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CrOWE Horwath Crowe Horwath LLP

Independent Member Crowe Horwath International

INDEPENDENT AUDITOR’'S REPORT

Board of Trustees
City of Lakeland, Florida
Employees’ Pension and Retirement System

Report on the Financial Statements

We have audited the accompanying financial statements of the Employees’ Pension and Retirement System of the
City of Lakeland, Florida (the “Plan”), as of and for the year ended September 30, 2014, and the related notes to the
financial statements, which collectively comprise the Plan’s 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 an opinion 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 and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. 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 the entity’'s 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 the entity’s 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 that 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 financial position
of the Employees’ Pension and Retirement System of the City of Lakeland, Florida, as of September 30, 2014, and
the changes in financial position thereof for the year then ended in accordance with accounting principles generally

accepted in the United States of America.

Emphasis of Matters

As discussed in Note A, the financial statements present only the Employees’ Pension and Retirement System of the
City of Lakeland, Florida, and do not purport to, and do not, present fairly the financial position of the City of
Lakeland, Florida, as of September 30, 2014, and the changes in its financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America. Our opinion is not modified

with respect to this matter.

As discussed in Note D to the financial statements, In June 2012, the GASB issued Statement 67, Financial
Reporting for Pension Plans. This Statement replaces the requirements of Statement No. 25, Financial Reporting for
Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans and Statement 50 as they relate
to pension plans that are administered through trusts or similar arrangements meeting certain criteria. The Statement
builds upon the existing framework for financial reports of defined benefit pension plans, which includes a statement
of fiduciary net position (the amount held in a trust for paying retirement benefits) and a statement of changes in
fiduciary net position. Statement 67 enhances note disclosures and RSI for both defined benefit and defined
contribution pension plans. Statement 67 also requires the presentation of new information about annual money-
weighted rates of return in the notes to the financial statements and in 10-year RSI schedules. Our opinion is not

modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Schedule of Changes in the
City’'s Net Pension Liability and Related Ratios, the Schedule of City Contributions, and the Schedule of Investment
Returns on pages 17-18 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by 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.



Management has omitted the Management’s Discussion and Analysis that accounting principles generally accepted
in the United States of America require to be presented to supplement the basic financial statements. Such missing
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. Our opinion on the financial statements is

not affected by this missing information.

Report on Other Legal and Regulatory Requirements

In accordance with Government Auditing Standards, we have also issued our report dated March 24, 2015, on our
consideration of the Employees’ Pension and Retirement System of the City of Lakeland, Florida's internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Plan’s internal control over financial reporting

and compliance.

E irvre Krwml (L

Crowe Horwath LLP

Lakeland, Florida
March 24, 2015



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

STATEMENT OF FIDUCIARY NET POSITION
SEPTEMBER 30, 2014

ASSETS
Cash and cash equivalents
Receivables:
Contributions
Accrued interest receivable
Unsettled investment sales, net
Total receivables
Investments:
Mutual Funds
US Government Obligations
Foreign Obligations
Corporate Notes and Bonds
Corporate Stocks
Total investments

Total assets

LIABILITIES
Payables:
Accounts payable
Unsettled investment purchases, net

Total Liabilities
NET POSITION RESTRICTED FOR PENSIONS:

DROP benefits

Held in trust for pension benefits and other purposes

See Accompanying notes to financial statements

4,272,157

607,221
489,997
169,589

1,266,807

174,965,651
36,590,550
237,543
41,013,062
246,349,775

499,156,581

504,695,545

26,249
211,928

238,177

17,999,640
486,457,728

504,457,368




CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
YEAR ENDED SEPTEMBER 30, 2014

ADDITIONS
Contributions:
Employer $ 15,395,603
Plan members 7,129,361
Total contributions 22,524,964

Investment income:
Interest and dividends 11,716,082
Net increase in the fair value of investments 31,469,434

Less investments expenses:

Investment advisor fee (4,021,971)
Net investment income 39,163,545
Miscellaneous income 185,900
Total additons 61,874,409
DEDUCTIONS
Benefit payments 31,125,640
Refunds of member contributions 1,532,384
Administrative expenses 288,901
Total deductions 32,946,925
NET INCREASE IN NET POSITION 28,927,484
RESTRICTED FOR PENSIONS:
NET POSITION, beginning of year 475,529,884
NET POSITION, end of year $ 504,457,368

See Accompanying notes to financial statements



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General — These financial statements represent only the Employees’ Pension and Retirement System (Plan) of the City of Lakeland,
Florida (City). The statements presented herein do not constitute the basic financial statements of the City which are issued
separately under the title “Comprehensive Annual Financial Report” (CAFR). The following brief description of the Plan is provided
for general information purposes only. Participants should refer to the Plan agreement for more complete information.

The Plan has elected not to present management’s discussion and analysis as required by GASB Statement No0.34, “Basic Financial
Statements - and Management'’s Discussion and Analysis - for State and Local Governments.”

Valuation of Investments — Plan investments are reported at fair value. Money market funds are reported at cost, which
approximates fair value. Fixed income and equity securities are valued at the last reported sales price.

Basis of Accounting — The Plan is maintained using the accrual basis of accounting. Expenses are recognized when they are
incurred and revenues are recognized when they are earned. Benefits and refunds are recognized when due and payable in
accordance with the terms of the plan.

Realized Gains and Losses — The realized gains and losses, the difference between the proceeds of sale and original costs of
investments sold for the year ended September 30, 2014 were $23,194,488.

e  The calculation of realized gains and losses is independent of the calculation of the net changes in the fair value of
the investments.

. Realized gains and losses on investments that were held in more than one reporting period and sold in the current
period were included as a change in the fair value reported in prior periods and the current period.

Administrative Costs - Administrative costs are paid by the Plan from contributions and investment income.

NOTE B — PLAN DESCRIPTION

1. General — This Plan is a pension trust fund (fiduciary fund type) of the City that contains three pension plan options (Plans A, B,
and C). Each plan option is part of a single employer, defined benefit pension plan offered by the City with a defined contribution
option available to certain eligible employees. Plan A is eligible to employees of the City hired prior to October 1, 2003. Plan B is
eligible to employees hired on or after October 1, 2003 through February 15, 2012. Plan C is eligible to employees hired after
December 29, 2011 or who have made an irrevocable election to convert their prospective benefit calculation to Plan C as of
February 15, 2012. The defined contribution option allows certain eligible employees to cease participation in this Plan and begin
participation in the City’s defined contribution plan.

2. Plan Administration — The City of Lakeland Employees’ Pension and Retirement System administers the City of Lakeland
Employees’ Pension Plan — a single, employer defined benefit pension plan that provides pensions for all full-time, regular
employees of the City. The authority for the establishment and amendment of the Plan, benefits, vesting, and contributions are
established by City Ordinances. Government plans are not subject to the provisions of the Employee’s Retirement Income Security
Act of 1974 (ERISA).

Management of the plan is vested in the Employees’ Pension Board, which consists of seven (7) active members — three (3) of
which are elected by plan members for 3-year terms, three (3) appointed by the City Commission for 3-year terms and one (1)
appointed by the board.

3. Plan Membership — Pension plan membership for the Plan as of the actuary report dated October 1, 2012 is shown in the
following table.

Active plan members 1,435
Retirees and beneficiaries 883
DROP Participants 161
Terminated vested plan members 44

2,523



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE B — PLAN DESCRIPTION (Continued)

4. Plan Benefits

Pension Benefits
Plan A
Plan members may retire after attaining age 50 and contributing for 10 or more years to this plan.

The monthly benefit is determined by multiplying the average monthly salary by a service factor and a benefit factor.

e The average monthly salary is computed using the average of the highest total earnings over a consecutive period of 36
months.

e  The service factor is based on the length of continuous service and is calculated by accumulating 3% per year for the first 25
years of service plus 1% per year for all service exceeding 25 years.

e  The benefit factor is based on the age of the employee in years and months on the day retirement benefits commence. This
value is derived from a benefit factor table as set forth in Section 23 of Article Il, Division Il, of the City Charter.

Plan B
Plan members may retire after attaining age 62 and contributing to the plan for 10 or more years.

The monthly benefit is determined by multiplying the average monthly salary by a service factor and a benefit factor.

e  The average monthly salary is computed using the average of the highest total earnings over a consecutive period of 60
months.

e The service factor is based on the length of continuous service and is calculated by accumulating 2% per year for the first 10
years of service, then 3% for the next 20 years plus 1% for each year over 30 years of service.

e  The benefit factor is based on the age of the employee in years and months on the day retirement benefits commence. This
value is derived from a benefit factor table as set forth in Section 23 of Article Il, Division Il, of the City Charter.

Plan C
Plan members may retire after attaining age 62 and contributing to the plan for 5 or more years.

e The average monthly salary is computed using the average of the highest total earnings over a consecutive period of 60
months.

e  The service factor is based on the length of continuous service and is calculated by accumulating 2.41% per year.

e  The benefit factor is based on the age of the employee in years and months on the day retirement benefits commence. This
value is derived from a benefit factor table as set forth in Section 23 of Article Il, Division Il, of the City Charter.

Cost of Living Increase - Under Resolution No. 4968, to the extent there are cumulative actuarial gains experienced within the Plan,
the Board of Trustees of the System may recommend a one-time additional benefit payment (ad hoc increase) to the members who
are retired for at least five years. This payment would be made from the Plan’s assets in an aggregate amount between 1.01% and
50% of the cumulated actuarial gains measured from October 1, 2011. Although the criteria for the Board to recommend the one-
time payment is based on cumulative actuarial gains, this positive experience is not used to pay for the ad-hoc increase, and
therefore, this payment is not subject to Florida Statues, Chapter 112.61. It is important to note that, unless it occurs on a regular
basis, an ad-hoc increase does not need to be pre-funded. During the fiscal year September 30, 2013, a one-time additional
payment pursuant to Resolution No. 4968 was paid totaling $766,167. The increase in the Unfunded Actuarial Accrued Liability due
to this payment was amortized over a period of five (5) years. This payment caused the required employer contribution to increase
by 0.22% of covered payroll.

Termination Benefits - If a member employee is terminated, either voluntarily or involuntarily, the following benefits are payable:

e If the employee has less than ten years under Plan A or B or five years under Plan C of credited service, the employee will be
entitled to his or her contributions to the Plan.

. If the employee has more than ten years under Plan A or B or five years under Plan C of credited service (terminated vested),
the benefits will be calculated as described in the Pension Benefits section above, provided that the benefit calculation is based
upon the benefits which existed at the time of termination of employment. If the participant elects to leave his or her
contributions in the fund upon separation from service and is entitled to a vested deferred pension, the monthly pension income
will be adjusted to reflect any increase in benefits becoming effective after the date of separation from service.



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE B — PLAN DESCRIPTION (Continued)

Terminated membership in the plan - Effective September 7, 2004, a member can terminate membership in the Plan if he or she is
not subject to collective bargaining, has attained normal retirement status or has attained thirty years of credited service.

e A member may elect to terminate membership in the plan with a vested benefit while still employed. This election allows the
members to defer receipt of defined benefits until a later date and commence participation in the City’s Deferred Compensation
Plan. The member is guaranteed a life time defined benefit for the years of service vested and has the ability to manage his or
her investments in the defined contribution plan.

Deferred Retirement Option Program

. DROP allows members to continue working while their monthly pension benefit is deposited into a DROP account. Once a
member enters the DROP the decision is irrevocable. Members who enter the DROP prior to December 31, 2011 and non-
bargaining unit members who enter the DROP prior to ratification of a collective bargaining agreement earn 6.5%. The
members benefit shall be calculated as if the member had actually separated from service. The member remains an active
employee of the City and agrees to terminate active service no later than sixty months following the date of entry into the
DROP. Nothing prohibits a member to terminate service prior to the sixty months. If a member chooses to continue
employment past the sixty months, beginning on the 61st month the DROP account will no longer be credited with the monthly
pension benefits or interest.

. Effective upon adoption, each member and bargaining unit members who enter the DROP after December 31, 2011 may elect
investment options earning interest rate based on actual net rate of return of such investments on an annual basis to have their
DROP account credited and compounded semi-monthly at a variable interest rate, not to exceed three percent (3%) per
annum. The Board of Trustees shall review and set the variable interest rate once each year. Within 60 days of announcing
the variable interest rate, each Member of the DROP may elect to transfer all, some, or none of their existing DROP account
balance and future DROP account accruals to the City of Lakeland Defined Contribution Plan, subject to Board approval, via a
plan to plan transfer; provided, that all such transfers made to the City of Lakeland Defined Contribution Plan are irrevocable
and shall not be transferred back to the member’'s DROP account at any point thereafter.

e A failure to make such an initial election means that the Member's DROP balance will remain in the Fund and earn said
variable interest rate. Each year thereafter, within 60 days of the Board of Trustees setting the variable interest rate, each
Member in the DROP shall elect whether any amounts remaining in the Fund and whether DROP account accruals will either:
be credited at a variable interest rate, compounded semi-monthly on the prior installment’'s accumulated ending balance until
such time as the earlier of either: the 120th payment; or the last payment made prior to final separation from service; or death;
or be irrevocably transferred to the City of Lakeland Defined Contribution Plan, as above. Any member of the DROP who fails
to make such a written annual election within the prescribed time shall continue with the option, as described herein in which
the Member was then currently participating.

The termination of the DROP can be lump-sum payment, direct rollover into eligible retirement plan or partial lump-sum payment
which is a combination of the lump-sum payment and direct rollover.
As of September 30, 2014, the Plan held $17,999,640 pursuant to DROP benefits payable.

Death Benefits - If an employee were to die prior to normal retirement, his beneficiary would receive benefits payable as provided in
the Plan including various payment options elected by the employee prior to death.

. If the employee has less than ten years under Plan A or B or five years under Plan C of credited service, the employee will be
entitled to his or her contributions to the Plan.

. If the employee has less than ten years under Plan A or B or five years under Plan C of credited service, the benefit received is
actuarially equivalent to 50% of the benefit the employee would have received on the date of death. The percentage of the

benefit payment increases to 75% if the employee is age 50.

Disability Benefits - There are no disability benefits available.



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE B — PLAN DESCRIPTION (Continued)

5. Funding Requirements

Contributions - City ordinance number 5287 section 23.1.1 grants the authority to establish and modify the contribution requirements
of the City and active plan members to the City Commission. The Plan is subject to periodic review by an independent actuary.

The City obtains an annual review by an independent actuary utilizing census data covering both retired and active plan members
and balance sheet data regarding net position of the Plan based on an effective date of October 1 with the report being issued within
6 months of the fiscal year. This review is used to determine the required funding level upon which the City bases it annual
contribution to the Employees’ Pension and Retirement System for the budget year commencing after the issuance of that report.
The actuarially determined rate is the estimated amount necessary to finance the costs of benefits earned by plan members during
the year, with an additional amount to finance any unfunded accrued liability. The City is required to contribute at least quarterly to
the fund in an amount equal to the required city contribution as shown by the applicable actuarial valuation system. The Change in
Normal Cost Rate (0.28) and the Amortization Payment on UAAL (1.43) are added to the prior Contribution Rate (17.81%), less the
actuarial experience (0.48) to calculate the current year Contribution Rate of 18.01%

Member Contributions — The actuarially determined contribution rate for the report dated October 1, 2012 was 8.5% for General
Union employees, 11% for non-union employees in Plans A and B and 6.25% for employees in Plan C.

Employer Contributions - The City's contribution rate for the fiscal year ended September 30, 2014 was 18.01% of annual
payroll. The covered payroll for the Plan was $80,195,531 based on October 1, 2012 actuary report.

Net Pension Liability of the City

The components of the net pension liability of the City at September 30, 2014, were as follows:

Total pension liability $ 625,849,058
Plan net position (504,457,368)
City's net pension liability $ 121,391,690

Plan net position as a percentage of the
total pension liability 80.60%

6. Plan Assumptions

The following actuarial assumptions were applied to the plan:

ACTUARIAL VALUATION:

Frequency Annual

Latest Date 10/1/2013

Basis for contribution 10/1/2013

Cost method Entry Age Normal

AMORTIZATION:

Method Level Percentage of Pay, closed
Amortization period 30 years, closed
Remaining amortization period 27 years

ASSUMPTIONS:

Investment rate of return 7.25%

Salary increases 4.0% to 14.0% depending on service, including inflation
Inflation rate 3.00%

Post-retirement benefit increases N/A

Retirement rate 1)

Mortality table Generational RP-2000 for males and females

(1) Probabilities of retirement by eligible members are assigned for each attained age and length of service.

The date of the actuarial valuation on which the total pension liability is based, is October 1, 2013 rolled forward to September 30,
2014



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE B — PLAN DESCRIPTION (Continued)

6. Plan Assumptions (Continued)

Rate of Return - The long-term expected rate of return on pension plan investments was determined using a building-block method
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
weighing the expected future real rates of return by the target asset allocation percentage and by adding expected inflation. Best
estimates of arithmetic real rates of return for each major asset class included in the pension plan’s target asset allocation as of
September 30, 2014 (see the discussion of the pension plan’s investment policy) are summarized in the following table:

Long-Term Expected

Asset Class (Market) Target Allocation Real Rate of Return
Domestic Equity 44.44% 7.50%
International Equity 16.67% 8.50%
Domestic Bonds 22.22% 2.50%
International Bonds 5.56% 3.50%

Real Estate 11.11% 4.50%

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 the plan members’ contributions will be made at the current contribution rate and the City
contributions will be made at the rates equal to the difference between actuarially determined contribution rates and the member
rate. Based on those assumptions, the pension plan’s fiduciary net position was projected to be available to make all projected
future benefit payments of the current plan members. Therefore, the long-term expected rate of return on pension plan investments
(7.25%) was applied to all periods of projected benefit payments to determine the total pension liability.

Sensitivity of the Net Pension Liability to Changes in the Discount Rate — The following presents the net pension liability of the City,
calculated using the discount rate of 7.25%, as well as what the City’s net pension liability would be if it were calculated using a
discount rate that is 1-percentage point lower (6.25%) or 1-percentage point higher (8.25%) than the current rate.

Decrease Discount Increase
Rate (6.25%) Rate (7.25%) Rate (8.25%)
City's net pension liability $ 186,634,835 $ 121,391,690 $ 66,086,544

Rate of Return — For the year ended September 30, 2014, the annual money-weighted rate of return on pension plan investments,
net of pension plan investment expenses, was 8.03%. The money-weighted rate of return expresses investment performance, net of
investment expense, adjusted for the changing amounts actually invested.

7. Termination of Plan

Should the Plan terminate at some future time, its net position generally will not be available on a pro-rata basis to provide
participants' benefits. Some benefits may be fully or partially provided, while other benefits may not be provided at all. This provision
depends upon the priority of the benefits and the availability of plan assets existing at the time of such termination.

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash Equivalents - Cash equivalents in the accompanying Statement of Fiduciary Net Pension is composed of the following:

Money market funds $ 5,501,717
Money Market Funds - City of Lakeland (1,229,560)
Total cash equivalents $ 4,272,157

10



CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS (Continued)

Investment Policy — The Pension Board of Trustees (the Board) maintains that an important determinant of future investment returns
is the expression and periodic review of the City of Lakeland Employees’ Retirement Plan (the Plan) investment objectives. To that
end, the Board has adopted a statement of Investment Policy and directs that it apply to all assets under their control. In fulfilling
their fiduciary responsibility, the Board recognizes that the retirement system is an essential vehicle for providing income benefits to
retired participants and their beneficiaries. The Board is to review the Statement of Investment Policy and any addendum from time
to time and to amend them if necessary to reflect any changes in philosophy or objectives. If at any time the investment manager
believes that the specific objectives defined cannot be met, or that the guidelines unnecessarily constrict performance, the Trustees
shall be so notified in writing. The Board, in performing their investment duties, shall comply with the fiduciary standards set forth in
Employee Retirement Income Security Act of 1974 (ERISA) at 29 U.S.C. s. 1104(a) (1) (A) — (C). In case of conflict with other
provisions of law authorizing investments, the investment and fiduciary standards set forth in this section shall prevail.

Authorized Investments - Several forms of legal provisions govern the types of investments in which the Plan monies may be
invested. Plan monies may be invested in any of the following:

. Direct obligations of the Federal Government e Obligations guaranteed by the Federal National Mortgage Association

. Interest-bearing time deposits . Obligations of the Federal Home Loan Mortgage Corporation

e  The Florida State Board of Administration . Obligations of the Federal Home Loan Bank

. Corporate stocks and bonds . Obligations of the Federal Farm Credit Bank

. Money market and mutual funds . Obligations guaranteed by the Government National Mortgage
Association

Asset Allocation - In the City of Lakeland’s Employee Pension Fund, assets shall be diversified among equities and fixed income
investments to minimize overall portfolio risk consistent with the level of expected return and thereby improve the long-term return
potential of assets. The diversification of the equity and fixed income securities held in the portfolio among sectors and issuers is the
responsibility of the respective Investment Manager, subject to general policy and specific guidelines of each manager. Allowable
fixed income investments include US government or agency obligations, marketable corporate, GNMA's, US collateral mortgaged
back securities, debentures, hybrid securities, commercial paper, or certificates of deposits. Equity portfolios and all equity
investments must be traded on national stock exchange or NASDAQ. The City of Lakeland’s investment allocation limits and actual
limits for the Employee Pension Fund as of September 30, 2014 are as follows:

Asset Class (Cost) Maximum % Minimum % Actual %

Domestic Opportunistic Value 25% 15% 22%
Domestic Opportunistic Grow th 25% 15% 21%
Domestic Core 15% 0% 0%
International 20% 5% 15%
Fixed Income 30% 20% 23%
TIPS 7.5% 0% 0%
Global Fixed Income 7.5% 0% 4%
Real Return 15.0% 5% 10%
Real Estate 7.5% 0% 5%
Alternative 7.5% 0% 0%

Concentration Risk - The Investment Manager is expected to diversify the portfolio sufficiently to minimize the risk of a large loss
from a single security. Accordingly, no single company’s fixed securities shall represent more than 3% of the market value assets of
the fund and no more than 5% of the market value of assets shall be in common stock of one company. As of September 30, 2014,
no single company'’s fixed securities and common stock represented more than 3% and 5% respectively of the market value assets
of the fund.

Concentrations - As of September 30, 2014, the Plan held the following investments, other than those issued or explicitly
guaranteed by the US Government, in any one organization that represents 5% or more of the Plan’s net position:

Asset Class (Market) Maximum%o Minimum% Actual %
Domestic Equity 50% 35% 50%
International Equity 20% 10% 16%
Aggregate Fixed Income 40% 10% 16%
International Fixed 10% 0% 5%
Real Estate 15% 0% 6%
Alternative 15% 0% 7%
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CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS (Continued)

Investment Violations - There were no significant violations of legal or contractual provisions for deposits and investments during the
year.

Custodial Credit Risk - Custodial credit risk, for an investment, is the risk that, in the event of the failure of the counterparty, the City
of Lakeland will not be able to recover the value of its investments or collateral securities that are in the possession of an outside
party. As of September 30, 2014, the City of Lakeland Employee Pension Fund held $4,272,157 and $174,965,651 in Money Market
Funds and Mutual Funds respectively. These investments are held by an investment's counterparty, not in the name of the City.

Foreign Currency Risk - The Employee Pension Fund held $124,426,918 in fixed income (5.20%) and equity investments of foreign
issuers of non-US companies (19.45%). The investment policy for this fund limits the investments in foreign securities to 25% of the
total assets held by the fund. As of September 30, 2014, the Employee Pension Fund held the following fixed income and equity
investments in non-U.S. companies and/or investments denominated in a foreign currency:

Foreign Investments:

Mutual Funds: Market Value $ Denomination Maturity
Non-US Companies:
Pimco Diversified Income fund Institutional Class#106 $ 12,904,696 UsSD N/A
Templeton global Total Return Fund Class R6 13,103,182 uUsD N/A
Manning & Napier Und Inc 24,085,323 usD N/A
WCM Focused Internation Growth Fund LP 26,568,090 uUsD N/A
LMCG Emergin Markets collective Fund 26,761,246 Usb N/A
Total Mutual Funds 103,422,538
Corporate Bonds: Market Value $ Denomination Maturity
Non-US Companies:
Petrobras International 237,543 uUsD 01/27/21
Total Corporate Bonds 237,543
Corporate Stocks: Market Value $ Denomination Maturity
Non-US Companies:
Actavis PLC 1,342,964 uUsD N/A
Alibaba Group Holding LTD. 1,208,360 Usb N/A
Aon PLC 4,372,191 UsD N/A
Caneson Dirilling Inc NPV 13,826 UsD N/A
Capstone Mng Corp NPV 43,784 UsD N/A
Delphi Automotive PLC 1,009,963 uUsD N/A
Entrec Corp NPV 20,847 usD N/A
Ingersoll-Rand PLC 1,106,910 uUsD N/A
Liberty Global PLC 4,275,732 UsSD N/A
Magna Intl Inc CL A 1,002,819 uUsD N/A
Nestle S.A. Registered Shares 2,222,890 usD N/A
Royal Carribean Cruise 1,367,266 uUsD N/A
Shawcor LTD New NPV 19,515 USD N/A
TE Connectivity LTD 1,132,892 USD N/A
Valeant Pharmaceuticals Internation INC 1,626,880 uUsD N/A
Total Corporate Stocks 20,766,838
Total Foreign Investments $ 124,426,918
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CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS (Continued)

Credit Risk - Credit risk is the risk of loss due to the failure of the security issuer or other counterparty. The purpose of the City of
Lakeland’s investment policy is to minimize credit risk by limiting investments in securities that have higher credit risks, pre-
qualifying the financial institutions, brokers/dealers, intermediaries, and advisors with which the City will do business, and
diversifying the investment portfolio so that potential losses on individual securities will be minimized.

The City of Lakeland’s investment policy requires the following Standard & Poor’s or Moody’s credit quality ratings for fixed income
securities of the Employee Pension Fund:

Investment Class S &P Rating Moody's Rating Maximum %
Employee Pension Fund
Fixed Income BBB Baa 20%
Fixed Income Less than BBB Less than Baa 10%
Fixed Income - Single Issuer BBB or lower Baa or lower 2%
Commercial Paper A-1 P-1
Money Market Funds A-1 P-1

As of September 30, 2014, the City of Lakeland’'s Employee Pension Fund’s debt security investments had the following credit
quality ratings:

S&P Rating:
Cost % of Total Market % of Total
AA+ to AA- $ 36,641,611 29.31% $ 36,633,382 26.17%
A+ to A- 19,593,218 15.67% 19,307,571 13.79%
BBB+ to BBB- 16,944,756 13.55% 16,708,063 11.94%
NR 51,851,498 41.47% 67,321,860 48.10%
$ 125,031,083 100.00% $ 139,970,876 100.00%
Moody's Rating:
Cost % of Total Market % of Total
Aaa $ 27,012,410 21.60% $ 27,126,256 19.38%
Aal to Aa3 7,945,351 6.35% 7,869,786 5.62%
Al to A3 21,021,301 16.81% 20,734,941 14.81%
Baal to Baa3 17,200,523 13.76% 16,918,033 12.09%
NR 51,851,498 41.48% 67,321,860 48.10%
$ 125,031,083 100.00% $ 139,970,876 100.00%

As of September 30, 2014, the City of Lakeland’s Employee Pension Fund’s investment types had the following credit quality
ratings:

S&P Rating: US Government
Corporate Bonds Agency Obligations Foreign Securities
Market % of Total Market % of Total Market % of Total
AA+to AA- $ 5,234,969 12.76% $ 27,126,256 100.00% $ - 0.00%
A+ to A- 19,307,571 47.08% - 0.00% - 0.00%
BBB+ to BBB- 16,470,520 40.16% - 0.00% 237,543 0.91%
NR - 0.00% - 0.00% 26,007,878 99.09%
$ 41,013,060 100.00% $ 27,126,256 100.00% $ 26,245,421 100.00%
Moody's Rating: US Government
Corporate Bonds Agency Obligations Foreign Securities
Market % of Total Market % of Total Market % of Total
Aaa $ - 0.00% $ 27,126,256 100.00% $ - 0.00%
Aal to Aa3 3,597,629 8.77% - 0.00% - 0.00%
Al to A3 20,734,941 50.56% - 0.00% - 0.00%
Baal to Baa3 16,680,490 40.67% - 0.00% 237,543 0.91%
NR - 0.00% - 0.00% 26,007,878 99.09%
$ 41,013,060 100.00% $ 27,126,256 100.00% $ 26,245,421 100.00%
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CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS (Continued)

Credit Risk (Continued)

S&P Rating:
Money Market Funds Bond Mutual Funds
Market % of Total Market % of Total
AA+ to AA- 4,272,157 100.00% - 0.00%
NR - 0.00% 41,313,982 100.00%

$ 4,272,157 100.00% $ 41,313,982 100.00%

Moody's Rating:

Money Market Funds Bond Mutual Funds
Market % of Total Market % of Total
Aal to Aa3 4,272,157 100.00% - 0.00%
NR - 0.00% 41,313,982 100.00%

$ 4,272,157 100.00% $ 41,313,982 100.00%

The following investments and maturities held by the Employee Pension fund of the City as of September 30, 2014 are collateralized

by registered securities held by the City or its agents in the City’s name:

Reported Amount

Fair Value Investment Maturities (in years)

Employee Less More
Investment Type Pension than 1 1-5 6-10 than 10
US Treasury Notes $ 3,766,031 $ - 3 2,242,196 $ 1,523,835 -
US Treasury Bonds 5,698,262 - - 1,570,556 4,127,706
Federal Home Loan Bank 2,051,404 - 2,051,404 - -
Federal Home Loan Mortgage Corporation 656,422 - - 656,422 -
Federal National Mortgage Association 829,814 - 829,815 - -
Federal Agencies Mortgage Backed 23,588,616 - 701,608 1,714,471 21,172,537
Corporate Notes and Bonds (2) 41,013,060 - 3,292,932 32,502,608 5,217,521
Corporate Stocks (2) 225,582,937 225,582,937 - - -
Foreign Stocks (2) 20,766,838 20,766,838 - - -
Foreign Securities 237,543 - - 237,543 -

Subtotal 324,190,927 246,349,775 9,117,955 38,205,435 30,517,764

Other investments of the fund are collateralized by securities that exist in physical or book entry form and thus cannot be held in the
City’s name. The breakdown of investments, held as of September 30, 2014, by type and category of credit risk are as follows:

Reported Amount

Fair Value Investment Maturities (in years)
Employee Less More
Investment Type Pension than 1 1-5 6-10 than 10

Money Market Funds (1) 4,272,157 4,272,158 - - -
Mutual Funds (1) 174,965,651 174,965,651 - - -
Accrued Interest Receivable 489,997 489,997 - - -
Subtotal 179,727,806 179,727,806 - - -
Total Investments  $503,918,735 $426,077,581 $ 9,117,955 $ 38,205,435 $ 30,517,764
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CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

NOTES TO THE FINANCIAL STATEMENTS

NOTE C — CASH, CASH EQUIVALENTS AND INVESTMENTS (Continued)

(1) The rate of interest earned fluctuates during the year based on market conditions. Also, there is no stated maturity date for
these types of investments. Funds may be invested, withdrawn, or reinvested at the discretion of the Plan.

(2) Corporate stocks balance includes $34,527 in net sales, and the mutual fund balance includes $7,812 in net sales in the
Employee Pension Fund that had been executed but not settled as of September 30, 2014. Summary of the Investments in
Transit are as follows:

Purchases:

Corporate stocks $ 204,115

Mutual funds 7,812
S 211028

Sales:

Corporate stocks $ 169,589
S 160589

Net

Corporate stocks $ 34,527

Mutual funds 7,812
$ 42,339

NOTE D — CHANGE IN ACCOUNTING PRINCIPLE

During the fiscal year ended September 30, 2014, the Plan implemented the requirements of GASB Statement No. 67, Financial
Reporting for Pension Plans. Statement 67 is effective for the Plan’s fiscal year ending September 30, 2014 to improve financial
reporting by state and local governmental pension plans. This statement results from a comprehensive review of the effectiveness of
existing standards of accounting and financial reporting for pensions with regard to providing decision-useful information, supporting
assessments of accountability and inter-period equity, and creating additional transparency. This Statement replaces the
requirements of Statement No. 25, Financial Reporting for Defined Benefit Plans and Note Disclosure for Defined Contribution
Plans, and No. 50, Pension Disclosures, as they relate to pension plans that are administered through trusts or equivalent
arrangements that meet certain criteria.
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN THE CITY'S NET PENSION LIABILITY AND RELATED RATIOS

Fiscal year ending September 30, 2014 2014*
Total pension liability:
Service cost $ 12,663,875
Interest and dividends 43,427,938
Differences between expected and actual experience (310,956)
Other (Adjustment to DROP Balance) 110,082
Benefit payments, including refunds of member contributions (32,658,024)
Net change in total pension liability 23,232,915
Total pension liability, beginning 602,616,143
Total pension liability, ending $ 625,849,058
Plan fiduciary net position:
Contributions , employer $ 15,395,603
Contributions, members 7,129,361
Net investment income 39,349,445
Benefit payments, including refunds of member contributions (32,658,024)
Administrative expenses (288,901)
Net change in plan fiduciary net position 28,927,484
Plan fiduciary net position, beginning 475,529,884
Plan fiduciary net position, ending $ 504,457,368
City's net pension liability, ending $ 121,391,690
Plan fiduciary net position as a % of total pension liability 80.60%
Covered payroll as of 10/1/2013 $ 78,211,736
City's net pension liability as a % of covered payroll 155.21%
SCHEDULE OF CITY CONTRIBUTIONS
Percentage of Contributions in
Actuarially Actuarially relation to the Contribution Contribution as
Year determined determined actuarially determined deficiency Actual Covered a percentage of
Ended contributions(ADC) contributions (ADC) contributions (excess) payroll covered payroll
2014 18.01% $ 14,948,728 $ 15,395,603 $ 30,344,331 $ 83,002,376 18.55%
2013 17.81% 16,057,787 15,758,557 31,816,344 90,161,635 17.48%
2012 15.54% 15,060,473 15,476,342 30,536,815 96,914,239 15.97%
2011 17.04% 15,911,256 15,349,432 31,260,688 93,375,914 16.44%
2010 18.05% 16,558,670 15,874,500 32,433,170 91,735,753 17.30%
2009 15.16% 15,388,062 15,316,870 30,704,932 101,485,956 15.09%
2008 15.41% 14,735,539 15,219,761 29,955,300 95,616,093 15.92%
2007 15.16% 14,528,242 14,151,537 28,679,779 95,815,348 14.77%
2006 14.59% 13,913,026 13,359,576 27,272,602 95,390,235 14.01%
2005 13.12% 12,047,146 13,283,684 25,330,830 91,854,151 14.46%
SCHEDULE OF INVESTMENT RETURNS
2013 2014
Annual money-weighted rate of return,
net of investment expense 11.23 8.03

* GASB 67 was implemented in fiscal year 2014. This schedule is being built prospectively. Information prior to the implementation
of GASB 67 is not available. Ultimately, 10 years of data will be presented.
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CITY OF LAKELAND, FLORIDA
EMPLOYEES' PENSION AND RETIREMENT SYSTEM

REQUIRED SUPPLEMENTARY INFORMATION

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

General — As of October 1, 2009, the actuarial cost method utilized in the actuarial report was changed from Frozen Entry Age cost

method to Entry Age Normal cost method. The information disclosed in the Schedule of City Contributions is based on the newly
adopted actuarial cost method.

Individual Entry-Age Actuarial Cost Method uses normal cost and the allocation of benefit values between services rendered before
and after the valuation date. It has the following characteristics:

(i) the annual normal cost for each individual active member, payable from the date of employment to the date of
retirement, is sufficient to accumulate the value of the member’s benefit at the time of retirement;

(i) each annual normal cost is a constant percentage of the member’'s year by year projected covered pay.

Valuation Date: Actuarially determined contribution rates are calculated as of October 1, two years prior to the end of the fiscal year
in which contributions are reported.

Methods and assumptions used to determine contribution rates:

Actuarial cost method Entry age normal

Amortization method Level percentage

Remaining amortization period 28 years

Asset valuation method 5-year smoothed market

Inflation 3.00%

Salary increases 4% to 14% depending on service, including inflation

Investment rate of return 7.25%

Retirement age Experience-based table of rates that are specific to the type of eligibility condition
Mortality Generational RP-2000 Mortality Table for Males and Females

Cost of Living Adjustment None

See Accompanying notes to required supplementary information
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CrOWE Horwath Crowe Horwath LLP

Independent Member Crowe Horwath International

INDEPENDENT AUDITOR’'S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
City of Lakeland, Florida
Employees’ Pension and Retirement System

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States, the financial statements of the Employees’ Pension and Retirement System (The Plan)
of the City of Lakeland, Florida, as of and for the year ended September 30, 2014, and the related notes to the
financial statements, which collectively comprise the Plan’s basic financial statements, and have issued our report
thereon dated March 24, 2015. The financial statements present only the Plan and do not purport to , and do not,
present the financial position of the City of Lakeland, Florida as of September 30, 2014 and the changes in its
financial position for the year then ended.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express an opinion on the effectiveness of

the Plan’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to

merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we

consider to be material weaknesses. However, material weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Plan’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of

noncompliance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with Government

Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not

Chove Fhauafh LLP

Crowe Horwath LLP

suitable for any other purpose.

Lakeland, Florida
March 24, 2015
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EMPLOYEES’ PENSION AND RETIREMENT SYSTEM

SCHEDULE OF FINDINGS

YEAR ENDED SEPTEMBER 30, 2014

SECTION | - SUMMARY OF AUDITORS' RESULTS

FINANCIAL STATEMENTS

Unmodified
Type of auditors' report issued
Internal control over financial reporting:
Material weakness identified No
Significant deficiency identified not considered to be material weakness None Reported
Noncompliance material to financial statements noted No
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CrOWE Horwath Crowe Horwath LLP

Independent Member Crowe Horwath International

Board of Trustees
City of Lakeland, Florida
Employees’ Pension and Retirement System

Report on the Financial Statements

We have audited the financial statements of the Employees’ Pension and Retirement System of the City of Lakeland,
Florida (the “Plan”), as of and for the fiscal year ended September 30, 2014, and have issued our report thereon
dated March 24, 2015.

Auditor’s Responsibility

We conducted our audit in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States; and Chapter 10.550, Rules of the Auditor General.

Other Reports and Schedule

We have issued our Independent Auditor's Report on Internal Control over Financial Reporting and Compliance and
Other Matters Based on an Audit of the Financial Statements Performed in Accordance with Government Auditing
Standards and Independent Accountant's Report on an examination conducted in accordance with AICPA
Professional Standards, Section 601, regarding compliance requirements in accordance with Chapter 10.550, Rules
of the Auditor General. Disclosures in those reports and schedule, which are dated March 24, 2015, should be

considered in conjunction with this management letter.
Prior Audit Findings

Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine whether or not corrective actions
have been taken to address findings and recommendations made in the preceding annual financial audit report.
Corrective actions have been taken to address findings and recommendations made in the preceding annual financial

audit report.
Other Matters

Section 10.554(1)(i)2., Rules of the Auditor General, requires that we address in the management letter any

recommendations to improve financial management. In connection with our audit, we did not have any such findings.

Section 10.554(1)(i)4., Rules of the Auditor General, requires that we address noncompliance with provisions of
contracts or grant agreements, or abuses that have occurred, or are likely to have occurred, that have an effect on
the financial statement amounts that is less than material but which warrants the attention of those charged with
governance. In connection with our audit, we did not have any such findings.
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We would like to take this opportunity to thank the Plan for the many courtesies and cooperation extended to our
representatives during the course of our audit.

The purpose of this management letter is to communicate certain matters prescribed by Chapter 10.550 Rules of the
Auditor General. Accordingly, this management letter is not suitable for any other purpose.

&A’W& Hhewalfh (L

Crowe Horwath LLP

Lakeland, Florida
March 24, 2015
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Crowe Horwath.

Crowe Horwath LLP
Independent Member Crowe Horwath International

INDEPENDENT ACCOUNTANT’'S REPORT ON COMPLIANCE WITH
SECTION 218.415, FLORIDA STATUTES

Board of Trustees
City of Lakeland, Florida
Employees’ Pension and Retirement System

We have examined the Employees’ Pension and Retirement System of the City of Lakeland, Florida (the “Plan”)
compliance with Section 218.415, Florida Statutes, concerning the investment of public funds during the year ended
September 30, 2014. Management is responsible for the Plan's compliance with those requirements. Our

responsibility is to express an opinion on the Plan’s compliance based on our examination.

Our examination was conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants and, accordingly, included examining, on a test basis, evidence about the Plan’s
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our examination provides a reasonable basis for our opinion. Our examination does

not provide a legal determination on the Plan’s compliance with specified requirements.

In our opinion, the Plan complied, in all material respects, with the aforementioned requirements for the year ended

September 30, 2014.
Chove Huath LLP

Crowe Horwath LLP

Lakeland, Florida
March 24, 2015
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