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Introductory Section

Letter of Transmittal

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

December 30, 2006

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

Introduction

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

CAFR Transmittal

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

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

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

the Funds have been included.

Structure of this Report

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

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

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

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

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

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

Structure of the DC Retirement Board and the
Board of Trustees

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

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

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

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

To facilitate the effective monitoring of the retirement

and Teachers Retirement

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

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

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

Profile of the Plans

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

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

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

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

Plan Management, Performance and Investments

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

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

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

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

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

benchmarks:

Asset Class Performance Benchmark ~ Weight

U.S. Equities  Russell 3000 Index 40%

International ~ MSCI All Country World ~ 20%

Equities ex US Index

Fixed Income Lehman Brothers 25%
Universal Index

Real Estate NCREIF Index 5%

Private Equity Cambridge Private 10%
Equity Index

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

Summary of Financial Information

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

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

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

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

Additions to Plan Net Assets

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

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

Deductions to Plan Assets

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

FY2006  FY2005 SIncrease %lncrease
(Decrease) (Decrease)

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

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

Other Information

The DCRB undertook several major initiatives during
FY 2006.

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

the members, beneficiaries and survivors.

Acknowledgements

I would like to express my appreciation to the US
Treasury’s Office of DC Pensions, the District of

10

Letter of Transmittal

Columbia City Council, the DC Office of Financial and
Operations Systems, the DC Office of Budget and
Planning, all other DC Government Offices that sup-
port the Board, and the DCRB trustees, staff, consult-
ants and service providers for their tireless efforts to
assure the financial soundness and successful operation
of the DC Retirement Board.

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

Respectfully submitted,
Constance Donovan

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

Table 1: Board of Trustees

Organizational Structure

Name

Representing

First Term Began

Current Term Expires

Lyle M. Blanchard

Appointed by the City Council

November 15, 2002

January 27, 2009

Barbara Davis Blum

Appointed by the Mayor

July 12, 2000

January 27, 2008

Mary A. Collins

Elected by Active Teachers

January 28, 1997

January 27, 2009

Shireen L. Dodson,

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

Lasana Mack,
Ex Officio Representative

Ex Officio Member

N/A

N/A

Judith C. Marcus,
Treasurer

Elected by Retired Teachers

January 28, 1998

January 27, 2010

Joan Parrot-Fonseca

Appointed by the Mayor

April 22, 2002

January 27, 2007

Darrick O. Ross,
Sergeant-at-Arms

Elected by Active Police

January 28, 1999

January 27, 2007

William H. Simons

Appointed by the Mayor

September 13, 2001

January 27 2006

George R. Suter,
Secretary

Elected by Retired Police

January 28, 1997

January 27, 2009

Thomas N. Tippett,

Elected by Retired Firefighters

March 21, 2005

January 27, 2008

Michael J. Warren

Appointed by the City Council

March 11, 2005

January 27, 2007
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Chart 1: DCRB Organizational Diagram

The District of Columbia Retirement Board

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

Shireen L. Dodson, Council Appointee
Chairman

Brian K. Lee, Elected Active Firefighter
Parliamentarian

Lasana Mack, Ex Officio Member
Ex Officio Representative

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

Joan Parrot-Fonseca, Mayoral Appointee

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

William H. Simons, Mayoral Appointee

George R. Suter, Elected Retired Police
Secretary

Thomas N. Tippett, Elected Retired Firefighter

Michael J. Warren, Council Appointee

Acting Executive Director

Constance Donovan

Chief Financial Officer Chief Investment Officer Chief Benefits Officer General Counsel

Kate Marshall Sheila Morgan-Johnson Joan Passerino Constance Donovan
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Photo 1: Board of Trustees

'R B THE D[STR[CT OF COLUMB]A Sg\aﬁ”"ca({%
| —— ] RETIREMENT BOARD .
—_— BOARD OF TRUSTEES

Chairman: Shireen L. Dodson
Secretary: George R. Suter February Parliamentarian: Brian K. Lee
Treasurer: Judith C. Marcus 2006 Sergeant-at-Arms: Darrick O. Ross Thomas N. Tippett

E . ‘PR
loctod Retired Firefightor
(Not pictured): Lasana Mack

3

1 b h ¥ 1 &
i | ' K t o=
Barbara Davis Blum Joan Parrott-Fonseca William H. Simons Lyle M. Blanchard Michael J. Warren Shireen L. Dodson
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Financial Section: D.C. Police Officers’ and Firefighters’ Retirement Fund Independent Auditor’s Report

Independent Auditor’s Report

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

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

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

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

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets of the
District of Columbia Police Officers and Firefighters’ Retirement Fund as of September 30, 2006 and 2005, and the
changes in its net assets for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

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

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

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

Washington, D.C.
December 20, 2006

16



Financial Section: D.C. Police Officers’ and Firefighters' Retirement Fund Management'’s Discussion & Analysis

Management’s Discussion and Analysis

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

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

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

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

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

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

FINANCIAL HIGHLIGHTS

The financial highlights are:

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

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

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

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

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

OVERVIEW OF THE FINANCIAL
STATEMENTS AND SCHEDULES

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

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

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

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

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

FINANCIAL ANALYSIS

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

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

Changes in Net Assets

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

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

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

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

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

NET ASSSETS
2006

Investments, net of accrued interest

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

Increase

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

CHANGES IN NET ASSSETS

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

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

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

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

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

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

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

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

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

enhance the performance of the Total Fund.

ADDITIONAL INFORMATION

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

I
Statement of Net Assets

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

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

2006 2005

Additions

Contributions:

District government $ 117,500 $ 112,100

District employees 25,142 23,804

Total contributions 142,642 135,904

Investment income:

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

Interest and dividends 70,452 57,819

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

231,670 246,294

Less:

Investment expenses 7,143 5,472

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

Net investment income 212,089 235,515

Total additions 354,731 371,419
Deductions

Benefit payments 15,795 13,564

Administrative expenses 1,817 3,789

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

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

NOTE 1:
ORGANIZATION

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

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

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

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

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

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

NOTE 2:
FUND ADMINISTRATION AND
DESCRIPTION

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

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

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

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

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

Members Hired Before February 15, 1980

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

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

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

Notes to Financial Statements

Members Hired Between February 15, 1980 and
November 10, 1996

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

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

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

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

Members Hired on or After November 10, 1996

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

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

Members with permanent, non-service-related dis-
abilities with more than five years of service receive 70%

23



Financial Section: D.C. Police Officers’ and Firefighters’ Retirement Fund

of base pay multiplied by a percentage of disability, with
a minimum benefit of 30% of base pay.

Participant Data

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

2006 2005

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

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

Contributions

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

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

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

NOTE 3:
SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

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

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

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

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

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

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

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

NOTE 4:
INVESTMENTS

The Board is authorized to manage and control the
investment of the District Retirement Funds’ assets. The
Board broadly diversifies the investments of the Funds
so as to minimize the risk of large losses, unless under
the circumstances it is clearly prudent not to do so, as
required by D.C. Code § 1-741(a)(2)(C), (2001 Ed.).

Notes to Financial Statements

Master Trust — The Board has pooled all of the assets
under its management (the Investment Pool), as is
authorized by D.C. Code § 1-903(b), (2001 Ed.), with a
master custodian under a master trust arrangement (the
Master Trust). Using an investment pool, each Fund has
equity in the pool. District and employee contributions
are deposited to the respective Fund for which the con-
tribution was made, and benefit payments and employ-
ee contribution refunds are withdrawn from the Fund
in which the recipient participates. Investment per-
formance and administrative expenditures are allocated
between the two Funds based upon their proportionate
equity in the pool.

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

2006 2005

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

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

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

in 2006 and 2005, respectively, is on securities

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

Fixed income securities (of which $102,106

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

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

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

Subtotal 3,210,569 2,797,085

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

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

At September 30, 2006, the Fund’s share of the Investment Pool was $2,597,641 including cash collateral of
$274,500 and accrued interest receivable. At September 30, 2005, the Fund’s share of the Investment Pool was
$2,214,620, including cash collateral of $224,265 and accrued interest receivable.
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Debt Instruments

As of September 30, 2006, the Investment Pool held the following debt instruments:

Investment Type Fair Value % of Segment Duration Rating
U.S. Treasuries $ 125,636% 15.45% 6.74 AAA
U.S. Agencies 78,544 9.66% 5.03 AAA
Corporate Securities 110,805 13.63% 6.33 A-
Mortgage-Backed Securities 341,624 42.01% 3.91 AAA
Asset-Backed Securities 6,320 0.78% 1.86 BBB-
High Yield Securities 49,093 6.04% 3.41 B+
Emerging Markets 16,521 2.03% 5.49 BB+
Non-U.S. Securities 28,441 3.50% 5.81 AA+
Convertibles 970 0.12% 3.81 B-
Cash Equivalents 55,225 6.79% 2.30 AA+
Total $ 813,179% 100.00%

As of September 30, 2005, the Investment Pool held the following debt instruments:

Investment Type Fair Value % of Segment Duration Rating
U.S. Treasuries $ 142,294% 18.28% 5.83 AAA
U.S. Agencies 65,592 8.43% 5.00 AAA
Corporate Securities 117,018 15.04% 5.88 BBB+
Mortgage-Backed Securities 345,592 44.41% 3.64 AAA
Asset-Backed Securities 7,216 0.93% 2.36 A-
High Yield Securities 35,324 4.54% 3.77 BB-
Emerging Markets 29,310 3.77% 4.92 BB
Non-U.S. Securities 28,107 3.61% 5.47 AA+
Convertibles 1,423 0.18% 2.56 BB
Cash Equivalents 6,341 0.81% 5.98 AA+
Total $778,217% 100.00%

26



Financial Section: D.C. Police Officers’ and Firefighters' Retirement Fund

Interest Rate Risk — As a general rule, the Board’s fixed
income managers must construct and actively manage a
portfolio of fixed income and related securities that
maintains a weighted average duration within +/-2
years of the duration of the fixed income benchmark.

Credit Quality Risk — Unless specifically authorized in
writing by the Board, fixed income managers are per-
mitted to invest in eligible long-term instruments rated
investment grade (top four ratings) by a nationally rec-
ognized rating organization.

Foreign Currency Risk — As a general policy, the
investment managers, with authority to invest in a port-
folio consisting primarily of non-U.S. securities, may
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structure optimal currency positions which minimize
tracking error and enhance risk-adjusted returns rela-
tive to the benchmark.

International investments historically have provided
plan sponsors with significant risk-reducing diversifica-
tion benefits because of low correlation of returns
among international assets. Holding international
assets does, however, expose international portfolios to
currency or exchange rate risk. To reduce exposure to
currency risk, investment managers may systematically
hedge foreign currency positions back to U.S. dollars
through the forward currency markets. Since the for-
ward exchange rate is seldom equal to the spot exchange
rate, forward hedging gains and losses arise.

As of September 30, 2006, the Investment Pool held investments that are denominated in a currency other than the

United States Dollar, as summarized below:

Asset Class

Currency Cash Equities Fixed Income Swaps Total
Australian Dollar $ 65 $ 17,576 $ - $- $17,641
Canadian Dollar - 18,637 - - 18,637
Swiss Franc 23 59,904 - - 59,927
Danish Krone - 3,215 - - 3,215
Euro 13,816 260,977 1,281 (114) 275,960
Pound Sterling 379 104,193 933 (106) 105,399
Hong Kong Dollar 99 32,014 - - 32,113
Japanese Yen 10 187,966 - - 187,976
South Korean Won - 1,921 - - 1,921
Norwegian Krone 35 2,547 - - 2,582
New Zealand Dollar 1 - - - 1
Swedish Krona 60 12,034 - - 12,094
Singapore Dollar (68) 4,370 - - 4,302
South African Rand - 2,828 - - 2,828
Thai Bhaf 25 1,473 - - 1,498
Total Foreign $ 14,445 $ 709,655 $2,214 $(220) $ 726,094
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As of September 30, 2005, the Investment Pool held investments that are denominated in a currency other than the

United States Dollar, as summarized below:

Asset Class

Currency Cash Equities Fixed Income Total
Australian Dollar $ 80 14,016$ $ - $ 14,096$
Canadian Dollar 6 11,838 - 11,844
Swiss Franc 3 54,050 173 54,226
Danish Krone - 3,679 - 3,679
Euro 4,888 219,274 11,618 235,780
Pound Sterling 238 89,008 483 89,729
Hong Kong Dollar 118 29,681 - 29,799
Japanese Yen 325 151,809 - 152,134
South Korean Won - 1,061 - 1,061
Norwegian Krone 4 2,066 - 2,070
New Zealand Dollar 17 842 859
Swedish Krona 3 13,155 - 13,158
South African Rand - 2,875 2,875
Singapore Dollar 45 7,605 - 7,650
Thai Bhat 29 2,875 - 2,904
Total Foreign $ 5,756 $ 603,834 $ 12,274 $ 621,864

Securities Lending Transactions — District statutes and
the Board’s policies permit the Retirement Funds to
participate in securities lending transactions via a
Securities Lending Authorization Agreement, which
authorizes the master custodian to lend the Board’s
securities to qualified broker-dealers and banks pur-
suant to a form of loan agreement.

During 2006 and 2005, the master custodian, at the
direction of the Board, lent the Retirement Funds’ equi-
ty and fixed income securities and received collateral in
the form of cash (United States and foreign currency),
securities issued or guaranteed by the United States gov-
ernment, the sovereign debt of Organization of
Economic Cooperation and Development countries
and irrevocable letters of credit issued by a bank insured
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by the FDIC. The collateral could not be pledged or sold
unless the borrower defaulted on the loan. Borrowers
delivered collateral for each loan equal to (i) at least
102% of the market value of the loaned securities if
these securities were sovereign debt issued by a foreign
government denominated in U.S. dollars or their pri-
mary trading market was located in the United States; or
(ii) 105% of the market value of the loaned securities in
the case of loaned securities not denominated in United
States dollars or whose primary trading market was not
located in the United States.

The Board and the borrowers maintained the right
to terminate all securities lending transactions on
demand. The cash collateral received on each loan was
invested, together with the cash collateral of other qual-
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ified tax-exempt plan lenders, in a collective investment
pool (the Quality Fund). The Quality Fund does not
meet the requirements of Securities and Exchange
Commission Rule 2a-7 of the Investment Company Act
of 1940, and accordingly, the master custodian has val-
ued the Fund’s investments at fair value for reporting
purposes.

The Quality Fund is not registered with the
Securities and Exchange Commission. The master cus-
todian, and consequently the investment vehicles it
sponsors (including the Quality Fund), are subject to
the oversight of the Federal Reserve Board and the
Massachusetts Commissioner of Banks. The fair value
of the Funds’ position in the Quality Fund is not the
same as the value of the Retirement Funds’ shares.

There was no involuntary participation in an exter-
nal investment pool by the Quality Fund and there was
no income from one fund that was assigned to another
fund by the master custodian during 2006 or 2005.

During 2006 and 2005, the Board did not restrict the
amount of the loans that the master custodian made on
its behalf. There were no failures by any borrowers to
return loaned securities or pay distributions thereon
and there were no losses resulting from a default of the
borrowers or the master custodian during 2006 and
2005.

The Quality Fund invests qualified cash collateral
from loans of U.S. and non-U.S. equities, U.S. corporate
fixed income securities, U.S. Government securities and
sovereign debt. Its average effective duration is restrict-
ed to 120 days or less. The average duration of the
investment pool as of both September 30, 2006 and
2005 was 446 days and 404 days, respectively. The max-
imum remaining effective maturity of any instrument is
two years. The average weighted maturity of the invest-
ment pool as of both September 30, 2006 and 2005 was
52 and 45 days, respectively. Because the loans were ter-
minable at will, their duration did not generally match
the duration of the investments made with cash collat-
eral. Investments are restricted to issuers with a short-
term credit rating not lower than A1/P1, or long-term
ratings not lower than A-/A3, or the equivalent thereof.
The Quality Fund may invest in other investment vehi-
cles managed by the master custodian provided they
conform to fund guidelines. On September 30, 2006
and 2005, the Board had no credit risk exposure to bor-
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rowers. The collateral held and the market value of
securities on loan for the Board were $426,228 and
$413,922, respectively, as of September 30, 2006, and
$354,912 and $344,547, respectively as of September 30,
2005. During 2006 and 2005, the Master Trust’s gross
earnings from securities lending transactions totaled
$21,017 and $9,944 respectively. The income (net of
amortization and accretion), the net realized/unrealized
gain attributable to discount and premium, and the net
increase in net assets resulting from operations totaled
$22,099, $962, and $3,062 respectively, in 2006, and
$10,207, $678, and $10,951, respectively, in 2005. The
Fund’s share of the net income on securities lending
transactions totaled $605 and $560 in 2006 and 2005,

respectively.

Derivative Investments — Derivatives are generally
defined as contracts whose value depends on, or derives
from, the value of an underlying asset, reference rate, or
index. Structured financial instruments are also defined
as derivatives, such as mortgage-backed securities, asset-
backed securities, and floating rate notes. Derivative
investments generally contain exposure to credit risk,
market risk, and/or legal risk. Credit risk is the exposure
to the default of another party to the transaction (coun-
terparty), or to the creditworthiness of derivative secu-
rities, such as mortgage-backed, asset-backed, floating
rate, and stripped securities. Market risk is the exposure
to changes in the market, such as a change in interest
rates, currency exchange rates, or a change in the price
or principal value of a security. The Board believes that
all contracts entered into are legally permissible in
accordance with the policy of the Board.

During 2006 and 2005, the Retirement Funds, in
accordance with the policy of the Board, invested in var-
ious derivative instruments either to increase potential
earnings or to hedge against potential losses. These
derivatives included asset-backed securities (ABS), col-
lateralized mortgage-backed securities (CMOs), mort-
gage-backed pools and securities, floating rate notes,
structured notes, stripped/zero coupon bonds, inflation
index bonds, forward mortgage-backed security con-
tracts (TBAs), foreign currency forward and futures
contracts, equity index futures, bond futures, bond
options, currency options, and warrants.

The Retirement Funds used ABS, CMOs, mortgage-
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backed pools and securities, floating rate notes, struc-
tured notes, stripped/zero coupon bonds, and TBAs pri-
marily to increase potential returns. ABS and mortgage-
backed pools and securities offer higher potential yields
than comparable duration U.S. Treasury Notes with
higher credit and market risks. CMOs also offer higher
potential yields than comparable duration U.S. Treasury
Notes, with higher market risks, although the market
risks may be higher or lower than comparable mortgage-
backed pools. Market risk for asset-backed and mort-
gage-backed pools and securities is managed by moni-
toring the duration of the investments. Credit risk is
managed by monitoring credit ratings, the underlying
collateral for each security and any related guarantee.

Floating rate notes (securities which pay an interest
rate tied to an index) are subject to market risk to the
extent of the movement of the underlying index in rela-
tion to market rates. A downward movement in the
underlying index would negatively impact the interest
income received on the security. Upward movements in
interest rates do not adversely affect floating rate notes
as they do fixed rate notes, allowing floating rate notes
to function as a hedge against upward changes in inter-
est rates.

The Retirement Funds invest in structured notes
with step-up coupons that offer higher yields than com-
parable U.S. Treasury Notes in exchange for higher mar-
ket and/or credit risks. Securities with step-up coupons
pay interest according to a pre-set series of interest rates
which start at one rate and then step-up to higher rates
on specific dates. The Retirement Funds also contain
stripped/zero coupon bonds, which are purchased at a
discount and do not pay any interest.

TBAs are used by the Retirement Funds as an alter-
native to holding mortgage-backed securities outright
to raise the potential yield and to reduce transaction
costs. The TBAs used are assumed to be similar in dura-
tion and convexity to mortgage-backed securities with
identical credit, coupon and maturity features. Credit
risk is managed by limiting these transactions to pri-
mary dealers. Market risk for this type of security is not
significantly different from the market risk for mort-
gage-backed securities.

Foreign currency forward and futures contracts and
foreign currency options are used by the Retirement
Funds for defensive purposes. These contracts hedge a
portion of the Retirement Funds’ exposure to particular
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currencies on occasion when significant adverse short-
term movement in exchange rate levels are expected.
Foreign currency forward and futures contracts can
pose market risk when the maximum potential loss on
a particular contract is greater than the value of the
underlying investment. Market risks arise due to move-
ments in the foreign exchange rates underlying the con-
tracts used by the Retirement Funds. Credit risk is man-
aged by limiting transactions to counterparties with
short-term credit ratings of Al or Pl or by trading on
organized exchanges. Market risk for currency options
is limited to the purchase cost. Credit risk is managed by
limiting transactions to counterparties with investment
grade ratings or by trading on organized exchanges.

Equity index futures were used in at least one of the
commingled funds used by the Retirement Funds in
order to gain exposure to U.S. equity markets in a more
efficient and liquid manner than directly investing in all
of the underlying equity securities. Equity index futures
can pose market risk when the maximum potential loss
on a particular contract is greater than the value of the
underlying investment. Market risks arise due to move-
ments in the equities markets underlying the contracts
used by the Retirement Funds. Credit risk is managed
by dealing with the futures exchanges.

Exchange-traded and over-the-counter bond futures
and options are used by the Retirement Funds to gain
exposure to fixed income markets in a more efficient
and liquid manner than by purchasing the underlying
bonds. Market risk for these options is limited to pur-
chase cost. Credit risk is managed by limiting transac-
tions to counterparties with investment grade ratings or
by trading on organized exchanges.

Warrants are used by the Retirement Funds to gain
equity exposure and to enhance performance. Warrants
are often distributed by issuers to holdings of common
stock and bonds, and are held for the same fundamen-
tal reasons as the original common stock and/or bond
holdings. Market risk is limited to the purchase cost.
Credit risk is similar to the underlying equity and/or
bond holdings.

The Retirement Funds also holds derivative instru-
ments indirectly by participating in pooled, commin-
gled, or short-term funds that hold derivatives.
Information regarding any risks associated with these
holdings is not generally available.

The proportion of derivative investment in the
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Retirement Funds varies throughout the year. Further The Retirement Funds’ aggregate portfolio included
information regarding balances throughout the year is the following derivative investments, at fair value, at
not available. September 30, 2006 and 2005:

2006 2005
Mortgage-backed security pools and securities $177,289% $ 338,201
Collateralized mortgage obligations 89,973 45,742
Asset-backed securities 68,137 1,635
Mortgage-backed securities forward contracts 1,332 60,356
Structured and inflation indexed bonds 82,351 17,284
Foreign currency futures/forward contracts, net (3,150) 5,464
Interest rate swaps 660 (1,076)
Options (8) 43
Total $ 416,584 $ 467,649
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Supplementary Information

Employer Contributions

Annual
Required Percentage
Fiscal Year Contribution Contributed
2006 $ 117,500 100%
2005 $ 112,100 100%
2004 $ 96,700 100%
2003 $ 68,900 100%
2002 $ 62,800 119%
2001 $ 49,000 100%

Actuarial Methods and Assumptions

The information presented in the required supplementary schedules was determined as part of the actuarial val-
uations at the dates indicated. Additional information as of the latest actuarial valuation follows.

September 30, 2006

Valuation date October 1, 2004
Actuarial cost method Aggregate
Amortization method Not applicable
Remaining amortization period Not applicable
Asset valuation method Market value

Actuarial assumptions:
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Investment rate of return 7.25%
Projected salary increases 5%
Includes inflation at 5%
Cost-of-living adjustments (COLAs) 5%

'Post-1996 hires have COLAs capped at 3.00%

The aggregate actuarial cost method does not identify or separately amortize unfunded actuarial liabilities.
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Revenue by Source and Expense by Type

REVENUE BY SOURCE
Net
Appreciations Investment,
(Depreciation) Interest and
Fiscal Employee Employer Interestand  in Fair Value Administrative
Year Contributions Contributions Dividends of Investments Expenses Total
2006 $ 25,142 $ 117,500 $ 83,495 $ 148,175 $ (21,398) $ 352914
2005 23,804 112,100 65,368 182,608 (16,250) 367,630
2004 20,847 96,700 41,696 129,427 (7,286) 281,384
2003 19,867 68,900 33,247 151,584 (5,542) 268,056
2002 19,390 74,600 35,226 (129,669) (6,566) (7,019)
2001 16,832 49,000 44,214 (182,944) (9,454) (82,352)
2000 16,285 39,900 39,243 110,614 (8,937) 197,105
1999 15,736 35,100 29,765 84,694 (6,819) 158,476
1998 14,953 47,700 29,756 (13,806) (5,399) 73,204
1997 13,796 226,700 96,368 510,240 (20,618) 826,486
EXPENSES BY TYPE
Fiscal Year Benefits Refunds Total

2006 $13,000 $2,795 $ 15,795$

2005 9,580 3,984 13,564

2004 7,903 - 7,903

2003 6,091 - 6,091

2002 3,222 - 3,222

2001 2,838 - 2,838

2000 2,200 - 2,200

1999 1,600 - 1,600

1998 400 75 475

1997 240,836 162 240,998

1996 213,945 101 214,046

Note: Contributions were made in accordance with actuarially determined contribution requirements.

The Revitalization Act of 1997 made significant changes to the administration of the Fund. Therefore, comparisons
of pre-Revitalization Act information to post-Revitalization Act information may not be meaningful.
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Investment Information

At September 30, 2004, the Fund’s investments were
maintained under a master trust agreement along with
assets of the District of Columbia Teachers’ Retirement
Fund. A schedule of investments held under the master
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trust agreement at September 30, 2004, is available for
inspection at the offices of the District of Columbia
Retirement Board, 900 7th Street, NW, 2nd Floor,
Washington, DC 20001.
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Independent Auditor’s Report

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

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

Board of Trustees
District of Columbia Teachers’ Retirement Fund

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

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets of the
District of Columbia Teachers’ Retirement Fund as of September 30, 2006 and 2005, and the changes in its net assets
for the years then ended in conformity with accounting principles generally accepted in the United States of America.

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

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

‘_ﬂ;mn(mm A C,Cbb) Bazilio % A_QS{)CICI{' €s, IOC/

Washington, D.C.
December 30, 2006
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Management’s Discussion and Analysis

his discussion and analysis provides an overview of the financial activities of the District of Columbia

Teachers’ Retirement Fund (the Fund ) as of and for the fiscal year ended September 30, 2006. This discus-

sion and analysis should be read in conjunction with the statements, notes, and supplementary information.

The District of Columbia Retirement Board (the “Board”) is an independent agency of the District of

Columbia government. The Board is responsible for managing the assets of the Fund and of the District of Columbia

Police Officers’ and Fire Fighters’ Retirement Fund. As authorized by DC Code, the Board commingles the assets of

the two Retirement Funds for investment purposes. The Board proportionately allocates the investment activity and
the administrative expenses of the Board between the two Retirement Funds

Effective October 1, 2005, the Board became responsible for administering the pension benefits, and the related

administrative expenses are borne by the Board

Effective October 1, 2005, the Board is under contract to the United States Department of the Treasury (the U.S.

Treasury ) to administer teacher pension benefits that are the financial responsibility of the Federal government. The
U.S. Treasury will reimburse the Board for relevant administrative expenses.

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

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

FINANCIAL HIGHLIGHTS

The financial highlights are:

* Net Assets Held in Trust for Pension Benefits as of
September 30, 2006 were $1,279,139.

+ Net Assets Held in Trust for Pension Benefits increased
during fiscal year 2006 by $136,618.

+ The Net Investment Income for fiscal year 2006 was
$120,114.

+ The District of Columbia government contributed
$15,500 to the Fund for fiscal year 2006, which satis-
fied its statutory obligation.

* The Fund’s share of administrative expenditures for
fiscal year 2006 was $1,010.

OVERVIEW OF THE FINANCIAL STATE-
MENTS AND SCHEDULES

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

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

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

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

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

FINANCIAL ANALYSIS

The Fund had Net Assets Held in Trust for Pension
Benefits as of September 30, 2006, of $1,279,139, which
is an increase of $136,618 from the end of the prior fis-
cal year.
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Net Assets

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

Changes in Net Assets

The net assets increased during fiscal year 2006 by
$136,618. A summary of the change is below.

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

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

The Total Fund returned 10.4% during FY 2006.
While it underperformed the Asset Allocation
Benchmark by 60 basis points (10.4% versus 11.0%),
the Total Fund outperformed the Board’s actuarial
assumed rate of return of 7.25% by approximately 315
basis points. The Total Fund’s underperformance rela-
tive to the Asset Allocation Benchmark for FY 2006 can

Management's Discussion & Analysis

be attributed primarily to underperformance by the
domestic equity segment. However, active management
within the international equity, fixed income, and real
estate segments contributed positively to relative
returns. The international equity segment outper-
formed its benchmark by 230 basis points (20.6% ver-
sus 18.3%), the fixed income segment outperformed its
benchmark by 80 basis points (4.5% versus 3.7%), and
the real estate segment outperformed its benchmark by
530 basis points (22.9% versus 17.6%).

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

NET ASSSETS

2006
Investments, net of accrued interest
receivable and liabilities $1,292,796
Fixed Assets, NBV 30
Contributions receivable 1,630

Due from (to) District 61
Due to Charter School -

(15,378)
$1,279,139

Due to Federal Government
Net Assets

Increase
2005 (Decrease) Percent
$ 1,155,356 $ 137,440 11.90 %
50 (20) (40.00) %
945 685 72.49 %
(1,488) 1,549 (104.10) %
(28) 28 (100.00) %
(12,314) (3,064) 24.88 %
$ 1,142,521 $ 136,618 11.96 %

CHANGES IN NET ASSSETS

__2006
Employer contributions $ 15,500
Employee contributions 25,807
Net investment income 120,114
Total Additions 161,421
Benefit payments 23,793
Administrative expenses 1,010
Total Deductions 24,803
Net change in net assets $ 136,618

Increase
2005 (Decrease) Percent
$9,200 $ 6,300 68.48 %
24,778 1,029 4.15 %
137,333 (17,219) (12.54) %
171,311 (9,890) (5.77)%
20,879 2,924 14.01%
2,210 (1,200) (54.30) %
23,079 1,724 7.47 %
$ 148,232 $(11,614) (7.84) %
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in October 1982, the Total Fund has earned an annual-
ized return of 10.5%.

Public equity markets continued to perform well dur-
ing FY 2006, as world stock markets rallied for the fourth
straight year. The Russell 3000 Index, a broad-based U.S.
equity index, rose 10.2% during the period. Non-U.S.
equity markets outperformed U.S. stocks for the fifth
consecutive year, with the MSCI EAFE Index increasing
14.5% during the 12-month period ended September
30, 2006. Private equity investments enjoyed strong per-
formance for the second straight year, with the
Cambridge Private Equity Index rising 22.5% for the 1-
year period. Fixed income was again the worst perform-
ing asset class during FY 2006, with the Lehman Brothers
Aggregate Bond Index returning 3.1% as the Federal
Reserve continued to raise short-term interest rates.

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

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

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

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

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

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

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

enhance the performance of the Total Fund.

ADDITIONAL INFORMATION

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

Statement of Net Assets

2006 2005
ASSETS
Equity in pooled investments under Master Trust Agreement,
at fair value (Note 4) $ 1,444,374 $ 1,283,515
Accrued interest receivable 3,254 3,409
Benefit contributions receivable 1,630 945
Fixed assets, net of accumulated depreciation 30 50
Due form District of Columbia Government 61 -
Total assets 1,449,349 1,287,919
LIABILITIES
Liabilities under securities lending transactions 153,727 130,647
Accounts Payable - investment expense 1,105 921
Due to Federal Government 15,378 12,314
Due to District of Columbia Government - 1,488
Due to Charter Schools - 28
Total liabilities 170,210 145,398
Net Assets Held in Trust for Pension Benefits $ 1,279,139 $ 1,142,521

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

2006 2005
Additions
Contributions:
District government $ 15,500 $ 9,200
District employees 25,807 24,778
Total contributions 41,307 33,978
Investment income:
Net appreciation in fair value of investments 86,084 106,378
Interest and dividends 37,384 33,835
Gross earnings on security lending transactions 7,121 3,419
130,589 143,632
Less:
Investment expenses 3,685 3,204
Borrower rebates and agent fees on security lending transactions 6,790 3,095
Net investment income 120,114 137,353
Total additions 161,421 171,311
Deductions
Benefit payments 23,793 20,869
Administrative expenses 1,010 2,210
Total deductions 24,803 23,079
Net Increase in Net Assets 136,618 148,232
Net Assets Held in Trust for Pension Benefits
Beginning of year 1,142,521 994,289
End of year $ 1,279,139 $ 1,142,521

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

NOTE 1:
ORGANIZATION

The District of Columbia Teachers’ Retirement Fund
(the Fund) was established in 1979 by the District of
Columbia Retirement Reform Act (the Reform Act, Pub.
L. 96-122, D. C. Code § 1-701 et seq.). The Fund pro-
vides assets to pay pension benefits to all teachers
employed by the Board of Education, including certain
other educational employees in the public day schools
and certain eligible educational employees in the public
charter schools of the District of Columbia. The Reform
Act also established the District of Columbia
Retirement Board (the Board) and the District of
Columbia Police Officers and Firefighters’ Retirement
Fund (the Police and Fire Fund).

The National Capital Revitalization and Self-
Government Improvement Act of 1997 (the
Revitalization Act, Title XI of the Balanced Budget Act
of 1997, Pub. L. 105-33) transferred significant assets
and liabilities of the Fund and the Police Officers and
Fire Fighters’ Retirement Fund (collectively, the Funds)
to the Federal Government.

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

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

Notes to Financial Statements

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

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

NOTE 2:
FUND ADMINISTRATION AND
DESCRIPTION

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

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

Other Administration — The District Board of
Education makes findings of fact, conclusions of law,
and decisions regarding involuntary retirement, sur-
vivor benefits and annual medical and income reviews.
The DCRB Benefits Department receives retirement
orders for retirement benefit calculations for all active
plan members found eligible for retirement and carries
out the processing and day-to-day administration of
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retirement benefits. DCRB also processes employee
requests for refunds of contributions. Effective in
October 1, 2005, the Board assumed the administrative
functions previously performed by the OPRS.

Eligibility — Permanent, temporary and probationary
teachers and certain other employees of the District of
Columbia public day schools automatically become
members on their date of employment. Certain D.C.
Public Charter School employees are also eligible to be
participants. Substitute teachers and employees of the
Department of School Attendance and Work Permits
are not covered.

Title 38, Chapter 20 of the D.C. Official Code (D.C.
Code § 38-2001.01 et seq. (2001 Ed.)) establishes bene-
fit provisions which may be amended by the Council.
For employees hired before November 1, 1996, the
annuity is equal to the average salary, as defined, multi-
plied by 1.5% for each of the first five years of service,
1.75% for each of the second five years, and 2% for each
additional year. For employees hired on or after
November 1, 1996, the annuity is equal to the average
salary, as defined, multiplied by 2% for each year of
service. The annuity may be further increased by credit-
ing unused sick leave as of the date of retirement.
Participants receive an annual benefit increase propor-
tional to changes in the Consumer Price Index; howev-
er, the increase may not exceed 3% for participants
hired on or after November 1, 1996.

Participants may select from among several survivor
options. Participants who have 5 years of school service
(work for the District of Columbia public school sys-
tem), and who become disabled and can no longer per-
form their jobs satisfactorily, may be eligible for disabil-
ity retirement. Disability benefits are calculated under a
guaranteed minimum formula.

Optional retirement is available for teachers who
have a minimum of 5 years of school service and who
achieve the following age and length of service require-
ments:

at age 62 with 5 years of service;

at age 60 with 20 years of service; and

at age 55 with 30 years of service;

or at any age with 30 years of service, if hired by the

school system on or after November 1, 1996.

Employees who are involuntarily separated other
than for cause and who have five years of school serv-
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ice, may be eligible for retirement at any age with 25

years of service or at age 50 with 20 years of service.
The annuity is reduced, if at the time of its com-

mencement, the participant is under the age of 55.

Participant Data — For the years ended September 30,
2006 and 2005 the number of participating employees

was as follows:

2006 2005

Retirees and beneficiaries
receiving benefits (post 6/30/97) 1,808 1,639

Active vested plan members 5,088 5,707
Vested Terminants 981 758
Total 7,877 8,104

Contributions — Fund members contribute by salary
deduction at rates established by D.C. Code. Members
contribute 7% (or 8% for teachers hired on or after
November 1, 1996) of annual pay minus any pay
received for summer school. Fund members may also
contribute up to 10% of annual pay toward an annuity
in addition to any vested pension.

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

Contribution requirements of the Fund members are
established at D.C. Code § 38-2001.01 et seq. (2001 Ed.)
and contribution requirements of the government of
the District of Columbia are established at D.C. Code
1-907.02 (2001 Ed.). Contribution requirements may be
amended by the Council. Administrative costs are
financed through investment earnings.

NOTE 3:
SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Accounting - The financial statements are pre-
pared using the accrual basis of accounting. Employee
contributions are recognized as compensation is earned
by fund members.

Employer contributions to the Fund are recognized
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when due and the employer has made a formal commit-
ment to provide the contributions. Benefits and refunds
are recognized when due and payable in accordance
with the terms of the Fund.

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

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

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

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

Use of Estimates — The preparation of financial state-
ments in conformity with accounting principles gener-
ally accepted in the United States of America requires
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the Board to make estimates and assumptions that
affect the reported amounts of assets, liabilities, addi-
tions and deductions to net assets held in trust for pen-
sion benefits and disclosure of contingent assets and lia-
bilities at the date of the financial statements and dur-
ing the reporting period. Actual results could differ
from those estimates.

Investment Expenses — The District of Columbia
Appropriation Act authorized Fund earnings to be used
for investment expenses incurred in managing the assets
and administering the Fund. The total investment
expenses borne by the Fund was $3,685,000 and
$3,204,000 in 2006 and 2005, respectively.

NOTE 4:
INVESTMENTS

The Board is authorized to manage and control the
investment of the District Retirement Funds’ assets. The
Board broadly diversifies the investments of the Funds
so as to minimize the risk of large losses, unless under
the circumstances it is clearly prudent not to do so, as
required by D.C. Code § 1-741(a)(2)(C), (2001 Ed.).

Master Trust — The Board has pooled all of the assets
under its management (the Investment Pool), as is
authorized by D.C. Code § 1- 903.03(b), (2001 Ed.),
with a master custodian under a master trust arrange-
ment (the Master Trust). Using an investment pool,
each Fund has equity in the pool. District and employ-
ee contributions are deposited to the respective Fund
for which the contribution was made, and benefit pay-
ments and employee contribution refunds are with-
drawn from the Fund in which the recipient partici-
pates. Investment performance and administrative
expenditures are allocated between the two Funds based
upon their proportionate equity in the pool.

The fair values of investments of the Investment Pool
as of September 30, 2006 and 2005, are as follows:
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2006 2005
Investments held by Board’s agent in Board’s name:
Cash and cash equivalents $ 147,585 $ 329,173
Equities (of which $304,375 and $211,403 in 2006 and 2005,
respectively, is on securities loan with securities and
other collateral) 2,675,639 2,126,761
Fixed income securities (of which $102,106 and $133,144 in
2006 and 2005, respectively, is on securities loan with securities
and other collateral) 505,903 652,876
Payable on investment transactions (118,558) (311,725)
Subtotal 3,210,569 2,797,085
Investments held by broker-dealer under securities
loans with cash collateral:
Equities 304,375 211,403
Fixed income security 102,106 133,144
Securities lending collective investment pool 428,228 354,912
Subtotal 834,709 699,459
Total $ 4,045,278 $ 3,496,544

At September 30, 2006, the Fund’s share of the Investment Pool was $1,447,628 including cash collateral of
$153,726 and accrued interest receivable. At September 30, 2005, the Fund’s share of the Investment Pool was
$1,286,924, including cash collateral of $130,647 and accrued interest receivable.
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Debt Instruments

As of September 30, 2006, the Investment Pool held the following debt instruments:

Notes to Financial Statements

Investment Type Fair Value % of Segment Duration Rating
U.S. Treasuries $ 125,636 $ 15.45% 6.74 AAA
U.S. Agencies 78,544 9.66% 5.03 AAA
Corporate Securities 110,805 13.63% 6.33 A-
Mortgage-Backed Securities 341,624 42.01% 3.91 AAA
Asset-Backed Securities 6,320 0.78% 1.86 BBB-
High Yield Securities 49,093 6.04% 3.41 B+
Emerging Markets 16,521 2.03% 5.49 BB+
Non-U.S. Securities 28,441 3.50% 5.81 AA+
Convertibles 970 0.12% 3.81 B-
Cash Equivalents 55,225 6.79% 2.30 AA+
Total $ 813,179 100.00%

As of September 30, 2005, the Investment Pool held the following debt instruments:

Investment Type Fair Value % of Segment Duration Rating
U.S. Treasuries $ 142,294 $ 18.28% 5.83 AAA
U.S. Agencies 65,592 8.43% 5.00 AAA
Corporate Securities 117,018 15.04% 5.88 BBB+
Mortgage-Backed Securities 345,592 44.41% 3.64 AAA
Asset-Backed Securities 7,216 0.93% 2.35 A
High Yield Securities 35,324 4.54% 3.77 BB-
Emerging Markets 29,310 3.77% 4.92 BB
Non-U.S. Securities 28,107 3.61% 5.47 AA+
Convertibles 1,423 0.18% 2.56 BB
Cash Equivalents 6,341 0.81% 5.98 AA+
Total $ 778,217 100.00%
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Interest Rate Risk — As a general rule, the Board’s fixed
income managers must construct and actively manage a
portfolio of fixed income and related securities that
maintains a weighted average duration within +/-2
years of the duration of the fixed income benchmark.

Credit Quality Risk — Unless specifically authorized in
writing by the Board, fixed income managers are per-
mitted to invest in eligible long-term instruments rated
investment grade (top four ratings) by a nationally rec-
ognized rating organization.

Foreign Currency Risk — As a general policy, the
investment managers, with authority to invest in a port-
folio consisting primarily of non-U.S. securities, may

structure optimal currency positions which minimize
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tracking error and enhance risk-adjusted returns rela-
tive to the benchmark.

International investments historically have provided
plan sponsors with significant risk-reducing diversifica-
tion benefits because of low correlation of returns
among international assets. Holding international
assets does, however, expose international portfolios to
currency or exchange rate risk. To reduce exposure to
currency risk, investment managers may systematically
hedge foreign currency positions back to U.S. dollars
through the forward currency markets. Since the for-
ward exchange rate is seldom equal to the spot exchange
rate, forward hedging gains and losses arise.

As of September 30, 2006, the Investment Pool held
investments that are denominated in a currency other

than the United States Dollar, as summarized below:

Asset Class

Currency Cash Equities Fixed Income Swaps Total

Australian Dollar $ 65 $ 17,576 $- $ - $ 17,641
Canadian Dollar - 18,637 - - 18,637
Swiss Franc 23 59,904 - - 59,927
Danish Krone - 3,215 - - 3,215
Euro 13,816 260,977 1,281 (114) 275,960
Pound Sterling 379 104,193 933 (106) 105,399
Hong Kong Dollar 99 32,014 - = 32,113
Japanese Yen 10 187,966 - - 187,976
South Korean Won - 1,921 - - 1,921
Norwegian Krone 35 2,547 - - 2,582
New Zealand Dollar 1 - - - 1
Swedish Krona 60 12,034 - - 12,094
Singapore Dollar (68) 4,370 - - 4,302
South African Rand - 2,828 - - 2,828
Mexican Peso - - - - -
Thai Bhaf 25 1,473 - - 1,498
Total Foreign $ 14,445 $ 709,655 $2,214 $ (220) $ 726,094
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As of September 30, 2005, the Investment Pool held investments that are denominated in a currency other than the

United States Dollar, as summarized below:

Asset Class

Currency Cash Equities Fixed Income Total

Australian Dollar $ 80 $ 14,016 $ - $14,096
Canadian Dollar 6 11,838 - 11,844
Swiss Franc 3 54,050 173 54,226
Danish Krone - 3,679 - 3,679
Euro 4,888 219,274 11,618 235,780
Pound Sterling 238 89,008 483 89,729
Hong Kong Dollar 118 29,681 - 29,799
Japanese Yen 325 151,809 - 152,134
South Korean Won S 1,061 = 1,061
Norwegian Krone 4 2,066 = 2,070
New Zealand Dollar 17 842 - 859
Swedish Krona 3 13,155 = 13,158
South African Rand - 2,875 - 2,875
Singapore Dollar 45 7,605 - 7,650
Thai Bhaf 29 2,875 - 2,904
Total Foreign $ 5,756 $ 603,834 $ 12,274 $ 621,864

Securities Lending Transactions — District statutes and
the Board’s policies permit the Retirement Funds to
participate in securities lending transactions via a
Securities Lending Authorization Agreement, which
authorizes the master custodian to lend the Board’s
securities to qualified broker-dealers and banks pur-
suant to a form of loan agreement.

During 2006 and 2005, the master custodian, at the
direction of the Board, lent the Retirement Funds’ equi-
ty and fixed income securities and received collateral in
the form of cash (United States and foreign currency),
securities issued or guaranteed by the United States gov-
ernment, the sovereign debt of Organization of
Economic Cooperation and Development countries
and irrevocable letters of credit issued by a bank insured
by the FDIC. The collateral could not be pledged or

sold unless the borrower defaulted on the loan.
Borrowers delivered collateral for each loan equal to (i)
at least 102% of the market value of the loaned securi-
ties if these securities were sovereign debt issued by a
foreign government denominated in U.S. dollars or
their primary trading market was located in the United
States; or (ii) 105% of the market value of the loaned
securities in the case of loaned securities not denomi-
nated in United States dollars or whose primary trading
market was not located in the United States.

The Board and the borrowers maintained the right
to terminate all securities lending transactions on
demand. The cash collateral received on each loan was
invested, together with the cash collateral of other qual-
ified tax-exempt plan lenders, in a collective investment
pool (the Quality Fund). The Quality Fund does not
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meet the requirements of Securities and Exchange
Commission Rule 2a-7 of the Investment Company Act
of 1940, and accordingly, the master custodian has val-
ued the Fund’s investments at fair value for reporting
purposes.

The Quality Fund is not registered with the
Securities and Exchange Commission. The master cus-
todian, and consequently the investment vehicles it
sponsors (including the Quality Fund), are subject to
the oversight of the Federal Reserve Board and the
Massachusetts Commissioner of Banks. The fair value
of the Fund’s position in the Quality Fund is not the
same as the value of the Retirement Funds’ shares.

There was no involuntary participation in an exter-
nal investment pool by the Quality Fund and there was
no income from one fund that was assigned to another
fund by the master custodian during 2006 or 2005.

During 2006 and 2005, the Board did not restrict the
amount of the loans that the master custodian made on
its behalf. There were no failures by any borrowers to
return loaned securities or pay distributions thereon
and there were no losses resulting from a default of the
borrowers or the master custodian during 2006 and
2005.

The Quality Fund invests qualified cash collateral
from loans of U.S. and non-U.S. equities, U.S. corporate
fixed income securities, U.S. Government securities and
sovereign debt. Its average effective duration is restrict-
ed to 120 days or less. The average duration of the
investment pool as of both September 30, 2006 and
2005 was 446 days and 404 days, respectively. The max-
imum remaining effective maturity of any instrument is
two years. The average weighted maturity of the invest-
ment pool as of both September 30, 2006 and 2005 was
52 and 45 days, respectively. Because the loans were ter-
minable at will, their duration did not generally match
the duration of the investments made with cash collat-
eral Investments are restricted to issuers with a short-
term credit rating not lower than A1/P1, or long-term
ratings not lower than A-/A3, or the equivalent thereof.
The Quality Fund may invest in other investment vehi-
cles managed by the master custodian provided they
conform to fund guidelines. On September 30, 2006
and 2005, the Board had no credit risk exposure to bor-
rowers. The collateral held and the market value of
securities on loan for the Board were $428,228 and

48

Notes to Financial Statements

$413,922, respectively, as of September 30, 2006, and
$354,912 and $344,547, respectively as of September
30, 2005. During 2006 and 2005, the Master Trust’s
gross earnings from securities lending transactions
totaled $21,017 and $9,944, respectively. The income
(net of amortization and accretion), the net
realized/unrealized gain attributable to discount and
premium, and the net increase in net assets resulting
from operations totaled $22,099, $962, and $23,062,
respectively, in 2006, and $10,207, $678, and $10,915,
respectively, in 2005. The Fund’s share of the net
income on securities lending transactions totaled $331
and $324 in 2006 and 2005, respectively.

Derivative Investments — Derivatives are generally
defined as contracts whose value depends on, or derives
from, the value of an underlying asset, reference rate, or
index. Structured financial instruments are also defined
as derivatives, such as mortgage-backed securities, asset-
backed securities, and floating rate notes. Derivative
investments generally contain exposure to credit risk,
market risk, and/or legal risk. Credit risk is the expo-
sure to the default of another party to the transaction
(counterparty), or to the creditworthiness of derivative
securities, such as mortgage-backed, asset-backed, float-
ing rate, and stripped securities. Market risk is the expo-
sure to changes in the market, such as a change in inter-
est rates, currency exchange rates, or a change in the
price or principal value of a security. The Board
believes that all contracts entered into are legally per-
missible in accordance with the policy of the Board.

During 2006 and 2005, the Retirement Funds, in
accordance with the policy of the Board, invested in var-
ious derivative instruments either to increase potential
earnings or to hedge against potential losses. These
derivatives included asset-backed securities (ABS), col-
lateralized mortgage-backed securities (CMOs), mort-
gage-backed pools and securities, floating rate notes,
structured notes, stripped/zero coupon bonds, inflation
index bonds, forward mortgage-backed security con-
tracts (TBAs), foreign currency forward and futures
contracts, equity index futures, bond futures, bond
options, currency options, and warrants.

The Retirement Funds used ABS, CMOs, mortgage-
backed pools and securities, floating rate notes, struc-
tured notes, stripped/zero coupon bonds, and TBAs pri-
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marily to increase potential returns. ABS and mortgage-
backed pools and securities offer higher potential yields
than comparable duration U.S. Treasury Notes with
higher credit and market risks. CMOs also offer higher
potential yields than comparable duration U.S. Treasury
Notes, with higher market risks, although the market
risks may be higher or lower than comparable mort-
gage-backed pools. Market risk for asset-backed and
mortgage-backed pools and securities is managed by
monitoring the duration of the investments. Credit risk
is managed by monitoring credit ratings, the underlying
collateral for each security and any related guarantee.

Floating rate notes (securities which pay an interest
rate tied to an index) are subject to market risk to the
extent of the movement of the underlying index in rela-
tion to market rates. A downward movement in the
underlying index would negatively impact the interest
income received on the security. Upward movements in
interest rates do not adversely affect floating rate notes
as they do fixed rate notes, allowing floating rate notes
to function as a hedge against upward changes in inter-
est rates.

The Retirement Funds invest in structured notes
with step-up coupons that offer higher yields than com-
parable U.S. Treasury Notes in exchange for higher mar-
ket and/or credit risks. Securities with step-up coupons
pay interest according to a pre-set series of interest rates
which start at one rate and then step-up to higher rates
on specific dates. The Retirement Funds also contain
stripped/zero coupon bonds, which are purchased at a
discount and do not pay any interest.

TBAs are used by the Retirement Funds as an alter-
native to holding mortgage-backed securities outright
to raise the potential yield and to reduce transaction
costs. The TBAs used are assumed to be similar in dura-
tion and convexity to mortgage-backed securities with
identical credit, coupon and maturity features. Credit
risk is managed by limiting these transactions to pri-
mary dealers. Market risk for this type of security is not
significantly different from the market risk for mort-
gage-backed securities.

Foreign currency forward and futures contracts and
foreign currency options are used by the Retirement
Funds for defensive purposes. These contracts hedge a
portion of the Retirement Funds’ exposure to particular
currencies on occasion when significant adverse short-
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term movement in exchange rate levels are expected.
Foreign currency forward and futures contracts can
pose market risk when the maximum potential loss on
a particular contract is greater than the value of the
underlying investment. Market risks arise due to move-
ments in the foreign exchange rates underlying the con-
tracts used by the Retirement Funds. Credit risk is man-
aged by limiting transactions to counterparties with
short-term credit ratings of Al or Pl or by trading on
organized exchanges. Market risk for currency options
is limited to the purchase cost. Credit risk is managed by
limiting transactions to counterparties with investment
grade ratings or by trading on organized exchanges.

Equity index futures were used in at least one of the
commingled funds used by the Retirement Funds in
order to gain exposure to U. S. equity markets in a more
efficient and liquid manner than directly investing in all
of the underlying equity securities. Equity index futures
can pose market risk when the maximum potential loss
on a particular contract is greater than the value of the
underlying investment. Market risks arise due to move-
ments in the equities markets underlying the contracts
used by the Retirement Funds. Credit risk is managed by
dealing with the futures exchanges.

Exchange-traded and over-the-counter bond futures
and options are used by the Retirement Funds to gain
exposure to fixed income markets in a more efficient
and liquid manner than by purchasing the underlying
bonds. Market risk for these options is limited to pur-
chase cost. Credit risk is managed by limiting transac-
tions to counterparties with investment grade ratings or
by trading on organized exchanges.

Warrants are used by the Retirement Funds to gain
equity exposure and to enhance performance. Warrants
are often distributed by issuers to holdings of common
stock and bonds, and are held for the same fundamen-
tal reasons as the original common stock and/or bond
holdings. Market risk is limited to the purchase cost.
Credit risk is similar to the underlying equity and/or
bond holdings.

The Retirement Funds also holds derivative instru-
ments indirectly by participating in pooled, commin-
gled, or short-term funds that hold derivatives.
Information regarding any risks associated with these
holdings is not generally available.

The proportion of derivative investments in the

49



Financial Section: D.C. Teachers’ Retirement Fund Notes to Financial Statements

Retirement Funds varies throughout the year. Further The Retirement Funds’ aggregate portfolio included
information regarding balances throughout the year is the following derivative investments, at fair value, at
not available. September 30, 2006 and 2005:

2006 2005
Mortgage-backed security pools and securities $ 177,289 $ 338,201
Collateralized mortgage obligations 89,973 45,742
Asset-backed securities 68,137 1,635
Mortgage-backed securities forward contracts 1,332 60,356
Structured and inflation indexed bonds 82,351 17,284
Foreign currency futures/forward contracts, net (3,150) 5,464
Interest rate swaps 660 (1,076)
Options (8) 43
Total $ 416,584 $ 467,649
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Supplementary Information

Employer Contributions

Fiscal Year Required Annual Contribution Percentage Contributed
2006 $15,500 100%
2005 9,200 100%
2004 2,900 100%
2003 - 100%
2002 1,000 100%
2001 1,000 100%

Actuarial Methods and Assumptions

The information presented in the required supplementary schedules was determined as part of the actuarial val-
uations at the dates indicated. Additional information as of the latest actuarial valuation follows.

September 30,2006

Valuation date October 1, 2004
Actuarial cost method Aggregate
Amortization method Not applicable
Remaining amortization period Not applicable
Asset valuation method Market value

Actuarial assumptions:

Investment rate of return 7.25%
Projected salary increases 5%
Includes inflation at 5%
Cost-of-living adjustments (COLAs) 5%

'Post-1996 hires have COLAs capped at 3.00%

The aggregate actuarial cost method does not identify or separately amortize unfunded actuarial liabilities.
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Revenue by Source and Expense by Type

REVENUE BY SOURCE

Net
Appreciations Investment,
(Depreciation) Interest and

Fiscal Employee Employer Interestand in FairValue Administrative

Year Contributions Contributions Dividends of Investments Expenses Total
2006 $ 25,807 $ 15,500 $ 44,505 $ 86,084 (11,485) $ 160,411
2005 24,778 9,200 37,254 106,378 (8,509) 169,101
2004 26,283 - 25,580 80,836 (4,468) 128,231
2003 26,047 - 22,074 101,914 (3,640) 146,395
2002 25,374 -2 4,242 (86,692) (4,515) (41,591)
2001 24,047 200 31,112 (129,875) (6,595) (81,111)
2000 23,646 10,700 28,896 78,536 (6,681) 135,097
1999 21,537 18,600 26,573 105,295 (4,694) 167,311
1998 20,385 9,700 21,109 (9,756) (3,915) 37,523
1997 19,405 88,100 65,682 363,256 (14,655) 521,788

EXPENSES BY TYPE

Fiscal Year Benefits Refunds Total
2006 $ 15,900 $ 7,893 $ 23,793
2005 12,400 8,469 20,869
2004 8,600 - 8,600
2003 5,100 - 5,100
2002 3,800 - 3,800
2001 2,600 - 2,600
2000 1,600 - 1,600
1999 700 - 700
1998 200 479 679
1997 144,007 408 144,415

Note: Contributions were made in accordance with actuarially determined contribution requirements.

The Revitalization Act of 1997 made significant changes to the administration of the Fund. Therefore, compar-
isons of pre-Revitalization Act information to post-Revitalization Act information may not be meaningful.
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Investment Information

At September 30, 2006, the Fund’s investments were
maintained under a master trust agreement along with
assets of the District of Columbia Police Officers and

Fire Fighters’ Retirement Fund. A schedule of invest-

Supplementary Information

ments held under the master trust agreement at
September 30, 2005, is available for inspection at the
offices of the District of Columbia Retirement Board,
900 7th Street, NW, 2nd Floor, Washington, DC 20001.
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Introduction

e District of Columbia Retirement Board (the “Board”), is an independent Agency of the District of Columbia

government. The Board manages and controls the assets belonging to the District of Columbia Teachers’
Retirement Fund and the District of Columbia Police Officers’ and Firefighters’ Retirement Fund (the “Funds”
or “Total Fund”). The Board is charged by law with responsibility for the investment of these assets.

The Board retains the services of investment advisors to manage individual investment portfolios. These profes-

sional investment managers acknowledge in writing their fiduciary responsibility and possess the necessary specialized

research facilities and skills. Each investment manager is accorded full discretion, within general and specific invest-

ment manager policy guidelines, limits, and restrictions, to select and time purchase and sale transactions and to diver-

sify assets appropriately.

Investment Objectives and Policies

The Board seeks long-term investment returns in excess
of the actuarial investment assumption at a level of risk
commensurate with the expected levels of return and
consistent with sound and responsible investment prac-
tices. The assumed actuarial investment rate is current-
ly set at 7.25%, net of investment management fees and
administrative expenses. In addition to meeting the
7.25% nominal return over the long term, the Total
Fund return objective is to exceed the annualized total
return of the Board’s strategic asset allocation policy
benchmark (the “Total Fund Benchmark”). As of Sep-
tember 30, 2006, the Total Fund Benchmark consisted of
the following:

Asset Class Performance Weight
Benchmark
U.S. Equities Russell 3000 Index 40%
Non-U.S. Equities MSCI ACWI ex-US Index  20%
Fixed Income LB US Universal Index 25%
Private Equity Cambridge Private 10%
Equity Index
Real Estate NCREIF Index 5%

Proxies are a significant and valuable tool in corpo-
rate governance. The Board’s equity investment man-
agers must promptly vote and monitor proxies and
related actions in a manner consistent with the Board’s
proxy voting guidelines. Each investment manager shall
exercise all voting rights consistent with its fiduciary
duties.
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FY 2006 Market Overview

Public equity markets continued to perform well during
FY 2006, as world stock markets rallied for the fourth
straight year. The Russell 3000 Index, a broad-based U.S.
equity index, rose 10.2% during the period. Non-U.S.
equity markets outperformed U.S. stocks for the fifth
consecutive year, with the MSCI EAFE Index increasing
14.5% during the 12-month period ended September
30, 2006. Private equity investments enjoyed strong per-
formance for the second straight year, with the
Cambridge Private Equity Index rising 22.5% for the 1-
year period. Fixed income was again the worst perform-
ing asset class during FY 2006, with the Lehman Brothers
Aggregate Bond Index returning 3.1%, as the Federal
Reserve continued to raise short-term interest rates.

Investment Results

The Total Fund had a gross return of 10.4% during FY
2006. While it underperformed the Total Fund
Benchmark by 120 basis points (10.4% versus 11.6%),
the Total Fund outperformed the Board’s actuarial
assumed rate of return of 7.25% by approximately 255
basis points net of investment management fees (9.8%
versus 7.25%). The Total Fund’s underperformance rel-
ative to the Total Fund Benchmark for FY 2006 can be
attributed primarily to underperformance by the
domestic equity segment. However, active management
within the international equity, fixed income, and real
estate segments contributed positively to relative
returns. The international equity segment outper-
formed its benchmark by 230 basis points (20.6% ver-
sus 18.3%), the fixed income segment outperformed its
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benchmark by 80 basis points (4.5% versus 3.7%), and
the real estate segment outperformed its benchmark by
530 basis points (22.9% versus 17.6%).

As of September 30, 2006, the Total Fund’s assets
equaled $3.62 billion, an increase of approximately 15%
from the total asset value at the end of FY 2005 after
payment of administrative expenses. Over the long-
term, the Total Fund has slightly underperformed the
Total Fund Benchmark, with the Total Fund returning
an annualized 8.7% (gross) for the 10-year period
ended September 30, 2006, versus 8.9% for the Total
Fund Benchmark. However, it should be noted that the
Total Fund exceeded the Board’s actuarial assumed rate
of return (7.25%) for the 3-year, 5-year, and 10-year

periods ended September 30, 2006, by approximately
440 basis points, 100 basis points, and 110 basis points,
respectively, on an annualized basis net of investment
management fees. Since its inception in October 1982,
the Total Fund has an annualized gross return of 10.5%.

Presented in the table below are the gross returns for
the Total Fund and for each asset class segment for mul-
tiple time periods ended September 30, 2006. These
results have been calculated by the Board’s custodial
bank, State Street Bank and Trust Company, and are
time-weighted returns computed in conformance with
the CFA Institute’s Global Investment Performance
Standards (GIPS). Applicable benchmark returns also
are presented below each asset class.

District of Columbia Retirement Board Investment Performance
Gross Annualized Returns For Periods Ended September 30, 2006

1-Year 3-Year 5-Year 10-Year
Total Fund 10.4% 12.1% 8.5% 8.7%
Actuarial Assumed Rate of Return 7.3 7.3 7.3 7.2
Total Fund Benchmark* 11.6 13.7 9.7 8.9
U.S. Equity Segment 8.9 12.6 8.3 9.1
Russell 3000 Index 10.2 13.0 8.1 8.7
Non-U.S. Equity Segment 20.6 21.5 13.1 7.3
Non-U.S. Equity Benchmark** 18.3 22.0 14.1 6.7
Fixed Income Segment 4.5 4.7 6.1 7.4
Fixed Income Benchmark*** 3.7 3.4 4.8 6.4
Alternative Investments Segment 5.4 9.6 -0.4 6.3
Russell 3000 Index + 500 bps 15.4 18.2 13.6 14.6
Real Estate Segment 22.3 15.7 6.6 5.9
NCREIF Property Index 17.6 16.4 12.4 12.5
Cash Segment 4.6 2.8 2.4 4.0
3-month Treasury Bills 4.5 2.7 2.3 3.8

* The Total Fund Benchmark currently is a composite of 40% Russell 3000, 20% MSCI ACWI xUS, 25% LB Universal, 10%
Cambridge Private Equity, 5% NCREIF

From 3/31/03 to 3/31/06: 40% Russell 3000, 20% MSCI EAFE, 25% LB Aggregate, 10% Cambridge Private Equity, 5% NCREIF

From 6/30/99 to 3/31/03: 43.7% Russell 3000, 20% MSCI EAFE, 30.3% LB Aggregate, 5% Cambridge Private Equity, 1% 90-
day T-Bills

From 1/1/97 to 6/30/99: 45% Russell 3000, 18% MSCI EAFE, 2% IFC Global, 17.5% LB Aggregate, 7.5% Salomon World Govt.
Bond, 5% Salomon High Yield, 1.5% NCREIE, 3.5% Venture Cap 100

From 10/01/96 to 12/31/96: 45% S&P 500, 20% MSCI EAFE, 22.5% LB Aggregate, 7.5% Salomon World Govt. Bond Index,
2.5% NCREIF, 2.5% Venture Cap 100

**The Non-U.S. Equity Benchmark currently is the MSCI ACWI ex-US Index. Prior to 4/1/06, it was the MSCI EAFE Index.

*** The Fixed Income Benchmark currently is the Lehman Brothers US Universal Index. Prior to 4/1/06, it was the Lehman
Brothers Aggregate Index.
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Asset Allocation

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

as follows:
Asset Target  Allowable Allocation
Class Allocation  Range as of
9/30/06
U.S. Equities 40% 35-45% 46%
Fixed Income 25% 20-30% 22%
Non-U.S. Equities  20% 15-25% 23%
Private Equity 10% 7-13% 5%
Real Estate 5% 2-8% 4%

As of September 30, 2006, all asset classes were with-
in their respective target allocation ranges, with the
exception of private equity and a slight overweight to
U.S. equities. Due to the difficulties involved in deploy-
ing large amounts of capital expeditiously in this asset
class, it may take several years until the Board reaches
full exposure to private equity. Thus, U.S. public equi-
ties will be used as a proxy for exposure to private equi-
ty until this strategy can be fully implemented.

Asset Allocation as of September 30,2006

Real Estate
Private Equity

5%

Non-US
Equities
23%
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Report on Investment Activity

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

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

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

District of Columbia Retirement Board
List of Top 10 Public Equity Holdings

As of September 30,2006

Rank Security Name Shares Market Value (USD)
1 EXXON MOBIL CORP 509,070 $34,158,597
2 GENERAL ELEC CO 850,970 $30,039,241
3 PFIZER INC 802,574 $22,760,999
4 BANK AMER CORP 410,791 $22,006,074
5 CITIGROUP INC 441,976 $21,952,948
6 GOOGLE INC 50,430 $20,267,817
7 AT+T INC 579,256 $18,860,575
8 MICROSOFT CORP 646,889 $17,679,476
9 CHEVRON CORP 264,509 $17,156,054
10 BNP PARIBAS 158,569 $17,043,583

District of Columbia Retirement Board
List of Top 10 Fixed Income Holdings

As of September 30,2006
Rank Security Name Rating ParValue Interest Maturity Market Value
Rate Date (USD)

1 FNMA TBA OCT 30 SINGLE FAM AAA  $50,690,000 5.00 12/1/2099  $48,705,963
2  FNMA TBA OCT 30 SINGLE FAM AAA  $17,200,000  6.00 12/1/2099  $17,275,250
3 UNITED STATES TREAS NTS AAA  $16,143,000 4.00 2/15/2014  $15,525,027
4  UNITED STATES TREAS NTS AAA  $12,650,000 5.13  6/30/2011  $12,928,695
5 UNITED STATES TREAS BDS AAA $8,466,811 3.63 4/15/2028  $10,492,232
6 GNMATI TBA NOV 30 SINGLE FAM AAA  $10,000,000 6.50 12/1/2099  $10,251,172
7 FNMA TBA OCT 30 SINGLE FAM AAA  $9,000,000 5.50 12/1/2099  $8,865,703
8 FNMA TBA OCT 30 SINGLE FAM AAA  $8,100,000  6.50 12/1/2099  $8,249,344
9 SMALL BUSINESS ADMIN AAA $8,212,173 4.72 2/1/2024 $7,994,057
10 GNMA POOL 781834 AAA $7,351,951 6.00 9/15/2034 $7,462,805
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Schedule of Fees and Commissions

For FY 2006, the following fees and commissions were paid:

Expense Category Amount ($) % of Total Fund
(in basis points)

Investment Managers* $10,008,167 30 bps

Investment Consultants $347,917 1 bp

Investment Custodian $822,081 2 bps

Brokerage Commissions $1,514,712 4 bps

* Fees paid to traditional investment managers only; traditional investment managers are those that invest pri-
marily in public equity and fixed income securities.

|
Investment Summary

District of Columbia Retirement Board
Investment Summary

As of September 30,2006

Asset Class Mkt Value $(000) % of Fund
U.S. Equity $1,656,747 45.7%
Non-U.S. Equity $825,545 22.8%
Fixed Income $813,102 22.5%
Alternative Investments $184,729 5.1%
Real Estate $134,805 3.7%
Cash $6,628 0.2%
Total $3,621,556 100.0%
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Independent Actuary’s Certification Letter

Required Actuarial Certification
Under District of Columbia Code §1-907
for Fiscal Year 2008
(Dollars in Millions)

Police/Fire Total

Certification Code Section | Teachers Police Fire | Combined District

FY 2008 Normal Contribution Rate 1-907.03(a)(3)(A) 2.4% 37.7% | 31.5% 35.9% 19.9%
Estimated FY 2008 Covered Payroll NA $338.4 $263.2 | §$105.5 $368.7 $707.1
FY 2008 District Payment before 1-907.02(c) NA $8.1 $99.2 $332 $132.4 $140.5
FY 2006 Shortfall/Overpayment 1-907.02(c) 2.5 $4.0 $0.6 $4.6 $2.5
FY 2008 District Payment NA $6.0 $103.2 $33.8 $137.0 $143.0
Present Value of Future Benefits 1-907.03(@)(3)B) | $1,530.1 )  $2.830.0 ) $1,074.3 $3,9043 $5.434.4
Current Value of Assets' 1-907.03(a)(3)(C) $1,284.4 $1,662.5 $645.7 $2,308.2 $3,592.6
Actuarial Value of Assets’ 1-907.03(a)(3)}(D) $1,230.0 81,6225 $630.1 $2,252.6 $3,482.6

/\3 ‘74/24/0(,

Edward H. Friend, FS.A, EA. (Date)

" These amounts are net of the following benefits payable as of September 30, 2006.
$15.9 miilion for Teachers, $10.1 million for Police, and $2.9 million for Fire.
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Summary of Actuarial Assumptions & Methods

Summary of Actuarial Assumptions and Methods

Actuarial Funding Method

The funding method required by the “Replacement Plan
Act” is the Aggregate Funding Method. Under this
Method, the District must contribute the level percent
of pay that — combined with the actuarial value of
assets, expected investment earnings, and future
employee contributions — will pay for the benefits of
the current participants by the time the current work-
force leaves employment.

Actuarial Assumptions

Valuation Date

All assets and liabilities are computed as of October 1,
2006.

Rate of Return

The annual rate of return on all Fund assets is assumed
to be 7.25%, net of investment and administrative
expenses.

Cost of Living

The cost of living as measured by the Consumer Price
Index (CPI) will increase at the rate of 5.00% per year.

Increases in Pay

Assumed pay increases for active members consist of
increases due to cost of living adjustments and promo-
tion and increases due to longevity and retention incen-
tives. Cost of living increases are assumed to result in a
general wage increase of 5.0% for all employees. Sample
rates for the increases due to promotions are given in
the table below. Rates for the longevity and retention
incentives are given separately.

Police
Service Teachers  Officers Firefighters
0 4.000% 5.000% 2.500%
5 4.000% 3.563% 2.500%
10 3.000% 2.584% 2.500%
15 2.000% 2.314% 2.500%
20 1.000% 2.000% 2.500%
25 0.159% 1.100% 2.500%
30 0.393% 0.500% 2.500%
35 0.331% 0.000% 2.500%
40 0.270% 0.000% 0.000%

Active Member Mortality

Rates of mortality for active male teachers are given by
the 1994 Uninsured Pension (UP94) Male Table with
generational improvement using Projection Scale AA,
with a one-year age set forward. Rates of mortality for
active female teachers are given by the 1994 Uninsured
Pension (UP94) Female Table with generational
improvement using Projection Scale AA, with a one-
year age set forward.

Mortality

Rates of mortality for active male police officers and fire
fighters are given by the 1994 Uninsured Pension
(UP94) Male Table with generational improvement
using Projection Scale AA, with a three-year age set for-
ward. Rates of mortality for active female police officers
and firefighters are given by the 1994 Uninsured
Pension (UP94) Female Table with generational
improvement using Projection Scale AA, with a three-
year age set forward.

To value the pre-retirement death benefit for police
officers and firefighters, the benefit form for all retire-
ments (normal or disabled) is assumed to be a 54.2%
Joint and Survivor annuity for all participants.

25% of all police officer and fire fighter active deaths
are assumed to occur in the line of duty.
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Retired Member Mortality

Rates of mortality for retired male teachers are given by
the 1994 Uninsured Pension (UP94) Male Table with
generational improvement using Projection Scale AA.
Rates of mortality for active female teachers are given by
the 1994 Uninsured Pension (UP94) Female Table with
generational improvement using Projection Scale AA.

Rates of mortality for active male police officers and
firefighters are given by the 1994 Uninsured Pension
(UP94) Male Table with generational improvement
using Projection Scale AA, with a two-year age set for-
ward. Rates of mortality for active female police officers
and firefighters are given by the 1994 Uninsured
Pension (UP94) Female Table with generational
improvement using Projection Scale AA, with a two-
year age set forward.

Disabled Member Mortality

Sample rates for police officers and firefighters are as

Summary of Actuarial Assumptions & Methods

follows:
Age Male Female
20 0.9033% 0.5616%
30 0.9033% 0.5616%
40 0.9033% 0.5616%
50 0.9033% 0.5616%
60 1.3029% 0.8310%
70 2.6405% 1.7147%
80 6.4974% 4.2282%
90 15.6801% 12.2128%

Rates of mortality among disabled members are speci-
fied for male and female members; separate tables are
used for teachers and for public safety disabled mem-
bers. Sample rates for teachers are as follows:

Service Retirement

Retirement is assumed to occur among teachers in

accordance with the table below:

Age First Year Subsequent
Eligible Years
50-55 20% 20%

56 40% 20%
57-59 60% 20%
60-69 20% 20%

70 100% 100%

Age Male Female
20 2.4000% 2.4000%
30 2.4000% 2.4000%
40 2.4000% 2.4000%
50 2.4545% 2.4000%
60 2.5910% 2.4000%
70 3.8006% 2.4000%
80 7.2111% 4.1413%
90 13.1554% 10.0013%
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For police officers and firefighters, the following rates of
retirement are assumed.

Age Police Officers Firefighters

40 7.5% 2.0%
41 10.0% 3.0%
42 12.0% 4.0%
43 15.0% 5.0%
44 15.0% 5.0%
45 15.0% 6.0%
46 15.0% 7.0%
47 17.0% 8.0%
48 19.0% 9.0%
49 21.0% 11.0%
50 23.0% 13.0%
51 25.0% 15.0%
52 25.0% 20.0%
53 25.0% 25.0%
54 30.0% 30.0%
55 40.0% 35.0%
56 50.0% 35.0%
57 50.0% 35.0%
58 50.0% 35.0%
59 50.0% 35.0%
60 100% 100%

It is assumed that all police officers and firefighters
retire after 31 years of service.

Disability

Separate rates of disability are assumed among teachers,
police officers and firefighters, with rates for both sexes
combined. Below are sample rates:

Age Teachers Police Officers Firefighters

25 0.0300% 0.4383% 0.2893%
30 0.0572% 0.5750% 0.3795%
35 0.0932% 0.8500% 0.5610%
40 0.1292% 1.2500% 0.8250%
45 0.2040% 1.9633% 1.2958%
50 0.3212% 3.2500% 2.1450%
55 0.5520% 5.7750% 3.8115%
60 0.5700% 8.2500% 5.4450%
65 0.0000% 8.2500% 5.4450%

Summary of Actuarial Assumptions & Methods

For police officers and firefighters, it is assumed that
50% of the disabilities are due to accidents in the line of
duty. The benefit amount for some members is defined
to be based on the “% of disability.” For all police offi-
cer and firefighter disabilities, the “% of disability” is
assumed to be 100%.

Withdrawal

Separate rates of withdrawal/termination are assumed
among teachers, police officers, and firefighters, with
rates for both sexes combined. Withdrawal rates are not
applied to Members eligible for service retirement.

Age Teachers Police Officers Firefighters

20 25.00% 12.13% 1.60%
25 23.00% 6.57% 1.60%
30 16.00% 4.23% 1.60%
35 11.00% 2.32% 1.60%
40 6.80% 1.33% 1.60%
45 4.80% 1.03% 1.60%
50 3.60% 0.00% 0.00%
55 0.00% 0.00% 0.00%
60 0.00% 0.00% 0.00%

For police officers and firefighters, all terminations are
assumed to result in the withdrawal of contributions,
with no further benefits payable. For teachers with more
than 5 years of service, terminated employees are
expected to receive a deferred vested benefit. Teachers
with less than 5 years of service receive a refund of accu-
mulated contributions.

Pay for Benefits

Allowances have been made for special increases in
Compensation prior to termination or retirement. For
police officers, an additional increase of 5% is given for
the Base Retention Differential after 20 years of service.
Also, police officers are assumed to receive a longevity
increase of 10% after 20 years of service, and additional
increases of 5% after 25 and 30 years of service.
Firefighters are assumed to receive retention incentives
of 5%, 10%, 15%, and 20% applied to base pay after 15,
20, 25, and 30 years of service, respectively.
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Family Composition

64% of teachers and 80% of police officers and firefight-
ers are assumed to be married. Male spouses are
assumed to be three years older than their wives. Active
employees are assumed to have one dependent child
aged 10.

Employment Status

No future transfers among member groups are
assumed.

Actuarial Value of Plan Assets

The actuarial value of District assets is a modified mar-
ket-related value. The actuarial value of assets method
approved by the Board is defined as the expected actu-
arial value of assets (assuming a 7.25% rate of return)
plus 1/3 of the difference between the expected and
actual market value of assets. There is then a final
adjustment made for the effect of the adjustment pur-
suant to D.C. Code §1-907.02(c). This adjustment is
explained and developed in Section 3.5.

The detailed calculation of the actuarial value of
District assets is shown in Section 2.5.
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Summary of Actuarial Assumptions & Methods

Participant Data

Data on active and inactive members and their benefici-
aries as of the valuation date was supplied by the
District’s Office of Pay and Retirement Services (OPRS),
on electronic media. As is usual in studies of this type,
member data was neither verified nor audited, but was
reviewed for reasonableness.

Certain assumptions were made with respect to

information provided by the District of Columbia:

+ Charter school teachers data is not available. To
account for this group, active liabilities and payroll
were increased by 1.5%

* The data is incomplete with respect to former
members who have a deferred vested benefit. Thus,
benefits for these individuals are assumed based on
their service and pay history as available.

* Benefit service has been determined based on
employee contribution history.

+ Benefit splits between federal and District have
been estimated for terminated vested participants
with missing benefit amounts based on employee
contribution history.

« It is assumed that all Fire and Police members with
prior military service will purchase this service. To
account for this, an average amount of prior service
of 0.4 years based on a prior study is assumed for all
Police and Fire members.
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Schedule of Active Member Data

Active Participants Teachers Police Officers Firefighters
Number 5,088 3,747 1,509
Average Age 45.9 38.9 38.9
Average Service 11.9 12.5 12.9
Average Pay $64,369 $65,001 $64,508

Schedule of Retiree and Beneficiary Data

Inactive Participants

Service Retired  District Total’ District Total* District Total*
Number 2,017 4,907 549 3,135 166 933
Average Age 63.9 71.5 55.5 62.3 55.8 65.2
Average Benefit $7,493 $38,250 $8,212 $47,046 $11,924 $55,019

Beneficiaries

Number 71 457 181 1,309 48 491
Average Age 47.9 69.4 31.3 65.2 28.7 69.8
Average Benefit $4,442 $17,483 $4,045 $22,781 $4,413 $24,638
Disabled

Number 87 455 217 1,283 46 500
Average Age 57.2 70.7 44.8 63.8 51.2 69.2
Average Benefit $7,219 $26,204 $17,061 $38,934 $11,711 $45,363

Terminated Vested

Number 612 981 79 215 15 29
Average Age 45.7 52.6 41.5 54.3 42.1 49.3
Average Benefit $4,827 $7,977 $8,952 $11,672 $5,393 $11,153

"Federal and District Combined
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Summary of Plans’ Provisions:

Summary of Plans’ Provisions: Teachers

District of Columbia Teachers’ Retirement Plan

Membership

Eligibility

Permanent, temporary, and probationary teachers for
the District of Columbia public day schools become
members automatically on their date of employment.
Other employees covered by the Retirement of Public
School Teachers Act — including librarians, principals,
and counselors — also become members on their date
of employment. Substitute teachers and employees of
the Department of School Attendance and Work
Permits are not covered. Some former D.C. teachers

working at charter schools are eligible to remain in the
Plan.

Member Contributions

Members hired before November 1, 1996 are required to
contribute 7% of annual pay minus any pay received for
summer school. Members hired on or after November
1, 1996 contribute 8% of annual pay minus pay received
for summer school.

Members can also make voluntary contributions of
up to 10% of annual pay toward an annuity in addition
to any vested pension.

Interest is not credited to each member’s accumulat-
ed contributions.

Service

School Service

One year of school service is granted for each year of
employment with the D.C. public day schools.
Credited Service

Service granted or purchased in addition to school

service.
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Voluntary Retirement
Eligibility
For participants hired before November 1, 1996:
+ Age 62 with 5 years of school service;
+ Age 60 with 20 years of total service, including 5
years of school service; or
+ Age 55 with 30 years of total service, including 5
years of school service.
For participants hired on or after November 1, 1996:
+ Age 62 with 5 years of school service;
+ Age 60 with 20 years of total service, including 5
years of school service; or
+ Any age with 30 years of total service, including 5
years of school service.

Benefit Amount

For participants hired before November 1, 1996:
* 1.5% of high 3-year average pay times service up to
5 years, plus
+ 1.75% of average pay times service between 5 and
10 years, plus
+ 2.0% of average pay times service over 10 years.
For participants hired on or after November 1, 1996:
+ 2.0% of average pay times service.
For all participants, there is a minimum benefit of
1.0% of average pay plus $25 for each year of service

Involuntary Retirement
Eligibility
Retired involuntarily for reasons other than misconduct
or delinquency with:
+ 25 years of total service, including 5 years of school
service; or

+ Age 50 with 20 years of total service, including 5
years of school service.

Benefit Amount

Voluntary Retirement benefit reduced 1/6% per month
(2% per year) that date of retirement precedes age 55.
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Disability Retirement Benefit

Eligibility

5 years of school service and a physical or mental dis-
ability that prevents the member from performing
his/her job.

Benefit Amount

Voluntary Retirement benefit subject to a minimum of
the lesser of 40% of average pay and the benefit that the
member would receive projecting service to age 60.

Lump Sum Death Benefit

Eligibility

Death before completion of 18 months of school serv-
ice or death without an eligible spouse, child, or parent.
Benefit Amount

Refund of paid contributions

Installment Benefit Payable upon
Death — Spouse Only

Eligibility
Death before retirement and married for at least two
years or have a child by the marriage.

Benefit Amount

55% of the Voluntary Retirement benefit subject to the
minimums specified in the Disability Retirement
Benefit.

Installment Benefit Payable upon
Death — Spouse and Dependent
Children

Eligibility

For the spouse, as described above; for the children,
unmarried and under 18, 22 if full-time student, or any
child dependent because of a disability incurred before

age 18. Death does not have to occur before retirement
for the children’s benefits.

Summary of Plans’ Provisions: Teachers

Benefit Amount

Spouse benefit as described above, plus a benefit per
child of the smallest of:

+ 60% of average pay divided by the number of eligi-
ble children;

* $5,640 (if hired before January 1, 1980), $5,448 (if
hired between January 1, 1980 and October 31,
1996) or $5,400 (if hired on or after November 1,
1996) per child; or

+ $16,920 (if hired before January 1, 1980), $16,344
(if hired between January 1, 1980 and October 31,
1996), or $16,200 (if hired on or after November 1,
1996), divided by the number of children, payable
until the children are no longer eligible.

Instalilment Benefit Payable upon
Death — Dependent Children Only

Eligibility
Same as the children’s benefit above.

Benefit Amount

Per child, the smallest of:

* 75% of average pay divided by the number of eligi-
ble children;

+ $6,876 (if hired before January 1, 1980), $6,636 (if
hired between January 1, 1980 and October 31,
1996) or $6,552 (if hired on or after November 1,
1996) per child; or

+ $20,628 (if hired before January 1, 1980), $19,908
(if hired between January 1, 1980 and October 31,
1996) or $19,656 (if hired on or after November 1,
1996) divided by the number of children, payable
until the children are no longer eligible.

Installment Benefit Payable upon
Death — Surviving Parents Only

Eligibility
Death before retirement and no eligible spouse or chil-

dren, and parents receive at least one-half of their total
income from member.

Benefit Amount

Spouse benefit as described above.
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Deferred Vested Benefit
Eligibility
5 years of school service.

Benefit Amount

Voluntary Retirement Benefit beginning at age 62.

Form of Payment Options

Normal Form of Payment

Unreduced Annuity.

Reduced Annuity with a maximum (55%) Survivor
Annuity (to Spouse)

The original benefit is reduced by 2.5% of annual pen-
sion up to $3,600, plus 10% of any amount over $3,600.

Reduced Annuity with a Partial Survivor Annuity
(to Spouse)

A joint and survivor annuity with a benefit payable to
the spouse of between $1 and 54% of the unreduced
retirement benefit. The original benefit is reduced by
dividing the amount of the survivor’s annuity by 55%,
then reducing the original benefit by 2.5% of this
amount up to $3,600, plus 10% of any amount over
$3,600.
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Summary of Plans’ Provisions: Teachers

Reduced Annuity with a Survivor Annuity to a
person with an “Insurable Interest”

A joint and 55% survivor annuity with the original ben-
efit reduced 10% plus an additional 5% for each full 5
years, up to 25 years, the survivor is younger, with a total
reduction of 40% for any survivor who is 25 or more
years younger.

Reduced Annuity with an Insurance Benefit

Benefits may be reduced and the balance used to pur-

chase life insurance.

Cost-of-Living Adjustments

All participants receive an increase effective each March
based on the annual change in the Consumer Price
Index (all items — U.S. City average) from December to
December. The annual increase is capped at 3% for
members hired on or after November 1, 1996.
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Summary of Plans’ Provisions: Police Officers & Fire Fighters

Retirement Program for District of Columbia

Police Officers and Firefighters

Membership
Eligibility
All police officers and firefighters of the District of

Columbia automatically become members on their date
of employment. Police Cadets are not eligible.

Member Contributions

Members hired before November 10, 1996 are required
to contribute 7% of annual salary, including any differ-
ential for special assignment, but excluding overtime,
longevity, holiday, or military pay. Members hired on or
after November 10, 1996 contribute 8% of annual
salary, including any differential for special assignment,
but excluding overtime, holiday, or military pay.

Interest is not credited to each member’s accumulat-
ed contributions.

Service

Departmental Service

Each full year and additional months of employment
with either the Metropolitan Police Force or the D.C.
Fire Department.

Credited Service

Service granted or purchased in addition to departmen-
tal service.

Average Pay

For those hired before February 15, 1980, basic pay for
the highest 12 consecutive months. For those hired on
or after February 15, 1980, basic pay for the highest 36
consecutive months divided by three.

Longevity Pay (Police Only)

Members who complete 25 years of active service prior
to retirement are entitled to an additional 15% of their
basic compensation. Members who complete 30 years of
active service are entitled to an additional 20% of their
basic pay.

Normal Retirement Benefit
Eligibility
For participants hired before February 15, 1980:
+ 20 years of service
For participants hired before November 10, 1996:
* Age 60; or
+ Age 50 with 25 years of departmental service; or
For participants hired on or after November 10, 1996:
* Age 60; or
+ No age requirement with 25 years of service.

Benefit Amount

For participants hired before November 10, 1996:
+ 2.5% of average pay times departmental service up
to 25 years (20 years if hired before February 15,
1980), plus
+3.0% of average pay times departmental service
over 25 (or 20) years, plus
+ 2.5% of average pay times credited service.
For participants hired on or after November 10, 1996:
* 2.5% of average pay times total service.
« For all participants, there is a maximum benefit of
80% of average pay.

Service-Related Disability Retirement
Benefit

Eligibility
Disabled as a result of an illness or injury in the line of
duty.

Benefit Amount

For participants hired before February 15, 1980
*+2.5% of average pay times total years of service,
subject to a minimum benefit of 66-2/3% of aver-
age pay and subject to a maximum benefit of 70%
of average pay.
For participants hired on or after February 15, 1980
+ 70% of final pay times percentage of disability, sub-
ject to a minimum benefit of 40% of final pay.
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Non-Service-Related Disability
Retirement Benefit

Eligibility
5 years of departmental service and a physical or men-

tal disability that prevents the member from performing
his/her job.

Benefit Amount

For participants hired before February 15, 1980
+2.0% of average pay times total years of service,
subject to a minimum benefit of 40% of average
pay and subject to a maximum benefit of 70% of
average pay.
For participants hired on or after February 15, 1980
+ 70% of final pay times percentage of disability, sub-
ject to a minimum benefit of 30% of final pay.

Lump Sum Death Benefit
Eligibility
Death occurring in the line of duty, not resulting from

willful misconduct, an intention to bring about his/her
own death, or drunkenness.

Benefit Amount

$50,000.

Installment Benefit Payable upon
Death — Spouse Only, Member Not Killed
in Line of Duty after December 29,1993

Eligibility
Death and, if retired, married for at least one year or
have a child by the marriage.

Benefit Amount

40% of the greater of average pay and the salary for step
6 salary class 1 of the D.C. Police and Fireman’s Salary
Act in effect, adjusted for cost-of-living increases if
death occurs after retirement. The benefit cannot exceed
the rate of pay at death (or retirement if death occurs
after retirement.)
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Installment Benefit Payable upon
Death — Spouse Only, Member Killed in
Line of Duty after December 29, 1993

Eligibility
Death (killed in line of duty).

Benefit Amount

100% of final pay.

Installment Benefit Payable upon

Death — Spouse and Dependent
Children

Eligibility

For the spouse, as described above; for the children,
unmarried and under 18, 22 if full-time student, or any
child dependent because of a disability incurred before

age 18. Death does not have to occur before retirement
for the children’s benefits.

Benefit Amount

Spouse benefit as described above, plus, provided death
does not occur in the line of duty, a benefit per child of
the smallest of:
*+ 60% of average pay divided by the number of eligi-
ble children;
*$3,312 (if hired before November 10, 1996), or
$3,288 (if hired on or after November 10, 1996); or
* $9,936 (if hired before November 10, 1996), or
$9,864 (if hired on or after November 10, 1996),
divided by the number of children, payable until
the children are no longer eligible.

Installment Benefit Payable upon
Death — Dependent Children Only

Eligibility
Same as the children’s benefit above.

Benefit Amount

Per child, 75% of average pay divided by the number of
eligible children, adjusted for cost-of-living increases.
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Refund of Contributions

Eligibility

Death before retirement and no eligible spouse or chil-
dren.

Benefit Amount

All contributions will be refunded to a named, or statu-
torily-designated if none named, beneficiary.

Deferred Vested Benefit
Eligibility
5 years of departmental service.

Benefit Amount

Normal Retirement Benefit beginning at age 55.

Summary of Plans’ Provisions: Police Officers & Fire Fighters

Form of Payment Options

Normal Form of Payment

Single Life Annuity.

Additional Survivor Benefit

The original benefit is reduced 10%. This 10% amount
is reduced by 5% for each full 5 years the survivor is
younger (but not more than 40%) and is added to the
survivor’s benefit.

Cost-of-Living Adjustments

Employees (not beneficiaries) who retired prior to
February 15, 1980, receive the same percentage increase
as active employees’ salary increases. All other retired
participants receive an increase each March based on
the annual change in the Consumer Price Index (All
Urban Consumers) from December to December. The
annual increase is limited to 3% for members hired on
or after November 10, 1996.
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Statistical Section Schedule of Revenue by Source

DISTRICT OF COLUMBIA RETIREMENT BOARD
SCHEDULE OF REVENUE BY SOURCE

($ in thousands)

Year Member Employer Investment Total
Ending Contributions Contributions Income

2000 $ 39,931 $ 50,600 $ 257,289 $ 347,820
2001 40,879 49,200 (251,559) (161,480)
2002 44,764 74,600 (165,540) (46,176)
2003 45,914 68,900 302,116 416,930
2004 47,130 96,700 268,264 412,094
2005 48,582 121,300 372,848 542,730
2006 50,949 133,000 332,203 516,152

District of Columbia Retirement Board
Schedule of Revenue by Source

$600,000 — . Total
500,000 — Ml Investment Income

400,000 —
300,000
200,000

100,000
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Schedule of Expense by Type

DISTRICT OF COLUMBIA RETIREMENT BOARD

SCHEDULE OF EXPENSE BY TYPE
($ in thousands)

Year Benefit Administrative Refunds Total
Ending Payments Expenses
2000 $ 3,800 $ 1,848 $ - $ 5,648
2001 5,438 1,983 - 7,421
2002 7,022 2,434 - 9,456
2003 11,191 2,479 - 13,670
2004 16,503 2,479 - 18,982
2005 21,980 5,999 12,453 40,432
2006 28,900 2,827 10,688 42,415
District of Columbia Retirement Board
Schedule of Expenses by Type
$50,000 -
% Benefit Payments
l.I.I.I.I.l Administrative Expenses
40,000 —
. Refunds
! Total
30,000
20,000
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____________________________________________________________________]
SCHEDULE OF AVERAGE BENEFIT BY TYPE
TEACHERS FUND (COMBINED DISTRICT AND FEDERAL)

FISCAL
YEAR RETIRED BENEFICIARIES DISABLED TERMINATED  TOTAL
Count Benefit Count Benefit Count Benefit Count Benefit Count

2000 4,201 $32,235 425 $14,138 528 $23,135 0 $ - 5,154
2001 4,820 33,247 427 15,382 507 23,872 0 - 5,754
2002 4,396 33,742 445 15,739 493 24,078 0 - 5,334
2003 4,572 34,687 461 16,363 491 24,501 124 14,865 5,648
2004 4,802 25,497 454 16,514 475 24,891 191 16,168 5,922
2005 4,886 36,901 461 16,994 466 25,545 758 78,818 6,571
2006 4,907 38,250 457 17,843 455 26,204 981 7,977 6,800

SCHEDULE OF AVERAGE BENEFIT BY TYPE
POLICE OFFICERS FUND (COMBINED DISTRICT AND FEDERAL)

FISCAL
YEAR RETIRED BENEFICIARIES DISABLED TERMINATED TOTAL
Count Benefit Count Benefit Count Benefit Count Benefit Count
2000 3,080 $ 37,310 1,195 $ 18,295 1,397 $ 33,930 = $ - 5,672
2001 3,133 38,678 1,187 19,325 1,367 34,043 - - 5,687
2002 3,145 39,895 1,222 19,680 1,343 35,889 - - 5,710
2003 3,142 41,938 1,256 20,838 1,315 36,229 - - 5,713
2004 3,149 43,228 1,272 21,211 1,278 36,193 23 31,590 5,722
2005 3,153 45,303 1,263 22,109 1,258 38,067 213 10,685 5,887
2006 3,135 47,046 1,309 22,781 1,283 38,934 215 11,672 5,942

SCHEDULE OF AVERAGE BENEFIT BY TYPE
FIRE FIGHTERS FUND (COMBINED DISTRICT AND FEDERAL)

FISCAL
YEAR RETIRED BENEFICIARIES DISABLED TERMINATED  TOTAL
Count Benefit Count Benefit Count Benefit Count Benefit Count
2000 906 $ 45,217 500 $ 20,624 602 $ 38,126 = $ - 2,008
2001 919 46,656 484 21,497 592 38,510 - - 1,995
2002 916 48,274 492 21,812 571 41,690 - - 1,979
2003 924 49,564 492 22,476 555 41,867 - - 1,971
2004 926 50,762 495 23,020 532 42,786 2 14,734 1,955
2005 932 52,784 478 23,855 514 44,110 25 13,307 1,949
2006 933 55,019 491 24,638 500 45,363 29 11,153 1,953
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Schedule of Participant Data

SCHEDULE OF PARTICIPANT DATA
TEACHERS RETIREMENT FUND

ACTIVE
Hired Prior to Hired After Subtotal Retired Members, Total
November November Beneficiaries and
1,1996 1,1996 Terminated Vested
(Post June 30, 1997)
2000 4,498 1,899 6,397 664 7,061
2001 4,009 2,694 6,703 829 7,532
2002 3,736 2,822 6,558 1,062 7,620
2003 3,306 2,839 6,145 1,659 7,804
2004 2,819 2,745 5,564 1,986 7,550
2005 2,454 3,253 5,707 2,397 8,104
2006 2,219 2,869 5,088 2,787 7,875
SCHEDULE OF PARTICIPANT DATA
POLICE OFFICER AND FIRE FIGHTERS RETIREMENT FUND
ACTIVE
Hired Prior Hired Between Hired After Subtotal Retired Members,
February 15, February 15, November 10 Beneficiaries and
1980 1980 and 1996 Terminated Vested
November 10, 1996 (Post June 30, 1997) Total
2000 622 3,355 859 4,836 466 5,302
2001 503 3,325 1,092 4,920 585 5,505
2002 453 3,164 1,199 4,816 678 5,494
2003 393 3,157 1,421 4,971 1,372 6,343
2004 299 3,078 1,809 5,186 1,004 6,190
2005 201 3,011 2,010 5,222 1,141 6,363
2006 158 2,933 2,165 5,256 1,301 6,557
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TOTAL RECIPIENTS BY BENEFIT TYPE
(COMBINED DISTRICT AND FEDERAL)

FISCAL

YEAR RETIRED BENEFICIARIES DISABLED TERMINATED TOTAL
2000 8,187 2,120 2,527 - 12,834
2001 8,872 2,098 2,466 = 13,436
2002 8,457 2,159 2,407 - 13,023
2003 8,638 2,209 2,361 124 13,332
2004 8,877 2,221 2,285 216 13,599
2005 8,971 2,202 2,238 996 14,407
2006 8,975 2,257 2,238 1,225 13,470

Total Recipients by Benefit Type
(Combined District and Federal) . umm ) %
Retired Disabled Total
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1
DCRB ANNUAL SALARIES AND BENEFITS
($ in millions)

Annual Retirement Benefits for
Retirees & Beneficiaries (Post

Annual Salaries of Active Members June 30, 1997)

Fiscal Police Officers Police Officers

Year and Fire Fighters Teachers Total and Fire Fighters Teachers Total
2000 $ 234 $ 320 $ 554 $2 $2 $4
2001 231 334 565 2 3 5
2002 253 241 494 3 5 8
2003 275 339 614 7 7 14
2004 288 339 627 8 11 19
2005 339 326 665 10 14 24
2006 351 322 673 13 16 29

District of Columbia Retirement Board
Annual Salaries and Benefits
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$800 [ Active Members Retirees & Beneficiaries (Post 6/30/97)
Police Officers & Police Officers &
L Firefighters Firefighters Post 6/30/97

700

% Teachers ""I Teachers Post 6/30/97
600 | I Total I Total Post 6/30/97
500 |
400 |
300 [ = s =
200 | ! - - 1
100 = = = =

0 2 2 2 w




