








CECIL COUNTY PUBLIC SAFETY
PENSION PLAN
BOARD OF TRUSTEES
200 Chesapeake Bivd.
Elkton, MD 21921
(410) — 996-5200

December 15, 2009

To the Board of County Commissioners and
The Citizens of Cecil County, Maryland

Pursuant to Maryland state law that requires essentially all local governments’ pension plans to
prepare a complete set of financial statements presented in conformity with generally accepted
accounting principles (GAAP) and audited in accordance with generally accepted auditing
standards by a firm of licensed certified public accountants, we hereby issue the Annual Financial
Report of The Cecil County Pension Plan for Public Safety Employees (the Plan) for the fiscal year
ended June 30, 2009. The Plan is a pension plan of Cecil County. This report is divided into two
sections: an Introductory Section including the administrative organization and the letter of
transmittal; and a Financial Section including the report of the independent public accountants,
management’s discussion and analysis, the financial statements of the Plan, and certain required
supplementary information.

This report consists of management’s representations concerning the finances of the Plan.
Consequently, the Trustees of the Plan assume responsibility for the completeness and fairness of
the presentation, including all disclosures. To provide a reasonable basis for making these
representations, the Trustees of the Plan have established a comprehensive internal control
framework that is designed to protect the Plan’s assets from loss, theft, or misuse and to compile
sufficient information for the preparation of the Plan’s financial statements in conformity with GAAP.
Because the cost of internal controls should not outweigh their benefits, the Plan’s comprehensive
framework of internal controls has been designed to provide reasonable rather than absolute
assurance that the financial statements will be free from material misstatement. As management,
we assert that, to the best of our knowledge and belief, this financial report is complete and reliable
in all material respects.

The Plan’s financial statements have been audited by SB and Company, LLC, a firm of licensed
certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the Plan as of and for the fiscal year ended June 30,
2009 is free of material misstatements. The independent audit involved examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessing the
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accounting principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The independent auditor concluded, based upon the audit,
that there was a reasonable basis for rendering an unqualified opinion that Cecil County’s financial
statements for the fiscal year ended June 30, 2009 are fairly presented in conformity with GAAP.
The independent auditor's report is presented as the first component of the Financial Section of this

report.

GAAP require that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management's Discussion and Analysis
(MD&A). This letter of transmittal is designed to complement the MD&A and should be read in
conjunction with it. The Plan’s MD&A can be found immediately following the report of the
independent public accountants.

Profile of the Plan

The Cecil County Pension Plan for Public Safety Employees was established effective July 1, 2002
under a plan document and trust agreement enacted by the Board of County Commissioners of
Cecil County to provide retirement benefits to certain law enforcement and emergency services
personnel. Responsibility for the administration and operation of the Plan is vested in a 9-member
Board of Trustees appointed by the Board of Commissioners.

The Plan serves members and beneficiaries totaling 311 (p. 10). The Plan is a single-employer
defined benefit plan that covers all full-time employees on the County’s Public Safety Pay Plan
hired after June 30, 2002, employees who have opted to convert from the State MPRS Pension
Plan to the Plan, and the Cecil County Sheriff. Thus the plan covers a majority of the law
enforcement officers, correctional officers, and professionals of emergency services, of Cecil
County, Maryland.

Major Initiatives

Current Year. In 2009, following a formal request for proposal, the Plan changed investment
managers from Merrill Lynch to Prudential, and also changed the type of investment vehicle
utilized. Previously, the Plan invested in individual stocks, bonds and government agencies. The
Plan now will utilize Institutional Separate Accounts which are essentially mutual funds. This
approach will provide access to some of the most respected investment managers in the industry.
Additionally, the Trustees obtained three new participating physicians to function as the Medical
Review Board.

Long Term. With 7 years’ operating history to draw upon, the Board of Trustees will continue to
review its policies and procedures to ensure the best possible results for Plan participants. The
Trustees will continue to develop internal operating procedures regarding the Disability Review
process.

Additions and Deductions from Plan Net Assets

Contributions from the County and Plan participants totaled $2,557,428, but were offset by an
investment loss of $2,780,353 for total reductions to Plan assets of $222,925 in fiscal year 2009
due to the collapse of the financial market and subsequent recession. Additions for fiscal year 2008
were $1,287,782. The activity for both fiscal years 2009 and 2008 provided sufficient funds to
finance the retirement benefits in those respective years.
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The Plan was created to provide retirement annuities, survivor benefits, and total and permanent
disability benefits to qualified members and their beneficiaries. The cost of such programs includes
recurring benefit payments as designated by the Plan, refund of contributions to terminated
employees, and the cost of administering the Plan. The total deductions from Plan net assets
related to the above programs amounted to $811,667 and $752,196 in fiscal years 2009 and 2008,
respectively. Since its inception in 2002, the Plan has seen annual increases in benefit payments;
however, refunded contributions decreased from $95,854 in fiscal year 2008 to $60,236 in fiscal
year 2009 due to reduction in turnover in the Public Safety Pension sector.

Additional information regarding additions and deductions is contained in management’s discussion
and analysis which begins on page 3.

Investments

Through its plan document, trust documents, policies, and procedures, the Plan has established
standards to assure that fiduciaries shall discharge their duties solely in the interest of the Plan
participants and beneficiaries and with the degree of diligence, care, and skill which prudent men
and women would ordinarily exercise under similar circumstance in a like position. (The general
concept is often known as the “prudent person rule.”) These standards permit the diversification of
investments by the Plan to enable the Plan to reduce overall risk and increase returns.

The Board of Trustees has established an investment policy that allows for the delegation of
investment authority to professional investment advisors. The statement of investment policy
outlines the responsibility for the investment of the fund and the degree of risk deemed appropriate
for the fund. Investment advisors are to execute the investment policy in accordance with the Plan
and Trust documents, as well as, Board policy and established guidelines, but can use full
discretion within the policy and guidelines. For July 2008 - May 2009 and fiscal year 2008, the
return on investments, net of fees, was a negative 14.73% and a negative 4.52%, respectively. The
Plan’s investments were transferred to Prudential on May 22, 2009, where the return on
investments, net of fees, was a positive return of 2.70% for the 39 day period ended June 30, 2009.

Funding

A pension plan is well funded when its assets are equal to or greater than the actuarial accrued
liability. The Plan’s funding objective is to meet long-term benefit promises through contributions
that remain approximately level as a percent of member payroll. The greater the level of funding,
the larger the ratio of assets accumulated to the actuarial accrued liability, and the greater the level
of investment potential. The advantage of a well-funded plan is that participants can look at assets
that are committed to the payment of benefits. The actuarial accrued liability and actuarial value of
the assets of the Plan as of June 30, 2007, the most recent actuarial valuation, amounted to
$26,337,765 and $15,442,512, respectively, or 58.6% funded. The previous actuarial valuation
showed that the actuarial accrued liability and actuarial value of the assets of the Plan as of
July 1, 2006, amounted to $21,635,271 and $12,928,657, respectively, or 59.8% funded.

Professional Services

Professional consultants are appointed by the Board of Trustees to perform professional services
that are essential to the effective and efficient operation of the Plan. An opinion from the certified
public accountant is included in this report. The consultants appointed by the Board of Trustees are
listed on page v.
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THE CECIL COUNTY PENSION PLAN
FOR PUBLIC SAFETY EMPLOYEES

MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2009

The Trustees of the Cecil County Pension Plan for Public Safety Employees are pleased to present
to readers of the financial statements of the Plan this narrative overview and analysis of the
financial activities of the Plan for the fiscal year ended June 30, 2009.

Financial Highlights

The assets of the Plan exceeded its liabilities at the close of the fiscal year by $15,576,159 (net
assets). As the Plan completed its seventh year of operation, the Plan’s net investment income
decreased from a negative $852,350 in 2008 to a negative $2,780,353 in 2009 due to a recession
in FY09 and turmoil in the financial sector. Pension benefits to retired participants and the return of
contributions and interest to terminating participants increased from $646,311 in 2008 to $750,251
in 2009. As of the last actuarial valuation, June 30, 2007, the Plan had 192 active members, 31
retired participants, 1 disabled participant and 6 terminated vested members not yet receiving
benefits. Based on the records of the County (unofficial), as of June 30, 2009, the Plan had 242
active members, 42 retired participants, 1 disabled participant and 20 terminated vested members
not yet receiving benefits.

Overview of the Financial Statements

This discussion and analysis is an introduction to the Plan’s basic financial statements. The Plan’s
basic financial statements are comprised of three components: 1) Statement of Plan Net Assets,
2) Statement of Change in Plan Net Assets, and 3) Notes to the Financial Statements.

The Statements of Plan Net Assets (page 7) presents information on all of the Plan’s assets and
liabilities, with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the Plan
is improving or deteriorating.

The Statements of Change in Plan Net Assets (page 8) presents information showing how the
Plan’s net assets changed during the most recent fiscal year. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs, regardless of the timing
of related cash flows.

The Plan is also reported as a blended component unit and fiduciary fund of the Cecil County,
Maryland, government.

Notes to the financial statements. The notes provide additional information that is essential to a
full understanding of the data provided in the financial statements. The notes to the financial
statements can be found beginning on page 9 of this report.

Required Supplementary Information. The Required Supplementary Information and related
notes provide additional information that is essential to a full understanding of the funding progress
of the pension plan. The information can be found beginning on page 14 of this report.

Additional information. Other supplementary information is shown on page 16.
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Financial Analysis of the Plan

Net Assets. The following is a year-to-year comparison of the net assets of the Plan.

Increase Increase
June 30, June 30, (Decrease) (Decrease)
2009 2008 Amount Percentage
Assets

Cash and Short-Term Iinvestments $ 106,847 $ 932,932 $ (826,085) -88.5%
Receivables 470 50,822 (50,352) -99.1%
investments 15,473,363 15,628,574 (155,211) -1.0%
Total Assets 15,580,680 16,612,328 {1,031,648) -6.2%

Liabilities
Total Liabilities 4,521 1,577 2,944 186.7%

Net Assets
Held in Trust for Pension Benefits $ 15,576,159 §$ 16,610,751 $ (1,034,592) -6.2%

Net Plan assets decreased by 6.2% to $15,576,159. The decrease in net assets of $1,034,592 was
made up of the following components: contributions from employer and active participants of
$2,557,428, net investment losses of $2,780,353, benefit and return of contribution payments of
$750,251 and administrative costs of $61,416.

Changes in Net Assets. A year-to-year comparison of changes of plan net assets is as follows:

Increase Increase
(Decrease) (Decrease}
2009 2008 Amount Percentage
Additions

Contributions $ 2557428 $ 2,140,132 $ 417,296 19.5%
Net Investment Income (Loss) (2,780,353) (852,350)  (1,928,003) -226.2%
Total Additions (222,925) 1,287,782 (1,510,707) -117.3%

Deductions
Annuity Benefits 690,015 550,457 139,558 25.4%
Contribution Refunds 60,236 95,854 (35,618) -37.2%
Administrative Expenses 61,416 105,885 (44,469) -42.0%
Total Subtractions 811,667 752,196 59,471 7.9%
Changes in Net Assets $ (1,034592) $ 535,686 $ (1,570,178) -293.2%

The Plan experienced a decrease, $1,034,592, in net assets in fiscal year 2009. Total contributions
from employer and participants increased $417,296 or 19.5% over 2008 which is largely due to a
higher contribution from the County of $343,168, related to changes in actuarial assumptions. In
addition, employer contributions increased $74,128 mainly due to an increase in active members.
The Plan had a loss of $2,780,353 on investments due to turmoil in both the banking and brokerage
industries, as well as, a recession during the fiscal year 2009.
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The Plan experienced a 42.0% decrease in administrative expenses between 2008 and 2009. The
decrease was mainly due to lower actuarial costs of $56,171 as compared to the prior fiscal year.
Fiscal year 2008 included cost for an experience study and an asset allocation study which are
requested by the Trustees on an as needed basis. Partially offsetting the above decrease was an
increase in legal fees of $16,876 compared to 2008. Benefits paid to retirees increased by
$139,558 compared to 2008 which is mostly due to new retirees in fiscal year 2009. As of June 30,
2009, the Plan had 43 retirees and beneficiaries receiving benefits which included 6 new retirees. In
addition, there were 20 vested terminations not yet eligible to receive benefits as of June 30, 2009.
Contribution refunds of $60,236 were paid to 12 terminating participants in 2009 versus $95,854 to
24 terminating participants in 2008.

Requests for Information

This financial report is designed to provide a general overview of the Plan’s finances to participants
in the Plan, the citizens of Cecil County, and other users of such data. Requests for additional
copies of this report, an actuarial report, a list of investments, questions concerning any of the
information in this report, and requests for additional financial information should be addressed to
Donna Nichols, Director of Human Resources, 200 Chesapeake Blvd, Elkton, Maryland 21921.
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THE CECIL COUNTY PENSION PLAN
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STATEMENTS OF PLAN NET ASSETS
AS OF JUNE 30, 2009 AND 2008

2009 2008
ASSETS
Cash and Cash Equivalents $ 106,847 $ 932,932
Interest Receivable - 50,822
Other 470 -
Total Receivables 470 50,822
investments, at Fair Vaiue
institutional Separate Accounts 15,473,363 -
U.S. Government Obligations - 566,245
Other governmental agencies - 1,777,466
Domestic Corporate Bonds - 3,077,447
Domestic Stocks - 7,794 470
international Stocks - 2,412,946
Total Investments 15,473,363 15,628,574
Total Assets 15,580,680 16,612,328
LIABILITIES
Accounts Payable 4,521 1,677
NET ASSETS
Net Assets Held in Trust
for Pension Benefits
(A Schedule of Funding Progress
is presented on Page 14.) $ 15,576,159 $ 16,610,751

The accompanying notes to the financial statements are an integral part of these statements.






























