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Lettonr prom the President

Hello everyone, | hope those of you who attended this year NIAFPD Conference
held at the Double Tree Hotel had a good time and learned a lot. Judging
by the many responses we received back from you, it eeems to have been a
great success. | would like to thank the conference committee for all their
hard work and also | would like to thank all the great speakers that put on
such great workshops for us. It was good to see so many of my old friends
again and also great to meet some new ones. As you know, we distributed
the new “NIAFFD Financial Manual for lllinois Fire Protection Districts” at
the conference this year | hope you have had a chance to look it over.
Flease let us know what you think about it. If you are one of the few whom were not at the
conference, our Executive Director, Kathy Haage, has sent them out to your district by mail. |
would again like to thank our friends at the Law Firm of Ancel, Glink, Diamond, Bush, DiCianni &
Krafthefer for all the work they did on this manual.

The Legislative Committee has been working hard trying to keep up with all the new legislative
issues that have been introduced down in Springfield. Kathy has been keeping everyone up to
date on all the new bills. If you are not on the e-mail update list, contact her so she can add
your name. Here are some of the bills to keep your eye out for. All these bills are supported by
the Fire Caucus and the NIAFFD: HB4674, HB4G75, HBACT76, HB4GT77, HB4GT75, HBAGEO,
HB4651, HB4682, HB4683 and HB4058. The Caucus is also supporting SB2048, SB2743,
SB2744, SB2745, SB2740, SB2747, SB2748, SB 2749, SB2750, 5B25614, S5B2571, HRO940.
To get more information these bills please contact Kathy or go on line to www.niafpd.org or to
www.illinoisfirechiefe.org. You can also contact Bill Hoffmeister, Chairman of the legislative
committee. Bill is with the Frankfort Fire Protection District.

We are still looking for one more person to fill an open spot we have on the Board of Directore.
If you are interested, or if you know someone who is, please contact Kathy Haage or myself as
soon as possible. | would like to welcome our two new board members elected at the conference
this year. Welcome to Dave Martis from the Lockport Fire Protection District and to James
Monroe from the Long Grove Fire Protection District. | know these two new board members will
be a great asset to the NIAFFD.

As in the past, if you should have any questions about the NIAFFD or if you might need to find
out more about the Fire Service, please dont hesitate to call Kathy Haage or myself and we
will try our best to help you. Also don’t forget to check out our web site www.niafpd.org.

Ronald [ Kubicki, President
Nerthern Iinsis Alliance of Fine Protection Districts
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Firefighter Pension Funds and Assumed Rates of Return
by Thomas S. Sawyer, Sawyer Falduto Asset Management, LLC

Through the years, the periodic review of Investment Folicy
Statements with pension trustees always seems to turn to
the relationship between the assumed rate of return used for
actuarial purposes and the “expected return” for the pension
fund. The objective of this article is to offer a little perspective
on what can reasonably be “expected”.

The word “expected” implies that we have some notion about
what will occur in the future. In reality, the future hasn’t
happened yet and no one really knows when and to what degree
the markets will miss or exceed expectations. Most professional
money managers rely on some measure of historical relationships
across capital markets and asset classes to make some
determination of potential future returns. The good news is
that over the long haul, historical relationships have been pretty
reliable. The risk/reward relationship may get out of sync from
time to time; however, it never goes away.

Specific to any particular pension fund, the expected return
will be determined in large part by the asset allocation guidelines
as defined in the Investment Folicy Statement. For downstate
firefighter and police pension funds, the guidelines are heavily
influenced by investments allowed by lllinois law (40 ILCS 5/1 -
112.1 through 112.4). Fension fund trustees with any degree of
tenure usually have a good handle on the basics:

Funds with assets under $2,500,000 are allowed an
allocation to equities not to exceed 10% of fund aseete.
Separate accounts of insurance companies or mutual funds
must be used, provided they meet certain requirements, to
invest in stocks.

Funds with assets in excess of $2,500,000 may invest up
to 45% of assets in stocks using the same securities noted
above.

Funds with assets of $5,000,000 or more may invest in
individual securities in addition to mutual funds and
separate accounts so long as the securities meet certain
requiremente.
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All funds are relegated to primarily U.S. Government
securities for the fixed income allocation.

Although there are a number of nuances that can be employed
as part of the investment process, the legal guidelines
summarized above have much to do with explaining the
expected return resulting from asset allocation as defined in
an Investment Folicy Statement.

On a side note, there are a number of additional factors that
influence investment objectives, policy and asset allocation:

Investment time horizon, which for the purposes of this
article is forever.

Near-term liquidity needs can certainly influence asset
allocation.

The collective risk tolerance of the trustees that provide
oversight. It is not uncommon that the five members of a
board will have differing opinions on the appropriate level
of risk to assume in a portfolio.

Actuarial considerations.

Actuarial valuations that provide guidance for proper funding
use a number of assumptions that often include (but are not
limited to) anticipated salary increases, a variety of
demographic considerations and, of course, investment results.
The assumptions used in the actuarial valuation can have a
significant impact on the results. In particular, increasing or
decreasing the anticipated salary changes or assumed rate
of return on investments can lead to a variety of results for
the funding percentage and tax levy requirement.

A quick review of historical market index returns is in order.
For purposes of this discussion we will use index returns for
the 1970 through 2006 period. Although there is much more
history available for many of the market benchmarks, indices
for international benchmarks were not available prior to 1970.

Compound

Asset Class Annual Return

Large Stocks 1.2%
Mid/Small Stocks 11.6%
International Stocks 10.9%
Bonds &.5%
Cash Equivalents 3.2%
Inflation 2.0%
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[ W The NIAFFPD year started out with our Annual Conference. Those of you who attended indicated that this was
- the best conference yet. The Conference Committee voted to hold our next two conferences at the Doubletree
Hotel Chicago-Oakbrook. Mark your calendars for February 4-7, 2009 and February 3-6, 2010!

Currently our Webmaster is finishing up with updating our website with the information collected from our
Membership Directory. Flease take a few minutes to review the information for your district or company on
our website www.niafpd.org. If you have updates please email or fax me your changes. If you are not receiving
legislative information and would like to receive updates please send me an email and I'll add you to our
legislative email group.

The 2008 Fire Service Legislative Day/Reception presented by the lllinois Association of Fire FProtection District, lllinois Fire
Chiefe’ Association and the Northern lllinois Alliance of Fire Protection Districts is scheduled for April 9, 2008 in Springfield. If
you still have not registered it is not too late! Registration form is available on our website.

If I can be of help to anyone please give me a call at &47-945-4120 or email me at KHaage@DBFD.org or fax me at 847-945-
&951.

Kathleen a#me, Enecutive Directonr
Northern Ilinsis Alliance of Jine Protection Districts
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