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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM
428 East Fourth Street ¢ Suite 205 ¢ Charlotte, North Carolina * (704) 626-2728 « Fax (704) 626-7365

December 28, 2021

Honorable Mayor and Members of City Council, ChaepNorth Carolina,
Members of the Board of Trustees, Charlotte Firgggs’ Retirement System,
and Participants of the Charlotte Firefighters’iRebent System:

The Financial Annual Financial Report (“Report”) thie Charlotte Firefighters’
Retirement System (“System”), a Component Unihef€ity of Charlotte (“City”), North
Carolina, for the fiscal year ended June 30, 282terewith submitted. The Board and the
System’s staff are responsible for the preparatod presentation of the financial
information and all other data contained hereirg halieve that the Report is based on
accounting principles generally accepted in thetéthBtates of America, presents fairly
and consistently the System’s financial positiod eesults of operations and conforms to
the standards of governmental accounting and fiahneeporting principles as
promulgated by the Governmental Accounting Starsl&aard (GASB).

HISTORY

The System was organized pursuant to Chapter 9#t&edf947 Session Laws, as
amended, of the State of North Carolina, and isciaffy known as the Charlotte
Firefighters’ Retirement System Act (“Act”). ThgsSem was established on the fifth day
of April 1947, for the purpose of providing retirent, disability and survivor benefits to
the uniformed employees of the Fire Departmenthef €ity of Charlotte. The System
retains a Letter of Determination from the InterRalvenue Service issued May 2017.

ADMINISTRATION OF THE SYSTEM

The administration and responsibility for the pnopeeration of the System is
vested with the System’s Board of Trustees (“Bognhich is comprised by the following
Trustees as defined by the Act: (a) a Chairpersoo i& a Mecklenburg County resident
and who is appointed by the Resident Judge of tipei$or Court of Mecklenburg County
to serve as Chairperson for a three year term;tiflge Citizen Trustees who are
Mecklenburg County residents and who are appoifedhe Resident Judge of the
Superior Court of Mecklenburg County for three ystaggered terms; (c) the City
Manager, who serves by virtue of their positionsome other City department head or
employee as designated by the City Manager; (dCttyeFinance Director, who serves by
virtue of their position, or a deputy finance @i as designated by the Finance Director;
(e) the City Treasurer who serves by virtue ofrtipaisition; (f) three Member Trustees
who are elected by the active Members for three steggered terms; and (g) one Retiree
Trustee who is elected by the Retirees for a tdrthree years.



The current Board members are listed on page 11.
COMMITTEES

The Board operationally functions under a commiggacture. An Investment
Committee and a Benefits Committee are annuallyiapgd by the Chairperson of the
Board to monitor, fact-find, and recommend actidos the Board’s consideration.
Although not required, the committees have geneiladlen comprised of at least three
trustees with one committee member being a Citizeistee, another a Member Trustee,
and the other an ex-officio (i.e., City officialyistee. During the past fiscal year, John M.
Carr, Citizen Trustee served as Chair of the Immest Committee and Melinda Manning,
Citizen Trustee served as Chair of the Benefits @dtee. Other committees may be
appointed for specific projects at the discretibthe Chairperson.

PROFESSIONAL SERVICES

The Board employs the services of various profesdsoto aid it in its fiduciary
responsibility for the effective and prudent mamagat of the System. These professionals
include: (a) a full-time Administrator who is respible for the supervision of System staff
and administration and coordination of all Systgrerations and activities in accordance
with the rules and regulations of the Act and tbéges and direction of the Board; (b)
the City Attorney and their staff serve as the leglisor to the Board although additional
outside legal counsel may be engaged by the Baard fime to time for specialized
services; (c) a consulting actuary who is engagetthé City of Charlotte to perform such
studies and evaluations of the System as may kessaiy and/or desirable in connection
with the System’s administration and funding, intthg preparation of the Annual
Actuarial Valuation to determine the adequacy & thinding of the retirement benefit
liabilities accrued by System members); (d) an peshelent auditor engaged by the Board
on an annual basis to determine whether the fiahrstatements present fairly, in all
material respects, the financial position of thest®&yn and the results of its yearly
operations in conformity with generally accepted¢dcamting principles; (e) a Medical
Board appointed by the Board to review and evaluagglical evidence and propose
recommendations regarding disability retirements) {nvestment management
professionals employed to invest the system’s sgs@tsistent with the objectives and
direction of the Board, and (g) an investment ctiagtito advise the Board on matters of
investment policy and strategy, conduct manageckea and monitor performance of the
investment managers.

The Board may engage other professionals with ¢ispein various fields for
specific services as deemed necessary.

FINANCIAL REPORTING
An annual report of the financial and actuarialdibon of the System is prepared

and submitted to the City Council. The annual repoCity Council contains, but is not
limited to, the auditor opinion and statements am@&d in the report of the independent



auditor. The annual actuarial valuation report edactuary’s valuation certification will
accompany the annual report. Additionally, a copthe annual report to City Council is
provided to each of the fire stations and fire depant administrative offices of the City
of Charlotte.

MAJOR INITIATIVES

The Board of Trustees submitted to the City of Gitte, a proposal of an annual
2% incremental increase to Employer Contributiomsrdhe next five years along with
additional Act amendments for clarity and consisyeThe proposal was approved by the
City Council and submitted to the NC State legiglatfor approval. The North Carolina
General Assembly did not pass the proposed Bik gioposal will be submitted again in
the future. The City has committed to funding theremental 2% increases through fiscal
year 2026 to reach a maximum of 24%.

During the year, as its primary duty, the Investtf@ammittee spent considerable
time reviewing the performance of all existing mg@s. The Committee met with each
manager. As a result of continuing global market aconomic volatility in light of the
global pandemic, the Committee had in-depth disonsswith managers and the
investment consultant to review the target asdetation of the portfolio and to review
risk management policies. Interviews were held éplace the Emerging Market
Investment Manager. The new investment managersebcted and presented to the
Board at the July 2021 meeting for approval. Additilly, per Board approval, all U.S.
large cap assets were moved to a passive stradtegyCommittee’s charter was reviewed
and updated.

Investments and managers will continue to be cjoselnitored by the Investment
Committee on both a proactive and retrospectivesltasassure continued success as well
as continued commitment to a well-diversified palitf and prudent asset allocation. The
total portfolio gross of fee investment return fioe year ended June 30, 2021 of 25.56%
reflected the continuing volatility of the globabnkets and economic conditions. The last
5 and 10-year gross of fee rates of returns wer@0%4 and 9.43% respectively.

Detailed information concerning the System’s inwemtts may be found in the
Notes to the Financial Statemembisginning orPage 19.

The Benefits Committee met on a regular basis duifie year. The Committee
spent a considerable amount of time researchingdesudissing various options the City
could review from a funding and plan formula pergpe for controlling costs that impact
the pension plan. The Benefits Committee also laed@a Member survey to understand
the Members’ concerns and opinions. The Commiteetewed the Act and presented
options and the Member survey for the City’s revi®gtions that the Board could support
included increasing employee contribution leveldharging the definition of
Compensation, and changing the Final Average Spkigd for future Members. Various
language updates to the Act for clarity and coasisg were approved by the Board. The
Benefits Committee reviewed and updated their @hart



The continuing effects of the global pandemic edab COVID-19 forced the staff
to work from home. The administration of the Systess maintained smooth operations
and staff provided uninterrupted services to alhthers.

The retiree portal supported by the System’s custodank, USBank has been
enhanced to provide more functionality for ournedts. The portal provides retirees and
beneficiaries in payment status access to theiefiiggayment information including but
not limited to tax withholding elections, 1099-Rogting and banking information.

Active Member education modules were developeddapdoyed through the
City's E-Learning System. The City requires allaetirefighters to review assigned
education modules. Topics covered for the firegghinclude an overview of the
Retirement System, the pension benefit calculagod,the disability pension benefit
calculation and application process. The CFRS tamnparticipation rates for each
retirement module. Additional modules are in draft.

The Active Member Portal continues to be widelyized by the active members.
The portal provides active members the ability éof@rm estimates and pension benefit
modeling. Once in the site, the member also hassado their annual pension statement,
beneficiary information, Plan Benefit Q&A and lintsvarious other resources.

FINANCIAL INFORMATION

The System’s internal control structure is desigtedrovide reasonable, but not
absolute, assurance for the safeguarding of aagatast loss from theft or unauthorized
use and to ensure the reliability and adequachefitcounting records. The concept of
reasonable assurance recognizes that: (1) theofastcontrol should not exceed the
benefits likely to be derived, and (2) the valuatad costs and benefits requires estimates
and judgment by the Board. Accounting data arentaeied in a manner suitable for
preparing financial reports in conformity with gealéy accepted accounting principles and
for providing accurate and timely data to the Gaiguncil, Board, participants of the
System, citizens, and other interested parties.

Budgetary Controls

The North Carolina General Statutes require thetolo of an annual budget for
all funds except those for which expenditures atb@ized by project ordinance, fiduciary
funds, and internal service funds. The Systemfidueiary fund and is therefore exempt
from budgetary requirements. However, the Boarssicters and adopts a budget for each
fiscal year of operations and receives a quartartjget report from the Administrator.

Accounting and Actuarial Systems

The financial reports of the System are preparetaordance with U.S. generally
accepted principles of governmental accountingrapdrting promulgated by GASB. The



accrual basis of accounting is used to record sismed liabilities, and revenues and
expenses. Revenues and expenses are recordedeattmea or incurred, regardless of
collection or disbursement. Capital assets arerdec! at cost and depreciated through
charges to expense over the estimated useful divikee assets.

An annual actuarial valuation is performed by thyst&m’s actuary Cavanaugh
Macdonald Consulting, LLC. The actuarially calcathtcontribution rates are developed
using the entry age cost method. This cost methieenats to allocate the cost of each
member’s benefit as a level percent of compensatven the member’s projected service
from date of hire to date of retirement or exifaeIcalculated contribution rates include a
current or “normal” cost for the year plus an anzation amount to reduce any unfunded
accrued liability.

Revenues and Funding
Revenues essential to the sound funding of theeBy#ow from threesources:

Contributions by Members: A System Member contributes an amount equal to
the Member’s eligible compensation multiplied bg turrent contribution rate of 12.65%.
Member contributions are made on a tax-deferredsbasd record is kept of each
member’s accumulated contributions. This accumdlataeount is used for the Member’'s
benefit if he or she remains in service. If the Nbemleaves service, he or she may
withdraw the amount of his or her accumulated ¢bation. A Member with five or more
years of membership service receives interest srohiner contributions if a refund is
requested. A Member may, if he or she has fivenore years of membership service,
choose to elect a deferred annuity providing Imfetincome commencing at age 60.

Contributions by the City of Charlotte: The City of Charlotte contributed an
amount equal to the Member's eligible compensatioultiplied by the statutory
contribution rate of 12.65%. In this fiscal yetire City increased their contributions to
14%.per the funding initiative. Any other differ&scbetween the aggregate City and
Member contributions are due to (a) service purehasade by Members for which the
City does not make contributions and (b) City cimttions for those Members away on
military deployments during which Members are regjuired to make contributions.

Investment Income: Investment income is the third source of Systewenues
and must be regarded as both a vital and majoribatdr to the System’s strong funding
status. Statutorily, since 1947, the Board hasoesed responsibility for investing the
System’s assets in a prudent and diligent manner.

The reader of this Report should note that yegretar-investment return variation
is a function of unrealized gains or losses on sges! valuations and the subsequent
realization of gains or losses on the sale of itnaests and is not necessarily reflective of
actual investment cash flow or income.



The primary critical concern of the Board is thest®yn’s funding adequacy. High
funding levels are directly related to benefit sa@gudor participants.lt is the responsibility
of the Board to make prudent and sound investmegisibns in order to increase the assets
and thereby the funding level of the System. TloarB has a goal of maintaining the
funding of the System at or near 100%. Althoughstia¢utory contribution rate of 12.65%
for the employer and employee has been sufficammaver 20 years, the combined Member
and City contributions along with projected investrireturns will not be sufficient in the
long-term. The Funding level is also influencedchynges to benefits and economic and
demographic assumptions. The resulting fundingllaseof July 1, 2021 of 76.9%, is up
from 76.5% as of July 1, 2020. Contributing fasttw the funding level increase were
investment gains and employer contributions pdytialfset by pay increases for active
participants.

A more complete discussion of System funding statag be found in thActuarial
Reportfound on the System’s website, www.Charlottefitieeecom\Reports

Expenses

The primary expense of the System relates to thgose for which it was created,
namely, the payment of benefits to retirees and tieneficiaries. Benefit payments and
refunds to terminated members were responsibl®835% of all deductions from plan
assets, which is 0.1% higher than the prior yeam#istrative costs and depreciation
accounted for 1.65% of deductions from plan adsef$scal year 2021, compared to 1.8%
for the prior year. A more detailed discussion gét8m expenses may be found in the
Management’s Discussion and Analylseginning orPage 14.

OTHER INFORMATION
Independent Audit

Pursuant to North Carolina law, the System is nexglio undergo an annual audit
by a certified public accountant. The Board hdscted the independent certified public
accounting firm of Cherry Bekaert LLP to provideesle services. The report of the
independent auditor on the financial statementsragdired supplementary information
begins orPage 12

Acknowledgments

The compilation of this Report is intended to pdevicomplete and reliable
information regarding the stewardship for the fucdstributed by the members of the
System and the City of Charlotte.

Several individuals assisted with the preparatibnhs report and we wish to
acknowledge their efforts and assistance. Tony ,BAdsinistrative Officer IlI; City
Finance Staff, Betty Mattos, Chief Accountant; Keflay, Accountant Ill; and Alexandra



Gatti, Accountant IT all contributed many hours to ensure the accuracy and completeness
of this report.

We hope that this year’s report will be of interest to you and will be helpful in your

understanding, evaluating, and assuring the continued success of the Charlotte Firefighters’
Retirement System.

Respectfully Submitted,

R\

Vanessa Heffron, Chairperson, Board of Trustees
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Sandra J. Thiry, Administrator



Membership Statistics
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Benefit Payments vs Contributions
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Option Selected at Retirement (Member) FY2021
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-N Cherry Bekaert™”

Report of Independent Auditor

To the Board of Trustees
Charlotte Firefighters’ Retirement System
Charlotte, North Carolina

Report on Financial Statements

We have audited the accompanying financial statements of Charlotte Firefighters’ Retirement System (“CFRS”),
a component unit of the City of Charlotte, North Carolina, as of and for the year ended June 30, 2021, and the
related notes to the financial statements, which collectively comprise CFRS’ basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to CFRS’ preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of CFRS’ internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
net position of CFRS as of June 30, 2021, and the respective changes in net position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

12



OTHER MATTERS

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis and the Required Supplementary Information as listed in the table of contents be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the Required Supplementary
Information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Supplementary Schedules and Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise CFRS’ basic financial statements. The letter of transmittal, member statistics, and Board of Trustees
and staff schedule (“Introductory Schedules”) are presented for purposes of additional analysis and are not a
required part of the basic financial statements.

The Introductory Schedules have not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

O“’"Z"@M Lr

Charlotte, North Carolina
December 22, 2021
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section presents Management’s Discussion and Analysis of the Charlotte Firefighters’

Retirement System’s (“System”) financial statements and the significant events, conditions and
decisions which affected the operations and performance of the Charlotte Firefighters’ Retirement
System during the year ended June 30, 2021.

Overview of the Financial Statements and Accompanying Information

1)

2)

3)

Fund Financial Statements. The System presents Statements of Plan Net Position as of June
30, 2021 and Statements of Changes in Plan Net Position for the year then ended. This
statement reflects resources available for payment of benefits as of year-end and the
sources and uses of those funds during the year. For purposes of discussion and analysis,
the condensed information shown below includes two fiscal years.

Notes to the Financial Statements. The notes to the financial statements are an integral part
of the financial statements and have additional detailed information to provide a better
understanding of the financial statements. Information in the notes discloses the System’s
organization, benefits and contributions, how the asset values are determined, and
contingencies and commitments.

Required Supplementary Information. The required supplementary information consists of
a schedule concerning the funding status of the System, employer contributions and this
Management’s Discussion and Analysis.

Comparative Statements of Plan Net Position
(in thousands)

Years ended June 30

2021 2020
Cash and Cash equivalents $ 6372 $ 7916
Investments 669,167 549,369
Capital assets 202 268
Other assets 1,291 1,264
Total assets 677,032 558,817
Liabilities (702) (777)
Net Position $ 676,330 $ 558,040

Comparative Statements of Changes in Plan Net Position
(in thousands)

Years ended June 30
2021 2020
Contributions $ 24,678 $ 22,220
Net Investment Gain/(Loss) 134,699 17,216
Total Additions/(Loss) 159,377 39,436
Benefits (39,878) (38,642)
Other deductions (1,209) (1,622)
Total Deductions (41,087) (40,264)
Change in Net Position $ 118,290 $ (828)
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Financial Analysis

The Charlotte Firefighters” Retirement System provides retirement benefits to the
uniformed firefighters of the City of Charlotte. The System benefits are funded through member
and employer contributions and investment income. As reflected in the Statement of Changes in
Plan Net Position on Page 14, the net position of the System increased approximately $118,290
million during the year ended June 30, 2021. These results reflect the extremely volatile Global
Market environment.

Funded Ratio

The funded ratio of the plan measures the ratio of actuarially determined assets against
actuarial liabilities and is a good indicator of the fiscal strength of a pension fund’s ability to meet
obligations to its members. The System is required by the Act to perform an annual actuarial
valuation. The valuation as of July 1, 2021, showed the funded status of the System increasing to
76.9% from 76.5% on July 1, 2020. The System’s valuation uses a 5-year smoothed market basis.
The System had an unfunded liability of $186 million for the year ended June 30, 2021, compared
to the $179 million for the year ended June 30, 2020. Liabilities increased due to various reasons
including higher than anticipated salary increases.

Contributions and Income

Additions to Plan Net Position include employer and member contributions and net income
from investment activities. Member contributions were approximately $11.9 and $10.8 million for
the years ended June 30, 2021 and 2020, respectively, an annual increase of $1.1 million for fiscal
year 2021 and an increase of $160,000 for fiscal year 2020. The member rate is 12.65% of eligible
compensation, set by statute and made on a tax-deferred basis. The employer rate is set at 12.65%
by statute. However, the City has committed to pay 14% of eligible payroll beginning in fiscal year
2021. Employer contributions were approximately $12.8 million and $11.5 million for the years
ended June 30, 2021 and 2020. The variances between employer and member contributions may
be attributed to the increase in employer contributions and significant prior government and
military service purchases made by members and contributions not made by members who have
been placed on military deployment during the past years.

Net investment gains of approximately $135 million during fiscal 2021 and $17 million
during fiscal 2020, resulted in returns of 25.56.% and 3.58%, respectively as measured by Callan,
LLC. The positive returns in investment income in 2021 were largely the result of both U.S. Equity
and International Equity market performances. The System performed above its composite
benchmark on a relative basis by 28 basis points and performed below the Callan Public Fund
Sponsor Database median return by 22 basis points. For the 5-year period ended June 30, 2021, the
System returns were 11.00% compared to its composite benchmark returns of 10.90% and its
actuarial assumed rate of return of 7.25%.

The most significant deduction from investment income is investment manager fees. The
System’s assets are managed 100% by external investment advisors hired by the Board of Trustees.
Many of these managers are paid a fee based on the assets under management. Some of the active
managers are paid a base fee plus the possibility of performance incentive. Some of the managers
were generally compensated more than in prior years because of the effect of higher asset values
during the year. Investment expenses of approximately $3 million for the year ended June 30, 2021
and were approximately $2.9 million for the year ended June 30, 2020.

15



Prudent investment of the System’s assets, diligent monitoring of investment advisors and a
commitment to periodic allocation rebalancing in addition to conservative administrative costs has
enabled the System to achieve a modest funded status. The Board of Trustees is committed to
maintaining the System at or near 100% funding and continue to dedicate its efforts to that goal.

Benefits, Refunds and Expenses

The most significant recurring deduction to Plan Net Position is benefit payments. During
fiscal 2021, the System paid approximately $40.4 million, up from $39.5 million in fiscal 2020, in
benefits and refunds. The increased level of payments in fiscal year 2021 was due primarily to new
retirements and vested and non-vested contribution withdrawals. The System does not provide an
automatic Cost of Living Adjustment (COLA). Due to the funding ratio of the System, the Board
of Trustees was unable to provide a bonus payment for retirees and beneficiaries receiving benefits
as of January 1, 2020.

The administrative costs of the System represented approximately .10% of the ending net
position in fiscal year 2021 decreased from .13% from fiscal year 2020. The decrease in costs were
primarily due to limited travel for fiduciary education in fiscal year 2021 due to COVID-19, fewer
disability hearings and less actuarial expenses than the prior year.

Plan Assets

Investments allocated to domestic and international equity portfolios increased
approximately $135.8 million in 2021 and decreased $6.3 million in 2020. The System does not
invest in alternative classes of investments such as hedge funds, venture capital and private equity.
It also does not have a securities lending program. During fiscal years 2021 and 2020, investments
allocated to domestic and non-U.S. fixed income increased approximately $2.6 million and $7
million, respectively. These results are attributable to investment results and continuing volatility
of global bond markets combined with historically low interest rates and global currency issues
during this period.

The System values its assets at “fair value” as discussed in accounting policies footnote
2(f) (Page 25) to the financial statements. Fair value is the value the System expects to receive in
a current sale between a willing buyer and a willing seller that are equally motivated; that is, other
than a forced or liquidation sale. The value of publicly traded securities, stocks, and bonds are
determined using the latest quote from national exchanges or pricing services. These prices
reflect the securities’ pricing at the close of business and can be affected by such factors as
liquidity, current events, and the size of lots being traded. Real Estate is valued using appraisal
values by approved appraisers who meet professional qualifications. The appraisal process
involves a significant amount of judgment and estimates. As a result, the ultimate value on the
sale of the asset may differ from the appraised value.

Contacting the CFRS Management

This financial report is designed to provide the City Council, participants of the System,
citizens, taxpayers, and other interested parties with an overview of its operations and financial
position and to demonstrate its accountability. Questions concerning this report or requests for
additional information should be directed to the Administrator, Charlotte Firefighters’ Retirement
System, 428 East 4™ Street, Suite 205, Charlotte, NC 28202.
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CHARLOTTE FIREFIGHTERS' RETIREMENT SYSTEM, A COMPONENT UNIT OF

THE CITY OF CHARLOTTE, NORTH CAROLINA
STATEMENT OF PLAN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2021
(Dollar Amounts in Thousands)

ASSETS:
Cash and cash equivalents
Receivables:
Employer contributions
Member contributions

Interest and dividends
Total receivables

Prepaid items

Investments, at fair value:
Equity securities - stocks
Fixed income securities - bonds

Mutual funds

Total investments

Capital assets

Less accumulated depreciation
Total capital assets, net
Total assets

LIABILITIES:
Accounts payable

NET POSITION RESTRICTED FOR PENSIONS

The notes to the financial statements are an integral part of this statement.
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CHARLOTTE FIREFIGHTERS' RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

STATEMENT OF CHANGES IN PLAN NET POSITION

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

ADDITIONS:
Contributions:
Member $ 11,910
Employer 12,768
Total contributions 24,678
Investment income:
Net appreciation in fair value of investments 132,578
Interest 2,351
Dividends 2,746
137,675
Less investment expense 2,976
Net investment income 134,699
Total additions 1—59,377
DEDUCTIONS:
Benefits 39,878
Refunds 531
Administration 612
Depreciation 66
Total deductions 41,087
Net (decrease) in plan net position 118,290
Net position - beginning 558,040
Net position - ending $ 676,330

The notes to the financial statements are an integral part of this statement.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

1. PLAN DESCRIPTION:

The Charlotte Firefighters’ Retirement System (the “System”), a single-employer, defined
benefit plan, was organized pursuant to the 1947 Session Laws of the State of North Carolina, for
the purpose of providing retirement, disability, and death benefits to civil service employees of
the Charlotte Fire Department. Membership is mandatory at the date of employment. The
System is administered by an eleven member Board of Trustees. The City of Charlotte’s
(“City”) payroll for members covered by the System for the year ended June 30, 2021 was $89
million.

At June 30, 2021 the System’s membership consisted of:

Inactive members or beneficiaries

currently receiving benefits 780

Inactive members entitled to but not yet
receiving benefits 14
Active plan members 1,103
Total 1,897

Benefits vest after 5 years of credited service. The requirements for normal service retirement
are: (a) any age with 30 years of service credit, (b) age 50 with 25 years of service credit, or (c)
age 60 with 5 years of service credit. The normal service retirement monthly benefits are 2.6%
of final average salary multiplied by the years of credited service. Salary in the final year
includes portions of cashed-in vacation and sick days. Final average salary is the monthly
average received by the member during any 2 consecutive years of membership which produces
the highest average and is contained within the last 5 years of membership. The minimum
monthly benefit is $902.75. Members less than age 50 may elect early retirement with 25 years
of service credit. Early retirement benefits are reduced by 3% for each year the early retirement
date precedes age 50.

If an employee ceases employment with less than 5 years of service credit, accumulated
employee contributions are refunded to the employee or designated beneficiary. After 5 or more
years of service, the employee may elect to receive a refund of the employee’s accumulated
contributions with interest compounded annually at 4% or receive an accrued benefit at age 60.

Death and disability benefits are also available. Benefit and contribution provisions are
established by State law and may be amended only by the North Carolina legislature.

Pursuant to the Act that established the System, the City is required to match the member’s
contribution. The Act establishes the contribution rate pursuant to the Board of Trustees’
recommendation and approval by the Charlotte City Council. The members’ current
contribution rate is 12.65%. Effective July 1, 2020, the City’s contribution rate is 14.00%, to be
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

increased each plan year by 2% for the next five years to a maximum rate of 24.00%.
Administrative costs are funded through contributions and investment earnings.

The contributions made by the City and the members of the System for the year ended June 30,
2021 were as follows:

Percent of Covered

In Dollars Payroll
Contributions made by -
City $12,768 14.35%
Members 11,910 13.38
Total $24,678 27.73%

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
a. Basis of Presentation

The System provides services exclusively to the City; therefore, the System is included as a
blended component unit and reported as a Fiduciary Pension Trust Fund in the City’s basic
financial statements.

The financial statements are presented in accordance with Governmental Accounting Standards
Board (“GASB”) Statement No. 67, Financial Reporting for Pension Plans an amendment of
GASB Statement No. 25, which establishes standards of financial reporting for state and local
government pension plans administered through trusts that meet certain criteria.

GASB Statement No. 9, Reporting Cash Flows of Proprictary and Nonexpendable Trust Funds
and Governmental Entities That Use Proprietary Fund Accounting, as amended by GASB
Statement No. 25, exempts pension plans from presenting a statement of cash flows. As a result,
the System has chosen not to present this statement.

b. Basis of Accounting

The financial statements are presented on the accrual basis of accounting. Property is stated at
historical cost. Depreciation is computed using the straight-line method over an estimated useful
life of 25 years for buildings and 5 years for intangible assets. Contributions are recognized in
the period in which the contributions are due. Benefits and refunds are recognized when due and
payable in accordance with the terms of the plan. Interest and dividend income is reported as
earned. The net appreciation in the fair value of investments includes realized gains and losses
on investments that were both bought and sold during the year.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

c. Cash and Cash Equivalents/Investments

Short-term, highly liquid investments are considered cash equivalents. Short-term refers to
investments with an original maturity of three months or less at date of acquisition. Highly
liquid investments are those that are readily convertible to known amounts of cash and so near
their maturity that the risk of changes in value because of changes in interest rates is
insignificant.

The carrying amounts of deposits and investments were $6,372 and $669,167 at June 30, 2021.
Deposits

All deposits of the System are made in board-designated official depositories and are insured or
collateralized with securities held by the System’s agent in the System’s name. The System has
no formal policy regarding custodial credit risk for deposits. The bank balance at June 30, 2021
was $22.

Investments

The North Carolina Act (“Act”) which established the System requires the Board of Trustees to
act with the same care, skill, prudence, and diligence under the circumstances then prevailing,
that a prudent person acting in a similar capacity and familiar with those matters would use in the
conduct of a similar enterprise with similar aims. The Act requires the Trustees to design an
investment plan to further the purpose of the System by giving consideration to the following: (a)
diversification of investments, (b) liquidity and return relative to cash flow needs, and (c)
projected return. In accordance with the Act, the Board of Trustees has developed and
periodically revises a policy statement of investment goals, objectives, and guidelines, which
specifically define vehicles that may be used for the investment of System funds. The System

invests in United States government securities, corporate bonds, common stocks, and mutual
funds.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

The investments and maturities at June 30, 2021 were as follows:

Investment Maturities (in Years)

Less than More than
Investment Type Fair Value 1 1-5 6-10 10
U.S. Treasuries $ 13,713  $ - $2325 $ 7448 $ 3,940
U.S. Agencies 28,011 - - 485 27,526
*Corporate Bonds 55,480 410 15,545 16,428 23,097
Common Stocks 87,509 N/A N/A N/A N/A
**Mutual Funds 484,454 N/A N/A N/A N/A
Total $ 669,167 $ 410 $17.870 $24,361 $ 54,563

*Corporate Bonds include $10,203 high yield bonds reported in U.S. Bonds in the investments measured
as NAV in the investment fair value hierarchy table.

**Mutual Funds include $28,444 investments measured as fair value in the investment fair value
hierarchy table.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

The System categorizes its fair value measurements within the fair value hierarchy established
by generally accepted accounting principles. The hierarchy is based on the valuation inputs used
to measure fair value of the assets. Level 1 inputs are quoted prices in an active market for
identical assets; Level 2 inputs are significant other observable inputs; and Level 3 inputs are
significant unobservable inputs. The following is a summary of the fair value hierarchy of the
fair value of investments as of June 30, 2021:

Fair Value Fair Value
Measurements Using  Measurements Using
Quoted Prices in Quoted Prices in Active Fair Value
Active Markets for Markets for Similar Measurements Using
Identical Assets Assets Unobservable Inputs
Investment by fair value level 6/30/2021 (Level 1) (Level 2) (Level 3)
U.S. Treasuries $ 13,713 % 13,713  $ - 3 -
U.S. Agencies 28,011 - 28,011 -
Corporate bonds 45,277 - 45,277 -
Common stocks 87,509 87,509 - -
Mutual funds 28,444 - 28,444 -
Total investments by fair
value level 202,954 $ 101,222  § 101,732 $ -
Investments
Measured Unfunded Redemption Notice
Category as NAV Commitment Redemption Frequency Period
U.S. equity $ 160,424 - Daily N/A
International equity 188,228 - Daily N/A
U.S. Bonds 41,748 - Daily N/A
International bonds 26,832 - 1st of Month Openings N/A
Fixed income 21,824 - Quarterly 45 Days
International fixed income 27,157 - Quarterly - 1st day of Qtr N/A
466,213 $ -
Total investments $ 669,167

Investments classified in Level 1 of the fair value hierarchy are valued using quoted prices in
active markets. Level 2 debt securities are valued using a matrix pricing technique. Matrix
pricing is used to value securities based on the securities benchmark quoted prices.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

Interest Rate Risk. The System does not have a formal investment policy that limits investment
maturities.

Credit Risk. The System is authorized to invest in bonds with a quality rating of no less than
investment grade and unrated U.S. Treasuries and Agencies. The quality ratings of investments
in fixed income securities as described by nationally recognized statistical rating organizations at
June 30, 2021 were as follows:

Percentage
Quality Rating Fair Value of Portfolio
AAA $ 4,355 4.48%
Bal>Aa2 51,125 52.60%
Total credit risk debt securities 55,480 57.08%
U.S. Government fixed income securities:
Government National Mortgage Association 3,580 3.68%
U.S. Treasury 13,713 14.11%
Not Rated 24,431 25.13%
Total fixed income securities $ 97,204 100.00%

Custodial Credit Risk. The System has no formal policy regarding custodial credit risk for
investments.

Concentration of Credit Risk. The System limits the amount of equity holdings in any one
company to 8% of the fair value of the portfolio; the amount of equity holdings in any one sector
to 30% of the fair value of the portfolio; and the amount of fixed-income securities in any one
corporation to 5% of the fair value of the portfolio without the consent of the board. There is no
limit on securities backed by the full faith and credit of the U.S. Government or any of its
instrumentalities.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

d. Concentrations

The System had individual fixed income or equity investments at June 30, 2021 managed by the
following organizations that represented 5% or more of the System’s net investments:

State Street Global Advisors 37%
Barrow Hanley 15
Morgan Stanley 14
T. Rowe Price 5
MEFS Investment Management 5

In addition, the System owned individual assets at June 30, 2021 that represented 5% or more
of the System’s net investments:

State Street Global Advisors Russell 1000 Index SL 23%
State Street Global Advisors MSCI EAFE Index 9
Morgan Stanley Core

Morgan Stanley Emerging Mkts

T. Rowe Int Small Cap

State Street Global Advisors Bond Market Index Fund

Whn L W\ O

e. Rate of Return

For the year ended June 30, 2021 the annual money-weighted rate of return on the System’s
investments, net of pension plan investment expense was 25.35%. The money-weighted rate of
return expresses investment performance, net of investment expense, adjusted for the changing
amounts actually invested.

f. Method Used to Value Investments

Investments are reported at fair value. Securities and mutual funds traded on a national or
international exchange are valued at the last reported sales price at current exchange rates.
Mortgages are valued on the basis of future principal and interest payments and are discounted at
prevailing interest rates for similar instruments. The fair value of real estate investments is based
on independent appraisals. Investments that do not have an established market are reported at
estimated fair value.
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

g. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities and changes therein, disclosure
of contingent assets and liabilities, and the actuarial present value of accumulated plan benefits at
the date of the financial statements. Actual results could differ from those estimates.

h. Capital Assets

Capital asset activity for the year ended June 30, 2021 was as follows:

Beginning Ending
Balance Increase  Decrease Balance

Capital assets, being depreciated:

Buildings $ 438 $ - 3 - 8 438
Intangibles 232 - - 232
Total capital assets being depreciated 670 - - 670
Less accumulated depreciation for:
Buildings 304 19 - 323
Intangibles 98 47 - 145
Total accumulated depreciation 402 66 - 468
Capital assets, net $ 268 $ (66) $ - $ 202

3. NET PENSION LIABILITY:

The components of the net pension liability as of June 30, 2021 were as follows:

Total pension liability $806,628
Plan net position (676,330)
Net pension liability $130,298

Plan fiduciary net position as a percentage of the total liability 83.85%
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

Actuarial Assumptions. The total pension liability was determined by an actuarial valuation as of
July 1, 2021, using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 2.50%

Salary increases 3.75-9.00%, including inflation

Investment rate of return 7.25%, net of pension plan investment expense, including
inflation

Mortality rates were based on the Pub-2010 Safety Retiree Headcount-Weighted Below Median
Mortality Table adjusted by 87.5% for males projected generationally with Scale MP-2019 for
the period after service retirement. The Pub-2010 Safety Disabled Retiree Headcount-Weighted
Mortality Table projected generationally with Scale MP-2019 is used for the period after
disability retirement. The Pub-2010 Safety Employee Headcount-Weighted Mortality Table
projected generationally with projection Scale MP-2019 is used for deaths in active service.

The actuarial assumptions used in the July 1, 2021 valuation were based on the results of an
actuarial experience study for the period July 1, 2014 — June 30, 2019.

The long-term expected rate of return on the System’s investments was determined using a log-
normal distribution analysis in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class. These ranges are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation. The target asset allocation and best estimates of arithmetic real rates
of return for each major asset class are summarized in the following table:

Target Long-Term Expected

Asset Class Allocation Real Rate of Return
Broad Domestic Equity 36.0% 7.6%
International Equity 26.0% 7.5%
Domestic Fixed Income 23.0% 3.0%
Non US Fixed Income 5.0% 2.3%
Real Estate 10.0% 6.2%

Total 100.0%

Discount Rate. The discount rate used to measure the total pension liability was 7.25%. The
projection of cash flows used to determine the discount rate assumed that plan member and
employer contributions will be made at the current contribution rates. Based on those
assumptions, the System’s fiduciary net position was projected to be available to make all
projected future benefit payments of current plan members. Therefore, the long-term expected
rate of return on pension plan investments of 7.25% was applied to all periods of projected
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CHARLOTTE FIREFIGHTERS’ RETIREMENT SYSTEM, A COMPONENT UNIT OF
THE CITY OF CHARLOTTE, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS — (Continued)

FOR THE YEAR ENDED JUNE 30, 2021

(Dollar Amounts in Thousands)

benefit payments. The Single Equivalent Interest Rate (SEIR) of 7.25% was used to determine
the total pension liability as of June 30, 2021.

Sensitivity of the net pension liability to changes in the discount rate. The following presents the
net pension liability of the System as of June 30, 2021, calculated using the discount rate of
7.25%, as well as what the System’s net pension liability would be if it were calculated using a
discount rate that is one percentage point lower (6.25%) or one percentage point higher (8.25%)
than the current rate ($ thousands):

1% Current 1%
Decrease Rate Increase

(6.25%) (7.25%) (8.25%)
System's net pension liability $ 229,122  $ 130,298 $ 47,580

4. INTERNAL REVENUE STATUS:

The Internal Revenue Service (IRS) has determined that the System meets the requirements of
Section 401(a) of the Internal Revenue Code and is exempt from Federal income tax under
Section 501(a) of the Code.
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CHARLOTTE FIREFIGHTERS' RETIREMENT SYSTEM, A COMPONENT UNIT OF

THE CITY OF CHARLOTTE, NORTH CAROLINA
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF INVESTMENT RETURNS
Last Eight Fiscal Years
(Dollar Amounts in Thousands)

2021 2020 2019

2018

2017

2016

2015

2014

Annual money-weighted rate of
return, net of investment expense 25.35% 3.32% 4.28%

Note to Schedule:

9.54%

12.47%

0.78%

4.66%

In 2014, the System began reporting in accordance with GASB Statement 67 which requires 10 years of information. Additional years will be displayed as they

become available.
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