsbad, CA 92008 

 

760.795.3450 

Meketa.com 

 

TO:  Board of Trustees, Dallas Police & Fire Pension Fund 
FROM:  Leandro Festino, Aaron Lally, Alli Wallace, Sidney Kawanguzi, Meketa Investment Group 

DATE:  November 5, 2020 

RE:  Review of Global Bonds Allocation 

 

Executive Summary 

Investment Staff, the Investment Advisory Committee and Meketa have expressed concerns regarding 

DPFP’s Global Bonds allocation, citing low return expectations for global bonds and the pronounced 

effect of currency management as a source of returns that introduces more volatility to the asset class. 

 

The topic was discussed in-depth at the September 28th, 2020 IAC Meeting.  The IAC was supportive of 

eliminating the Global Bonds allocation and liquidating the Brandywine account. Staff and the IAC favor 

re-allocating to Global Equity. Staff noted that this reallocation should be incorporated into the 2021 

asset allocation study. Meketa concurs with this timeline and plan of action. 

Background 

Dallas Police and Fire Pension Fund (DPFP) currently has a 4% target allocation to Global Bonds as part 

of the asset allocation approved in 2018 by the Board. The Global Bonds allocation is intended to provide 

risk mitigation as a counter-balance to equities, as well as providing interest rate sensitive exposure. 

DPFP’s global bonds allocation is currently managed by Brandywine Global (“Brandywine”).  As of 

September 30, 2020, Brandywine managed $67 million for DPFP. The portfolio has returned an 

annualized net-of-fees return of 4.5% vs. the index return of 3.5% since inception on December 17, 2004. 

  

While Meketa holds a positive view of Brandywine, we have discussed with Staff and the Investment 

Advisory Committee (IAC) the suitability of a global fixed income allocation in the DPFP portfolio. In 

April 2020, Meketa communicated with Staff a desire to review the Global Bonds allocation, noting the 

following concerns; 

 With yields at or close to zero, currency has a pronounced effect on returns for global 

bonds, and indeed has contributed meaningfully (positively and negatively) to returns 

for Brandywine.  

 Given the Fund’s liquidity issues, every liquid allocation needs to be evaluated 

strategically. 

 

Staff also noted Brandywine’s underperformance relative to its benchmark over the trailing 3-year 

period and particularly over the first quarter of 2020. 
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Comments on Brandywine  

Meketa’s Public Markets Research team maintains a positive view of Brandywine and has other clients 

invested in Brandywine’s similar product - the Global Opportunistic Fixed Income (“GOFI”) strategy. 

Brandywine also manages a Global Fixed Income strategy that has a higher quality restriction. The 

custom strategy Brandywine manages for DPFP most closely resembles the Opportunistic (GOFI) 

strategy. 

 Brandywine is a top down, macro-driven, value focused, benchmark-agnostic global fixed 

income manager.   

 Meketa’s view on the DPFP/ GOFI strategy is that it is a sound investment product executed 

by a team of experienced professionals with expertise in the asset class.  The team focuses 

on real yields across the world looking for a combination of attractive real yields and/or 

undervalued currency.    

 Meketa’s last meeting with Brandywine was held on August 25, 2020.     

 

Currency as a Return Driver 

Historically low yields near or below zero in developed markets have amplified the contribution of 

currency to global bonds total returns. Meketa’s analysis of this theme is provided in Appendix 1, with 

the key observation that currency has become a large part of non-US fixed income annual returns in 

recent years, and detracted from performance more than it has helped. Furthermore, US dollar 

strength has posed a serious challenge for global fixed income managers.  

 

Meketa’s view is that this low yield environment is likely to persist in the medium term, and as such, 

currency headwinds will continue to be a challenge for global fixed income allocations.  

 

One of the tenets of Brandywine’s investment philosophy is active currency management. Analyses 

done independently by Staff and Meketa (Appendix 1) highlighted the higher contribution of currency 

management to returns, as opposed to bond selection in recent periods. Currency has detracted from 

Brandywine’s annual returns in six of the ten years since 20091, compared to eight for the index.  

 

The pronounced role that active currency management has had on returns historically, and is likely to 

have going forward, makes the strategy more of a currency bet, than a global bond allocation.   This is 

not the intended role the allocation is expected to serve in the overall DPFP asset allocation. 

  

                                                   
  1 Source: Brandywine Presentation; September 3, 2020.
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Conclusion 

All Committee members of the IAC present at the September 2020 IAC meeting were supportive of 

eliminating the Global Bonds allocation. Staff recommends waiting for the Meketa 2021 Asset Study to 

be completed (expected spring 2021) before determining where to permanently reallocate the 4% 

Global Bond target weight in the overall asset allocation policy.  

 

Meketa concurs with the decision to eliminate the Global Bond allocation and is supportive of the 

suggested reinvestment plan and timeline on the eventual asset allocation decision. 

 

Appendix 1: Global Bond Review 

 

LF/AL/AWS/SK/sf 
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Disclosure 

WE HAVE PREPARED THIS REPORT (THIS “REPORT”) FOR THE SOLE BENEFIT OF THE INTENDED RECIPIENT 

(THE “RECIPIENT”). 

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS REPORT AND THAT IT IS 

NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT.  ANY OPINIONS OR RECOMMENDATIONS 

PRESENTED HEREIN REPRESENT OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND ARE SUBJECT 

TO CHANGE AT ANY TIME.  ALL INVESTMENTS INVOLVE RISK.  THERE CAN BE NO GUARANTEE THAT THE 

STRATEGIES, TACTICS, AND METHODS DISCUSSED HERE WILL BE SUCCESSFUL. 

INFORMATION USED TO PREPARE THIS REPORT WAS OBTAINED FROM INVESTMENT MANAGERS, CUSTODIANS, 

AND OTHER EXTERNAL SOURCES.  WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS 

REPORT, WE CANNOT GUARANTEE THE ACCURACY OF ALL SOURCE INFORMATION CONTAINED HEREIN.    

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD - LOOKING STATEMENTS,” 

WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS “MAY,” “WILL,” “SHOULD,” “EXPECT,” “AIM”, 

“ANTICIPATE,” “TARGET,” “PROJECT,” “ESTIMATE,” “INTEND,” “CONTINUE” OR “BELIEVE,” OR THE NEGATIVES 

THEREOF OR OTHER VARIATIONS THEREON OR COMPARABLE TERMINOLOGY.  ANY FORWARD - LOOKING 

STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS IN THIS PRESENTATION ARE BASED 

UPON CURRENT ASSUMPTIONS.  CHANGES TO ANY ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON 

FORWARD - LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS.  ACTUAL 

RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, PROJECTIONS, VALUATIONS, 

OR RESULTS IN THIS PRESENTATION.   

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE.  PAST PERFORMANCE IS NO 

GUARANTEE OF FUTURE RESULTS. 
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Global Bond Review 

 

  

 

Appendix 1 
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Dallas Police & Fire Pension System 

Global Bond Review 

 

 

Brandywine Global: Dallas Police and Fire 

Currency Contribution to Returns (Annual) 

As of June 30, 2020 

 
Brandywine Global: Dallas Police and Fire 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Country (Bond) 9.69% 9.76% 8.86% -1.17% 8.48% -0.84% 3.78% 3.73% 0.70% 9.29% 6.61% 

Currency 3.74% -1.94% 4.70% -1.73% -3.04% -6.29% 0.38% 8.26% -4.24% 0.39% -8.66% 

Total Return  13.43% 7.83% 13.56% -2.90% 5.43% -7.13% 4.16% 11.99% -3.54% 9.68% -2.05% 

 Currency has become a large part of annual returns in recent years.  In four of the last six years, the 

proportion of returns from currency was significantly larger than the proportion from bond returns.   

 In seven of the last eight years, currency was either a meaningful detractor from returns (five years) or 

was insignificant (two years).  Only in 2017 did currency enhance returns – the first time since 2012. 
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Dallas Police & Fire Pension System 

Global Bond Review 

 

 

Bloomberg Barclays Global Aggregate Index (USD)  

Currency Contribution to Returns (Annual) 

As of June 30, 2020 

 

Bloomberg Barclays Global Aggregate Index (USD) 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Country (Bond) 4.77% 5.33% 5.67% -0.16% 7.25% 1.03% 3.67% 3.06% 1.77% 8.20% 3.91% 

Currency 0.77% 0.31% -1.35% -2.44% -6.66% -4.18% -1.58% 4.33% -2.97% -1.36% -0.93% 

                        

Total Return  5.54% 5.64% 4.32% -2.60% 0.59% -3.15% 2.09% 7.39% -1.20% 6.84% 2.98% 

 

 Similarly, the index reflects the challenge of currency management.  In eight of the last nine years, currency 

was a detractor from returns.  Only in 2017 did currency enhance returns – the first time since 2011. 
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Dallas Police & Fire Pension System 

Global Bond Review 

 

 

 

Brandywine Global: Dallas Police and Fire 

Currency Contribution to Returns (Quarterly) 

As of June 30, 2020 

 

 Quarterly results also show currency being a significant proportion of returns.  The impact of currency has 

been larger than bonds in 12 of the last 22 quarters, or 55% of the time. 

 On a quarterly basis, currency is often a detractor from performance.  In the observed 22 quarters, 

currency was either a meaningful detractor from returns (eight quarters) or was insignificant (seven 

quarters).  Currency significantly enhanced returns in seven quarters (32% of the time).  
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Dallas Police & Fire Pension System 

Global Bond Review 

 

 

Brandywine Global: Dallas Police and Fire Review 

Summary 

 Currency has become a large part of international fixed income annual returns in recent years.   

The strength of the US Dollar has contributed to challenges for many bond strategies investing outside the 

US.   

 Additionally, in a world of unprecedented negative yields in a growing number of countries, the index 

reflects many unattractive international bonds.  As a result, international bond managers like Brandywine 

Global exhibit consistently underweight positions in many developed countries in the index and overweight 

positions in Emerging Markets Debt and corporate bonds of international companies.  

 The off-benchmark positions in emerging markets debt and corporate debt result in increased  

tracking error.  This can lead to potential large dispersion of returns (both positive and negative) relative 

to the index.  This is not necessarily a bad thing as long as the IAC/Board understand this and recognize 

the strategy has the potential to significantly underperform its benchmark at times.   

 Another unintended consequence of more corporate bond positioning is that the higher proportion of 

corporate bonds can be more highly correlated with US equities, having a dampening impact  

on diversification.   
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C14 

 

 
Topic: Lone Star Investment Advisors Update 

 
Portions of the discussion under this topic may be closed to the public under the 

terms of Section 551.071 of the Texas Government Code. 

 
Discussion: Investment Staff will update the Board on recent performance, operational, and 

administrative developments with respect to DPFP investments in funds 

managed by Lone Star Investment Advisors. 

 

2020 11 12 Board Meeting - REGULAR AGENDA 2020 11 12

283



Lone Star Investment Advisors

LSCRA & LSCG Extensions
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LSGC & LSCRA Extension Recommendation

2

Terms of AH Replacement and Settlement

• Staff believes DPFP interests are best served by extending the Lone Star 
Growth Capital (LSGC) and Lone Star CRA (LSCRA) funds with no 
management fee. Staff believes the rationale for the extension remains 
unchanged.

• The LSGC fund term was extended at no fee from its original expiration date of 
October  4, 2018 to April 25, 2019 to be co-terminus with LSCRA initial fund 
term expiration.

• In April 2019, both funds were extended for six months to October 25, 
2019 with no  management fee.

• In November 2019, both funds were extended for an additional six months 
to April 25, 2020 with no management fee.

• In May 2020, both funds were extended for an additional six months to 
October 25, 2020. 

• LSIA is recommending extensions identical to the terms of the previous 
extension – six  months, free of management fees through April 25, 2021.

Recommendation: Authorize the Executive Director to enter into
six-month  extensions with no management fee on the Lone Star 
Growth Capital and Lone  Star CRA funds.
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C15 

 

 
Topic: Legal issues - In accordance with Section 551.071 of the Texas Government 

Code, the Board will meet in executive session to seek and receive the 

advice of its attorneys about pending or contemplated litigation or any 

other legal matter in which the duty of the attorneys to DPFP and the 

Board under the Texas Disciplinary Rules of Professional Conduct clearly 

conflicts with Texas Open Meeting laws. 

 

Discussion: Counsel will brief the Board on these issues. 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, November 12, 2020 

ITEM #C16 

 

 
Topic: Closed Session - Board serving as Medical Committee 

 

Discussion of the following will be closed to the public under the terms of 

Section 551.078 of the Texas Government Code: 

 

Application for death benefits for disabled child 

 

Discussion: Staff will present an application for consideration by the Board of a survivor 

benefits for a disabled child in accordance with Section 6.06(n) of Article 

6243a-1. 
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http://online.anyflip.com/mxfu/alie/mobile/index.html


https://www.nirsonline.org/reports/growingburden/
https://www.nirsonline.org/reports/growingburden/
https://www.nirsonline.org/reports/growingburden/








https://williamsandjensen.com/personnel/anthony-j-roda/
https://williamsandjensen.com
https://www.ncpers.org/membership


https://us02web.zoom.us/webinar/register/5716014948755/WN_cGzsTuucSE2m_TgX1qnefw
https://us02web.zoom.us/webinar/register/5716014948755/WN_cGzsTuucSE2m_TgX1qnefw
https://us02web.zoom.us/webinar/register/5716014948755/WN_cGzsTuucSE2m_TgX1qnefw
https://us02web.zoom.us/webinar/register/3616014949120/WN_Mx3APD1HR4aDLjJuWaDbmA
https://us02web.zoom.us/webinar/register/3616014949120/WN_Mx3APD1HR4aDLjJuWaDbmA
https://us02web.zoom.us/webinar/register/3616014949120/WN_Mx3APD1HR4aDLjJuWaDbmA
https://us02web.zoom.us/webinar/register/6916014949434/WN_uRhbJv45S--B8wO-7its9Q
https://us02web.zoom.us/webinar/register/6916014949434/WN_uRhbJv45S--B8wO-7its9Q
https://us02web.zoom.us/webinar/register/6916014949434/WN_uRhbJv45S--B8wO-7its9Q
https://us02web.zoom.us/webinar/register/4716014949717/WN_LdUjjiRnSgmwU21PxCPKrA




https://www.facebook.com/NCPERS/
https://www.linkedin.com/company/national-conference-on-public-employee-retirement-systems/
https://www.youtube.com/ncpers
https://twitter.com/NCPERS
https://www.ncpers.org/blog_home.asp
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