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Honorable Robert P. Casey, 
Governor, Commonwealth or Pennsylvan1a 

Members, Pennsylvanta General Assembly 
Members, Pennsylvan1a State Employes· 

Ret1rement System 

Dear Governor Casey, Legislators and Members : 

The Pennsylvanta State Employes· Ret1rement Board ti 
tts 199 1 Annual Report or operattons . Thts report c 
htghltghts, actuartal data, and other r1nanc1al tnrorn 
an tndependent aud1t or the Fund by Coopers & Lyb1 
1989 was completed and a separate report by the 1nde 
1s 1ncluded. The consult1ng actuary, Hay/Hugg1ns, ~ 
soundness or the Fund and that report ts conta1ned heretn 

The total market value or the Fund's 1nvestments ; 
1991 was S 11.8 btllton rerlect1ng a total tnvestmen 
22 .71', arter all rees and expenses , ror the year . Thts 
result or the strong capttal markets 1n the Untted 
35 .21' return 1n stocks exceeded the standard benchm, 
& Po or's 500 Stock Index (30 .51') and the return or 
Stock Index (34 .21') . The Fund's 19.07' return on tts 
portrolto also exceeded the benchmark or the Shearso 
Bond Index C 16.0~) . The Fund rematns well dtversHte 
a h1gh qualtty, long-term 1nvestment plan ror the 
expertenced an 11.2~ average rate or return, arter 
rtve years ; and a 14.4~ rate of return, arter rees, 
years . These ret urns exceeded the actuarial return 
Fund over thts ttme hortzon. 

Act 1991 - 23 , the "Mellow B111," provtded a rettre 
potentially 15~ or the acttve members or the ~ 
Employes· Rettrement System who qualtrted and rettr , 
1991 . The Ret trement System recetved nearly three 
number of ret1rement appl1catlons tt recetves 1n one 
the greatest 1mpact on System operattons s1nce the rt 
Ret1rement Code 1n 1974, caustng the largest rate 
demands ror member servtces tn System history . Acttv 
complete processtng or rettrement accounts, rollow-l 
of member records wt 11 conttnue throughout most or 1992 

The Retirement Board Is committed to Improve 
membersh i p and to make prudent tnvestments r or the Fune 

Respectrully subm1tted, 

~~ 
John Bros1us 

Execut1ve D1rector 
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SERS Board Members• 

Mr. William J. Moran 
Chairman 

Hon. Anthony B. Andrezeski 
State Senator 

Mr. Robert A. Bittenbender 
Executive Director 

Senate Appropriations Committee (R) 

Hon. Catherine Baker Knoll 
State Treasurer 

Hon. Nicholas Maiale 
State Representative 

Hon. Gibson E 
State Sc 

Hon. James 
Stale Repre 

Mr. Charles J 
Retired Member and State Ci 

Mr. K. Paul 
Budget A 

House Minority Appropr 

SERS Administrative Starr 

John Brosius 
Executive Director 

Dale H. Everhart 
Assistant Executive Director 

Kenneth G. Mertz, II 
Chief Investment Officer 

Francis J. Donlev 
Director of Financial Mar 

Jeffrey B. Clay, Esq 
Acting Chief Coun 

Fund Custodian 

The State Treasurer 

Agent Bank and Tru st Accountin g Ser vices 

CoreStates Bank, N.A. 

Wilshire Associates Incorporated 
(Investments) 

Pathway Capilal Management 
(Venture Capital and Alternative Investments) 

•Two vacant scats as of December 3 1, 1991. 
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Coopers & Lybrand 
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STATE EMPLOYES' RETIREMENT SYSTEM 
PLAN PROVISIONS OVERVIEW 

The Pennsylvania State Employes' Retir~ment _System (SERS), establi~hed in 1923, is one of 
the nation's oldest and largest statew ide ret irement plans for public employes , with over 
188 ooo members. SERS also ranks among the top public plans in pension assets with 
app~oximately $11.8 billion invested in various portfolios. A brief overview of the major 
elements of the plan follows. 

PURPOSE 

The SERS provides regular and disability retirement benefits for state employes and elected 
state officials. The SERS is responsible for administering retirement law in accor dance with 
the expressed intent of the General Assembly and bears a fiduciary obligation to the state 
employes and retirees who are the plan beneficiaries. 

ADMINISTRATION 

The Retirement Code provides that the admin istrat ion of the SERS and the fiduciary 
responsibility for management of the Fund be vested in an eleven member Board of Trustees. 
Six of the members are appointed by the Governor and confirmed by the Senate; two members 
are appointed by the President Pro Tempore of the Senate; and two members are appointed by 
the Speaker of the House of Representatives. The State Treasurer serves as a member of the 
Board, ex-officio. 

The management of the SERS is the responsibili ty of the Executive Director . This individual 
functions as the Chief Administrative Officer and Agent of the Board on all matters pertaining to 
the System and, with the approval of the Board, contracts for professional services and 
employs the staff needed to operate the System. 

MEMBERSHIP ELIGIBILITY 

Pe~~anent full-time state employes and employes of certain independent agencies are ~e~uired 
to Join the SERS._ Permanent part-time employes who are paid a salary must a!so iom the 
System. All part-time employes who are paid by the hour or day must join SERS 1f they work 
750 hours or 100 days in a calendar year . 

Members and employes of the Legislature , certain elected persons in the executive branch, 
department heads, and certain school employes are not requ ired to join the SERS. 

CONTRIBUTIONS 

The SERS member contribution rates are appli ed to gross pay. The basic contribu tion rate is 
5% of _gross pay for those in continuous membership since July 21, 1983. For those employe! 
becoming membe~s o~ SERS on or after July 22, 1983 , the contribut ion rate is 6.25% of gr?s d 
P~Y- . These contributions are deposit ed into an individually iden tified account and ~re cr~dit~ 
with interest each quarter. A member's contribut ions and credited interest vest 1mmediat~ y 
and are returned upon termination of service if the memb er is not eligible for other ~en_~f~ts. 
The employer's contribution rate is set after each annual actuarial valuati on of the llabihtie~ 
and reserve requirements of the Fund. Employers contributed at a composite rate of 9·87% 0 

employe payroll for Fiscal Year 1991-92 . 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM 



SERVICE 

The amount of credited service a member has is one of the factors used to determine the 
eligibility for and amount of benefits. Credited service is defined as state service and creditable 
non-state service. Creditable non-state service is limited to: intervening military service; 
non-intervening military service; out-of-state educational service; and other governmental 
service. 

CREDITABLE STATE SERVICE 

Currently, state service is credited on the basis of the hours for which a member is paid. One 
thousand six hundred and fifty (1650) hours in a calendar year are credited as one year of 
service. 

CREDITABLE NON-STATE SERVICE 

INTERVENING MILITARY SERVICE is creditable for that military service rendered during a 
leave of absence from state employment. 

NON-INTERVENING MILITARY SERVICE is limited to five years of credit, with certain 
prohibitions due to a member's use of this service toward another pension. 

OUT-OF-STATE EDUCATIONAL SERVICE is limited to ten years of credit. Certain restrictions 
apply as to the type of service which is creditable. For example, only service as an 
administrator, teacher, or instructor may be considered. 

OTHER GOVERNMENTAL SERVICE is creditable if former service with some other governmental 
agency was ended because of a transfer, by law, to the Commonwealth. 

RETIREMENT BENEFITS 

ELIGIBILITY FOR MONTHLY RETIREMENT BENEFITS 

A member is eligible for monthly benefits if, upon leaving employment, the member has ten or 
more years of credited service at any age or the member has reached normal retirement age 
with at least three years of credited state service. 

NORMAL RETIREMENT 

Normal retirement age is age 60 or the age at which a member has 35 years of service, 
whichever occurs first. There are some exceptions to this: normal retirement is age 50 for 
members of the Legislature, corrections officers, liquor law enforcement officers, psychiatric 
security aides, officers of the state police and Delaware river port authority police, and certain 
nurses. 

A member is eligible for unreduced retirement benefits upon reaching normal retirement age if 
the member has at least three years of credited service. 

PENNSYLVANIA ST A TE EMPLOYES' RETIREMENT SYSTEM 



EARLY RETIREMENT 

A mber can retire prior to normal retirement age f the member has at least ten years 1 
cre~~ed service. The earl~ retirement benefit amount Is reduced for the number of years t~e 
member is under normal retirement age. 

RETIREMENT BENEAT CALCULATION 

The amount of normal unreduced retirement benefits doponds on throe things. years of service; 
final average salary; and the member's age. The formu la for tho annual full retirement 
allowance is .02 x years of service x final average salary. The fmal average salary, generally 
speaking, is the average of the three highest years of compensation . Members electing early 
retirement will receive a reduced pension. 

RETIREMENT OPTIONS 

The retiring member may select among several retirement payment options. 

FULL RETIREMENT ALLOWANCE This plan provides tho maximum amount of pension per month 
to which the member is entitled. Monthly pension payments will be made for life. When the 
member dies, his/her beneficiary will receive the member's Accumulated Deductions less the 
amount of pension payments the member received. 

OPTION 1. Under this plan the member will receive a smaller pension per month than under a 
Full . Retirement Allowance. Monthly pension payments to tho member are for life. This ~Ian 
p~ovides greater death benefit protection than Full Retirement. When the member dies, 
his/her beneficiary will receive the account's Present Value at retirement less the amount 01 

pension payments the member received. 

C 

OP!ION 2. This plan will also provide the member with less benefit per month than a Full 
Retirement Allowance. This plan provides a Iii etime monthly pension to the membe~ and• upon 
the member's death, to his/her Designated S•Jrvivor Annuitant for that person's lifetime. Upon 
the member'~ death his/her Designated Survivor Annuitant will begin to receive the same 
monthly pension the member received. 

OP!ION 3· This plan also provides the member with a monthly pension less than a Fu~ 
Retirement Allowance. This plan provides a lifetime monthly pension to the member and• upo 
t~e member's death, to his/her Designated Survivor Annuitant for that person's lifetime. ur~ 
~he member's de~th, his/her Designated Survivor Annuitant will begin to receive one-hal 

0 

e monthly pension the member received. 

_OtPTION 4. This plan allows the member to withdraw all or part of his/her contributions plutss 
m erest. The member m 1 • . · 11 nt paymen · Once the el . . ay_ e ect to receive this withdrawal in up to four 1nsta me nts will 
earn interes~c11~~h1s made, it may not be changed for any reason. The installment paym~his will 
make the a ,e r~te of 4% per year until the time they are paid to the member. ted on 
the rernai::~b~\~ lifelong m,onthly pension smaller since his/her pension is t~en c~mp~ember 
must also elect ~ne ~f ~~counts Present Value. If the member elects this opt10~, t e ption and 
must be selected t th e. month1Y payment plans listed above. Option 4 is a one-time 

0 

a e time the member applies for his/her retirement benefit. 

SPECIAL OPTION PLAN If he member 
may request a Special Opt' non~. of these plans suit the member's personal needS, t estrictions. 
Approval by the Retireme ~o~ w ic~ he/she must design, subject to Retirement Law. r rnent. 

~ n oard is required in advance of the member's actual retire 

MENTSYSTEM 
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DISABILITY RETIREMENT ELIGIBILITY 

A member must have at least five years of credited service to be eligible to apply for a 
disability pension. State police and liquor law enforcement officers have no minimum service 
requirement. The member must be physically or mentally incapable of performing the duties 
of the member's present job. A member will not qualify for disability benefits unless the 
medical evidence, which documents the disability, is approved by the Board's physician(s). 

DEATH BENEFITS 

If a member dies in state service before normal retirement age, and with less than ten years of 
credited service, the member's contributions plus interest will be paid to the member's 
beneficiary. 

If a member dies while still in state service and after becoming eligible for a monthly 
retirement benefit, it will be assumed that the member retired under Option 1 the day before 
the member's death. In that event, the present value of the member's annuity will be payable to 
the member's beneficiary. If the present value is $5,000 or more, the beneficiary may choose 
to receive the death benefit in either monthly payments or a lump sum payment. A lump sum 
payment is made if the present value is less than $5,000. 

VESTING 

If a member leaves state employment prior to normal retirement age with ten or more years of 
credited service and does not want an immediate benefit, the member may elect to vest. When 
vesting, the member's contributions plus interest remain in the Fund allowing the member to 
defer receiving a benefit until a later time. By vesting, the member's monthly benefit will 
increase as the member approaches normal retirement age. Interest is credited on the 
member's contributions during the vesting period. 

TAXATION OF BENEFITS 

Pennsylvania law provides that no Pennsylvania state or local taxes are payable on any 
payments received from SERS. Generally, all payments are subject to federal taxation. Since 
the Tax Reform Act of 1986, certain payments made prior to age 55 may also be subject to an 
additional tax. Members are advised to obtain reliable tax advice prior to select ion of a 
retirement option. 

COST OF LIVING ADJUSTMENTS 

Cost of living adjuslments are granted by the Legislature periodically on an ad hoc basis. Cost of 
living adjustments were granted by the Legislature in 1968, 1974, 1979, and 1984. The most 
recent cost of living increase to eligible members was January 1, 1989. 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM 
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SPECIAL EARLY RETIREMENT PROVISION 

A s ecial early retirement provision has been in effect since J~ly 1, 1985. T~e closing date 01 

!hi/provision has been extended to June 30, 1993 and an earlier age restriction was lifted. 

A member must meet all of the following con~iti~ns to qualify for t_he special ea~ly retirement 
provision, which reduces and in some cases ehmtnates the early ret irement reduction factor: 

Terminate employment between July 1, 1985 and June 30, 1993; 

Terminate employment prior to normal retiremont age; 

Have at least 30 years, but no more than 34.9999 years, of credited service in 

the Retirement System at termination; and 

File a retirement application for benefits on or before June 30, 1993. 

EARLY RETIREMENT INCENTIVE PROGRAM 

Act 1991-23, the "Mellow Bill," enacted on August 5, 1991 created an early retirement 
incentive for approximately 15 percent of State Employes' Retiremen t System (SERS) active 
members. To qualify for the incentive a member had to meet the follow ing conditions: 

• Terminate active State service (including being furloughed) during the period 
February 1, 1991 to December 31, 1991; 

• Be at least 55 years of age by January 31, 1992; 

• Have at least 1 0 years of retirement credited service by December 31 , 1991; and 

• File an application for retirement benefits before January 1, 1992 . 

If qualified, a member received an additional 1 o percent service credit at retirement. 

~o~e. then 18,000 members were eligible for this incentive and approximately 7 ,ooo of 
th

o~e 
individuals took ad~antage of the incentive. The majority of those retirements occ~rred 

10 

~ecember 1991. This volume is significant since SERS typically processes 4,00 0 retirements 
m one year. 

This in~enti~e cau~ed a substantial need for member counseling by the SERS retirement 
counseling held o_ttice staff and Agency personnel offices (where SERS field offices are no~ 
op~n). These offices handled 77,645 telephone inquiries and conducted 20,80

8 
persona 

~):;iment counsel_ing sessions from August through December of 1991. While SERS cent~ 
t e was send'"g out through the payroll distribution system approximately 

15
•
0 

s 
~~l~m~\ed eStimate letters to active members eligible to retire under the Mellow Bill, SER d 
retire~ ,ce stall and Agency personnel offices were producing another 9,312 custom•z~, 
proces;;~~ :t'\~mates for individuals requesting them. Activities related to the comple 

ese retirement accounts will continue throughou t most of 1992. 

r 

r--- --------- -- PE_N_N_S_Y-LV_A_N_IA_S_T_A_TE_E_M_P_L_O_Y_ES_'_R_E_TI-R-=E-:--:M~EN:-;-:T~SYSTEM 



STATE EMPLOYES' RETIREMENT SYSTEM 

ADMINISTRATIVE BUDGET SUMMARY 

ADMINISTRATIVE EXPENSES 

STATE EMPLOYES' RETIREMENT FUND Proposed Authorized 

1992-93 1991-92 

Personnel Expense $7,014 $6,667 

Operational Expense 

State Treasury 450 431 

Auditor General 5 3 

Comptroller Operations 53 50 

Commonwealth Central Services 

& Other Contracted Services 1,484 370 

Postage & Print ing 425 408 

Data Processing 450 385 

Central Headquarters 1 ,329 483 

& Field Off ice Rental 

Office Expense a2Q ill 

Total Operating Expenses $5,016 $2,917 

Fixed Asset Expense 

Equipment & Furniture 210 248 

EIF ill Q. 

Total Fixed Expense 660 248 

New Programs & Expansion of 

Existing Progr ams: 

Pub lications Admin istration 0 66 

Training Office 0 97 

Computer System Redesign 0 1,810 

Investment Office Q. ll.a 
0 $2,122 

Total Expenses $12,690 $11 ,954 
======== 

Number of Full-time Pos itions (Author ized) 164 164 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM 

Actual 

1990-91 

$5 ,324 

421 

3 
43 

247 

352 

269 
411 

2.-4.a 

$2,395 

46 

.1.6..a 

209 

0 

0 

0 
Q. 

0 

$7 ,928 
======== 

159 









Coopers 
&Lybrand 

cen1fied public ac:coun 

REPORT OF INDEPENDENT ACCOUNT} 

Board of Trustees 
Commonwealth of Pennsylvania 

State Employes' Retirement System: 

We have audited the statements of net a 
benefits of the Commonwealth of Pennsylvania Sta 
Retirement System (System) as of December 31, 19 
related statements of changes in net assets avai 
for the years then ended. These financial state 
responsibility of the System's management. our 
express an opinion on these financial statements 

We conducted our audits in accordance w 
auditing standards. Those standards require tha 
the audit to obtain reasonable assurance about w 
statements are free of material misstatement. A 
examining, on a test basis, evidence supporting 
disclosures in the financial statements. An aud 
assessing the accounting principles used and sig 
made by management, as well as evaluating the ov 
statement presentation. We believe that our aud 
reasonable basis for our opinion. 

In our opinion, the financial statement 
present fairly, in all material respects, the fi 
Commonwealth of Pennsylvania State Employes' Ret 
December 31, 1990 and 1989, and the changes in i 
for the years then ended in conformity with gene 
accounting principles. 

our audits were conducted for the purpo 
opinion on the basic financial statements taken 
Supplementary Information is presented in accord, 
No. 5 of the Governmental Accounting Standards B• 
additional analysis and is not a required part o 
statements. Such information for the years 1982 
through 1990 has been subjected to the auditing J 

the audit of the basic financial statements and, 
fairly stated, in all material respects, in rela1 
financial statements taken as a whole. We previ c 
expressed unqualified opinions on the basic fina1 
the years 1982 through 1984 and 1988. Such infoi 
1981 and 1985 through 1987 has been subjected to 
procedures applied in the audits of the basic fi1 
which were audited by other auditors, whose repoi 
unqualified opinions, and, in their opinion such 
stated in all material respects in relation to ti 
statements taken as a whole. 

5 North Fifth Street 
Harrisburg, Pennsylvania 
July 11, 1991 

/ 



COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS 

December 31, 1990 and 1989 

1990 . 1989 
(OOO's omitte d) 

ASSETS 

Investments at fair value: 
United States Government securities 
Corporate and foreign bonds and notes 
Common and preferred stocks, including 

collective trust funds 
Temporary investments 
Mortgage loans 
Real estate 
Venture capital 

Total investments 

Contributions receivable: 
Employers 
Employes 

Accrued investment income receivable 
Due from brokers 
Cash 

Total assets 

LIABILITIES 

Accounts payable and accrued expenses 
Due to brokers 

Total liabilities 

Contingencies (Note 7) 

NET ASSETS AVAILABLE FOR BENEFITS 

$1 , 921,104 
1, 026,855 

4, 768,574 
409,805 
632,558 
862 , 145 

93 , 849 

9 , 714 , 890 

106 , 582 
4 , 756 

59,152 
14,768 

1 

9 ,9 00,149 

(9 , 192) 
(5,057) 

(1 4, 249) 

$9,88 5,900 

The accompanying notes are an integral pa r t 
of the financial statements. 

$1,500 ,946 
1,064, 314 

4,922 ,289 
61 2,912 
58 9,250 
82 8,661 

88,274 

9,606 ,646 

106 ,6 85 
5 ,133 

72 ,572 
8,118 

1 

9,799 ,155 

(6 ,754) 
(7 ,827) 

(1 4,58 1) 

$9 , 78 4 , 574 



COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 

for the years ended December 31, 1990 and 1989 

ADDITIONS: 
I nv estme nt i ncome: 

Net (depreciation) appreciation 
in fai r v alue of investments 

Intere st a nd dividends 

Less inve stment expenses 

Contribution s: 
Employers 
Employes 

Total a d d it i on s 

DEDUCTIONS: 
Benefits an d re f unds paid to participants 
Administ r a t ive e xpenses 

Tota l de duct i ons 

Net inc r ease 

Net asse t s ava il a ble f or benefits 
a t beginnin g of y ear 

Net asse t s availa ble for benefits 
at end o f y e a r 

1990 1989 
(OOO's omitted) 

$ (430,408) $ 912,6 5 3 
565,414 569,65 5 

135,006 1,482,308 
20,832 17,601 

114,174 1,464,707 

418,655 416,513 
175,422 164,653 

708,251 2 ,045,873 

599,525 567,101 
7,400 6,028 

606 , 925 57 3 ,1 2 9 

101,326 1,472,744 

9,784,574 8,311,830 

$9,885,900 $9,784,574 

The accompanying notes are an integ ral part 
of the financial statement s . 

4 
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COMMONWEALTH OF PENNSYLVANI A 
STATE EMPLOYES' RETIREMENT SYSTEM 

NOTES TO FINANCIAL STATEMENTS 

1. Description of the system: 

----

The state Employes' Retirement System (Syste m) is the 
administrator of a cost-sharing multiple-e mployer retirement 
system established by the Commonwealth of Pennsylvania 
(Commonwealth) to provide pension benefits for employes of state 
government and certain independent agencies. At December 31, 
1990, there were 112 participating state and independent 
agencies. The system is considered part of the Commonwealth of 
Pennsylvania financial reporting entity and is included in th e 
commonwealth's financial reports as a pen sion trust fund. 

Membership in the System is mandatory for most state ernploye s, 
members and employes of the legislatur e and certain elected 
persons in the executive branch. Certain other employes are not 
required, but are given the option to particip ate. At December 
31, 1990, System membership consisted of: 

Retirees and beneficiaries currently 
receiving benefits and terminated 
employes entitled to benefits but 
not yet receiving them 

Current employes: 
Vested 
Nonvested 

Total members 

77,840 

68,243 
43,005 

189,088 

The_system provides retirement, death, and disability benefi ts. 
Retirement benef~ts vest after 10 years of credited service: 
Employes who retire a~ age 60, or with 35 years of service if. 
und er age 60, are entitled to a normal annual retirement benefit. 
Members of the legislature and certain law enforcement offic ers 
can retire with full benefits at age 50. 

The general annual benefit is 2% of the member's highest three 
yea~ average salary times years of service. Members of the 
;~~isla~ure who were members of the System befo re March 1, 1974 

en~itle~ to a benefit of 7.5% of average salary for eac h year 
of legislative service. 

_____________ __::c~o~n~t~i:_i_n~u~e:d~------------- ---



NOTES TO FINANCIAL STATEMENTS, Continued 

1. Description of the system, continued: 

Cov e r ed employes are required to contribute to the System at a 
rate of 5% of their gross pay, except for employes hired on or 
after July 22, 1983, who contribute at a rate of 6.25% of their 
gross p a y. Higher contributions are required of legislators and 
judges ( 18.75% and 7.5% to 10.0% of gross pay, respectively) who 
are e ntitled to increased benefits. The contributions are 
rec o r de d in an individually identified account which is also 
credi t ed with interest, calculated quarterly to yield 4% per 
annum, as ma ndated by statute. Accumulated employe contribution s 
and cre d i t e d interest, which amounted to $1,855,312,000 and 
$1,725, 7 24,000 as of December 31, 1990 and 1989, respectively, 
vest immediately and are returned to the employe upon terminati on 
of servic e i f the employe is not eligible for other benef i ts. 

Participa ti ng agency contributions are also mandated by statute 
and are base d upon an actuarially determined percentage of gro ss 
pay tha t i s n ecess a ry to provide the System with assets 
sufficien t to meet the benefits to be paid to System members. 

According t o the retirement code, all obligations of the System 
will be as s ume d b y the Commonwealth should the System terminate. 

2. Significant Accounting Policies: 

Basi s of Accounting: 

The f ina n cial statements are prepared using the a c crual basis o f 
accounting. Th e System follows Statements No. 3, "Deposits wi th 
Fina n cia l I ns titutions, Investments (Including Repurchase 
Agreement s ), and Reverse Repurchase Agreements," and No. 5 , 
"Disclosu r e of Pension Information by Public Employee Retir ement 
Systems a n d State and Local Governmental Employers," o f th e 
Governmen t al Acc ounting standards Board (GASB) for reporting a nd 
disc l osur e pur p oses. 

Va l u at io n of Investments: 

Mark e t abl e se cu rities, which consist of debt an d equity 
se curit i es, are stated prin c ipally at mark e t valu e. Se c ur i t ies 
t raded on a na tional se c urities exchang e are valu e d a t th e las t 
reported s a les p rice on the last da y of bu s i ne ss of e ach p lan 
yea r. Securi ties wh ich were not tra d e d o n the la st da y of t he 
pla n year o r whic h were not tr a ded on a national securi t ies 
exc h ange ar e va lu ed b y the pl a n a dvisor based on simila r 
s e cu r i tie s sales . Temp o rary i nv es tments are valued a t c ost , 
wh i c h ap pr oximates marke t va l ue . 

Continued 

------- - -0 
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NOTES TO FINANCIAL STATEMENTS, Continued 

· 'f' t Accounting Policies, con tinued : s 1gn1 1can 

Valuation of Investments, continued: 

The f · r value of the particip ation uni ts owned by the Sys tem in 
the c~~lective trust funds was based on quoted r edempti on val ue 
on the la s t business day of the year. 

Mortgage loans are valued by the _mortgage ~dvis ors usi ng a 
discounted cash flow method. Investmen~s in re al estat e are 
stated at appraised value . Venture capital poo ls are state d at 
fair values as determined by the general partne rs of t he ve nture 
capital funds. 

The system presents in the statements of change s in net ass ets 
the net appreciation (depreciation) in the f air value of its 
investments which consists of the reali zed gain s or loss es and 
the unrealized appreciat ion (depre ciation) on th ose inv estme nts. 
Realized gains or losses on sales of investment s are de termi ned 
on a specific identification or average cost ba sis, dep endi ng 
upon the type of investment . 

3. Funding Status and Progress: 

The amount shown as "pension benefit obligatio n " is a 
standardized disclosure measure of the present valu e of pen sion 
benefits, adjusted for the effects of proj ec t e d salary incre ases, 
estimated t o be payable in the future as a r esult of employ e 
service to date. The measure is the actuarial p resent value of 
credited projected benefits and is intended o n an ongoi ng bas is, 
to facilitate the assessment of the system'~ f un ding sta tus and 
progress made in accumulating suffici ent asset s to pay benef its 
when due a~d to allow fo: appropriate compari so n of this da~a 
among public employe retirement systems. The p e n sion be nef it 
obligatio n is calcula t ed bas ed on GASB statemen t No . 5 and is 
i ndep7nde~t of the actuarial funding method us e d to dete rmine 
contributions to the System as discussed in Not e 4. 

The pe~sion bene~it obl igation was determined a s part o f a~ 
actuar~al valuation at December 31, 1990 and 19 89 . Sig nific ant 
~ctuarial assumptions used in cl ude (a) a rate of return on th e 
inve st ment of present and future assets of 9.2 5% and 8.75 % per 
~ear compounded annually in 1990 and 1989, (b) p rojecte d sa lary 
7ncrea~es ~f 4% per year compounded annually, at tributa ble to 
7nflation in 1990 and 1989, (c) additional proj ec t ed sa lary 
increas7s of approximately 2 . 5% and 1.6 % in 1990 and 198 9 , 
re~~e c t i vely, attributable to merit / promot ion a nd (d) no post -0-• irement benefit increa s:: ~tinu ed , -



NOTES TO FINANCIAL STATEMENTS, Continued 

3. Fu n d ing Status and Progress, c o ntinued: 

The pension benefit obligation at December 31, 1990 and 1989 is 
as follows: 

Pension benefit obligation: 
Retirees and beneficiaries 

currently receiving benefits 
and terminated employes 
entitled to benefits but not 
yet receiving them 

Current employes: 
Accumulated employe 

contributions 
Employer-financed, vested 
Employer-financed, nonvested 

Total pension benefit obligation 

Net assets available for benefits, 
at fair value (Note 2) 

Net assets in excess of pension 
benefit obligation 

1990 1989 
(OOO's omitted) 

$3,554,545 

1,855,312 
3,776,219 

350,255 

9,536,331 

9,885,900 

$ 349,569 

$3,474,269 

1,725,724 
3,277,541 

303,984 

8,781,518 

9,784,574 

$1,003,056 

A comparative ten-year summary of the pension benefit obligation, 
which has been calculated in conformance with the requirements o f 
GASB State ment No. 5, is presented as supplementary information 
fol lowing the notes to the financial statements. This 
information is presented for purposes of additional analysis of 
Sy stem progress in accumulating sufficient assets to pay benefit s 
when due. The calculation of the pension benefit obligation 
under GASB Statement No. 5 differs from the calculation required 
u nder Financial Accounting Standards Board (FASB) Statement No. 
35 of the actuarial present value of accumulated plan benefits 
principally by the consideration of future salary increases. 

Cont i nued 

-----------------0 
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NOTES TO FINANCIAL STATEMENTS, Continued 

3. Funding status and Progress, continued: 

The significant actuarial assumpt i ons u s e d in the val~ations of 
the actuarial present value of accumula ted plan b e n efits under 
FASB statement No. 35 as of December 31, 1990 and 1989 are as 
follows : 

Mortality: 
superannuation (normal 

retirement) and early 
retirement: The 19 7 1 Group Annu i t y Mortality 

Tabl e 
Disability: Modifi c a ti o ns of the 1965 Rail road 

Re t irement Boa rd Mortality 
Amon g To tally Disabled 
An nui tants 

Assumed rate of return 
on investments: 7 . 25 % in 1990 and 1989 

The accumulated plan benefit inform a tion a t Decemb e r 31, 1990 an d 
1989 is as follows: 

Actuarial present value of 
ac c umulated plan benefits: 

Vested benefits: 
Participants currently 

receiving payments 
Other participants 

Nonvested benefits 

Total 

1990 1989 
(OOO' s omitted) 

$4 , 619,08 5 
4,026,829 

8,645,914 
1 34,783 

$8,780,697 

$4,322,357 
3,805,152 

8,127,509 
140,92 1 

$8,268,430 

The ch a nges in the actuarial present va l u e of accumu lated pla n 
benefits for the year ended December 3 1 , 1990 are as follows : 

Actuarial present value of accumulated 
plan benefits at January 1, 19 90 

Increase during the year attributab l e t o : 
Pa ssage of time and other causes 
Plan provision changes 
Changes in interest rate and 

salary assumptions 

Actuarial present value of accumul a ted 
plan benefits at December 31, 1990 

(OOO's omitte d ) 

$8, 268,430 

354,136 
57,331 

10 0,800 

$8,780 ,69 7 

~ ----- - -- ----c_o_n_t_in_u_e_d _______ ___ _ __ _ 



NOTES TO FINANCIAL STATEMENTS, Continued 

4. Contri butions: 

The Sy stem funding policy provides for periodic member 
contrib utions at statutory rates and employer contributions at 
actuaria lly determined rates (expressed as a percentage of annual 
gross pay) that are sufficient to accumulate assets to pay 
benefit s when due. All required contributions were made for the 
ye ars 199 0 and 1989. 

Employer contribution rates are determined using the entry age 
normal ac tuarial cost method, with amortization of the unfunded 
actuarial liability and of supplemental annuities arising from 
cost of living and other adjustments over varying periods ending 
June 30, 2004. These rates are computed based upon actuarial 
v aluations on the Commonwealth's fiscal year of June 30; 
therefore the employer contribution rates in effect for the 
System's year end of December 31 reflect a blended average of the 
rates as calculated. The blended contribution rates were as 
follows: 

1990 1989 

Employer normal cost 4.67% 4.71% 
Amortiz ation of unfunded actuarial 

liabilit y 5.87 6.45 
Amortizatio n of supplemental annuities 2.14 1.91 

Total employer cost 12.68% 13. 07% 

Significant actuarial assumptions used to compute contribution 
requirement s are the same as those used to compute the pension 
benefit obligation, except for an assumed rate of return on 
investments of 5.5% per annum and certain revisions to salary 
increase assumptions. 

5. Investme nts: 

As provided by statute, the System's Board of Trustees (Board) 
has exclu sive control and management responsibility of System 
funds and full power to invest the funds. In exercising its 
fiduciary responsibility to System membership, the Board is 
governed by the "prudent man" rule, which requires the exercise 
of due care in establishing investment policy, and has adopted 
its statement of Investment Policy to formally document 
investment objectives and responsibilities. This policy, as well 
as applicable state law, defines permissible investments of th e 
System, including all investment t ypes held in the portfolio at 
December 31, 1990 and 1989 and at all times during the years. 

-----------,--- -0 



NOTES TO FINANCIAL. STATEMENTS, Cont i nue d 

5. Investments, continued: 

The investments of the System at December 31, 1 990 an d 1989 hav e 
be e n categorized to indicate the level of r i sk assum ed by the 
System, in accordance with GASB Statement No . 3 . In accordance 
wi th a contractual relationship between the Commo nwealth's 
Treasury Department and a custodial agent, sub stant ially all 
se c urit i es subject to categorization are held in boo k entry form 
i n a u nique account so as to be ide nt if ied at all t imes as the 
possession of the Commonwealth; all such in v e stmen ts, as well a s 
ce rtain securities held in physical form at t he Commonwealth's 
Tr easury Department, the statutory custodian of th e Fund, are 
reflected in Category 1, which is defined as sec u ri ties insured 
or registered, or held by the System or i ts a gent i n the System 's 
na me. GASB Statement No. 3 provides for Ca t egory 2 and 3 
in ve stments, which reflect a higher ri s k . The Sy ste m has no 
holdings of these types at December 31, 19 90 and 1989 . Certai n 
i nvestments have not been categorize d be ca u s e secur ities are no t 
used as evidence of the investment. The in v e stment s not 
c ategorized include ownership interest s in coll ect iv e trust 
f unds, mortgage loans, real estate and ventur e c api tal pools. 

Summary of Investment Risk Fair 
1990 

Category 1 
( OOO's 

United St a tes Government securities 
Corpor a te and foreign bonds and note s 
Common and preferred stocks 

$1,1 96,987 

Mortgage loans 

Not Cat e g o r i zed 
Invest ments held by broker / dealers 

u nd er reverse repur c hase agreem e nts: 
United States government 

securities 
Corporate and foreign bonds and 

notes 
Common and preferred stocks 

Co llective trust funds 
Temporary investments 
Mortgage loans 
Real estate 
Venture capital 

970,532 
1 , 7 96 ,6 86 

1 , 04 6 

3,965,251 

724,1 17 

56,32 3 
56,90 4 

2,9 14,984 
409 , 805 
631 , 5 12 
8 62 , 1 45 

93 ,8 49 

5 ,7 49 , 639 

Value 
1989 

omitted) 

$ 946,086 
1,013,925 
2,068,625 

1,348 

4,029,984 

554,860 

50,389 
18,574 

2,835,090 
612,912 
587,90 2 
828,66 1 

8 8 ,274 

5 ,576 , 66 2 

Total investments $9 ,7 14 , 8 90 $9, 606 ,6 4 6 

~ Continued 
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5. 

NOTES TO FINANCIAL STATEMENTS, Continued 

Investments, c o n t i nued : 

The System 's investments are managed by various fund managers. 
At December 31, 1990, two fund managers accounted for 
approximate l y 43% of the System's total investment portfolio. 
This concentr ation is in accordance with the System's statement 
of Investment Policy. Because the System's assets are invested 
in a variety of financial instruments, the related values as 
presented in the financial statements are subject to various 
market fluc tuations which include changes in the equity markets, 
interest rate environment and the general economic conditions. 

The System's investments in real estate are concentrated 
principally in office, industrial, retail, and residential 
projects. Approximately $243,000,000 of the real estate 
portfolio is located in Pennsylvania. The System's remaining 
real estate investments are not concentrated in any one 
geographi c area or industry. 

The System participates in a security lending program, whereby 
certain securities are transferred to an independent 
broker/dealer in exchange for collateral equal to 102% of the 
market value of securities on loan (reverse repurchase 
agreements ). As the System represents only one of several 
Commonwealth agencies participating in the security lending 
program and, as collateral received by the custodial agent in 
exchange for System securities is not specifically identifiable 
by agency, the system does not record the receipt of such 
collateral or the corresponding liability to return collateral 
via repurchase of securities under loan. Securities under loan, 
however, are maintained on the System's financial records and 
have been classified accordingly in the summary of investment 
risk. The System has minimized its exposure to credit risk due 
to broker/de aler default by having the custodial agent determine 
daily that required collateral meets 102% of the market value of 
securiti es on loan. The System has not experienced any losses 
due to credit risk on security lending activity since 
implemen tation of the program. 

Continued ~ 
--- ---------- ---- -~ 



NOTES TO FINANCIAL STATEMENTS, Continued 

5. Investments, continued: 

The system uses a variety o~ financia~ instrum ents includin~ 
futures, options, and security borrowing.arrangem ents to adJust 
market exposure. These instruments are integral to the asset 
allocation and risk management and control systems of overall 
investment management strategies and practices. The following 
table summarizes the hedged and unhedged market exposur e, 
expressed in cash market equivalents, related to financ ial 
instrument positions at December 31, 1990: 

Equity future contracts 
Currency forward contracts 
Option contracts 

Market Exposure 

Unhedged 

$16,465 
95 

Hedged 

(OOO's omitted ) 

$36,359 
48,996 

6,558 

Credit 
Exposure 

$1,941 

These financial instruments necessarily involve counterparty 
credit exposure. The policy of the system is to require 
collateral to the maximum extent possible under normal trading 
practices. In the event of counterparty defau lt, the System has 
the right to use the collateral to offset the l oss associated 
with the replacement of the exchange agreements. Specific credit 
limits have been established for each cou nterparty and are 
monitored and adjusted daily. The limits are developed based on 
the counterparty's creditworthiness, overall industry and other 
considerations, such as the length and legal structure of the 
co ntract, type of collateral advanced, and h i stor ical volatility 
indicators. Credit exposures shown in the above table primarily 
represent cash or securities advanced by the System to meet legal 
margin requirements in connection with future, forward, and 
option contracts. 

0 - -- - ---------c_o_n_t_i_n_u_e_a _______________ _ 



NOTES TO FINANCIAL STATEMENTS, Continued 

5. I nvestments, c ont i nued: 

The System' s investments, including investments bought sold as 
well as held during the year appreciated (depreciated)

1

in fair 
value by $(430,408, 000) and $912,653,000 in 1990 and 1989, 
respectively, as follows: 

Fair value as determined by quoted mar-
ket price: 

.united States Government securities 
Corporate and foreign bonds and notes 
Common and preferred stocks, 

includ ing collective trust funds 

Fair value estimated by using dis
counted cash flow, appraised 
value and fair value: 

Mortgage loans 
Real estate 
Venture capital 

1990 1989 
(000's omitted) 

$ 54,071 
( 66,406) 

(391,805) 

(404,140) 

1,335 
(26,053) 
( 1,550) 

(26,268) 

$ 48,536 
16,551 

823,773 

888,860 

7,353 
12,854 

3,586 

23,793 

Total ap preciation (depreciation) $(430,408) $912,6 53 

The fair value of individual investments that represent 5% or 
more of the syst em's net assets available for benefits are as 
follows: 

Wells Fargo Bank: 
Equity Index Fund P - 163,294,950 

units in 1990 

Equity Index Fund - 23,679,726 
units in 1989 

Asset Allocation Fund - 32,354,297 
and 35,775,833 units in 1990 and 
1989, respectively 

1990 1989 
(000's omitted) 

$1,637,889 

$1,629,930 

689 , 293 700,336 

Continued ~ 
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NOTES TO FINANCIAL STATEMENTS, Continued 

6. Income Taxes: 

Management believes the System meets th e def i n ition of a 
Governmental Plan and in the Syste m' s commu nications with the 
I nternal Revenue Service (IRS} has be en treat ed as a qualifie d 
plan . Therefore, the System has no t r equeste d a determinatio n 
l etter from the IRS relating to the s tatus o f the System under 
the Internal Revenue Code. 

7. Contingencies: 

The System is involved in various law s uits which, if settled 
adversely, would not have a mate rial ef f e c t on the financial 
statements in management's opin i on. However, the individual 
cases i nvolve legal issues th at, if extend ed to the entire 
membership, may result in sign ificant c os t s to the System. If 
s uch an event were to occur, the addi t iona l c osts would be 
r ecov ered by the System through ad justments to the employer 
co ntribution rate. 

€>------------- -- --
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COMMONWEAL TH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 

TEN-YEAR HISTORICAL TREND INFORMATION 
Analysis of Funding Progress 

(In millions of dollars) 
at December 31, 1990 

(1) (2) (3) (4) (5) 

Unfunded (Assets in 
Net Assets Pension Percentage Excess of) Pension Annual 

Fiscal Available Benefit Funded Benefit Obligation Covered 
Year for Benefits· Obligation (1)/(2) (2)-(1) Payroll 

1981 $2,817 $6,456 43.6 % $3,639 $2,187 
1982 3,730 5 ,931 62.9 2,201 2,334 
1983 4,396 6,367 69.0 1,971 2,386 
1984 4,922 6,896 71.4 1,974 2,464 
1985 6,157 6,565 93.8 408 2,427 
1986 7,120 6,984 101.9 (136) 2,518 
1987 7,367 7,384 99.8 17 2,663 
1988 8,312 8,257 100.7 (55) 2,TT9 
1989 9,785 8,782 111 .4 (1,003) 2,998 
1990 9,876 9,536 103.6 (340) 3,197 

Analysis of the dollar amounts of net assets available for benefits, pension benef it obliga-
tion, and unfunded (assets in excess of) pension benefit obligation in isolation can be 
misleading. Expressing the net assets available for benefits as a percentage of the pension 
benefit obligation provides one indication of the System's funding status on a going-concern 
basis. Analysis of this percen tage over time indicates whether the system is becoming 
financially stronger or weaker . Generally the greater this percentage , the stronger the Plan . 
Trends in unfunded (assets in excess of) benefit obligation and annual covered payroll are both 
affected by inflation. Expressin g the unfunded (assets in excess of) pension benefit obligation 
as a percentage of annual covered payroll approximately adjusts for the effects of inflation and 
aids analysis of the System's progress made In accumulating sufficient assets to pay benefits 
when due . Generally, where there is an unfunded pension benef it obligation the smaller this 
percentage, the stronger the Plan. However, when assets are in excess of pension benefit 
obl igation the higher the bracketed percentage , the stronger the Plan. 

• Reflects investment valu ation at fair value (Note 2). 

(6) 

Unfunded (Assels In 
Excess of) Pension 
Benefit Obligation 
as a Percentage of 

Annual Covered Payroll 
(4)/(5) 

166.4 % 

94.3 
82.6 
80.1 
16.8 
(5.4) 
0.6 

(2.0) 
(33.5) 
(10.6) 

------------------0 
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Fiscal 
Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

Fiscal 
Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 

TEN-YEAR HISTORICAL TREND INFORMATION 
Revenues by Source and Expenses by Type 

(in thousands of dollars) 
at December 31, 1990 

Revenues by Source Employe r Contribution s 

Employe Employer Investment as a Percentage of 

Contributions Contributions• Income•• Total Annual Covered Payroll 

$116,283 $325,688 $14,070 $456 ,041 14.9 % 

121,589 383,519 758,038 1,263 ,146 16.4 

135,841 413,809 488,266 1,037 ,916 17.3 

121,929 439,835 363,365 925 ,129 17.9 

132,695 460,435 1,105,n8 1,698 ,908 19.0 

139,454 407,276 916,323 1,463 ,053 16.2 

147,061 366,463 223,382 736 ,906 13.8 

153,131 382,413 929,778 1,465,322 13.8 

164,653 416,513 1,464,707 2,045 ,873 13.8 

175,422 418,655 114,174 708,251 13.1 

• Contributions were made in accordance with actuarially determined 

contributio n requirements. 

• • Includes net realized and unrealized appreciation or deprecia tion 
in fair value of investments and is net of investment expense . 

Expenses by Type 
Refunds of Admin-

Benefit Employe istrative 
Payments Contributions Expenses Total 

$311 ,838 $13 ,862 $3,001 $328 ,701 
335 ,342 11,785 2,938 350 ,065 
360,434 8,528 2,856 371 ,818 
384,406 11,247 4,044 399 ,697 
447 ,556 10,680 5,472 463 ,708 
483,603 11,338 4,938 499 ,879 
474 ,598 10,671 4,811 490 ,080 
504,697 10,446 5,391 520 ,534 
556,324 10,777 6,028 573,129 
589,832 9,693 7,400 606 ,925 

0-------------------



Actuarial 
Section 





Hay/Huggins 
Company 

Hay/Huggin s Company , Inc. 
Ac tuarial and Benefi ts Consultants 
1500 K Street , N.W. 
Suite 1000 
Washington, DC 20005 
(202) 637-6600 
Fax. (202) 637-0160 

March 9, 1992 

Reti rement Board 
Penn sylvania State Employes' 

Re tirement System 
909 Green Street 
Harris burg, PA 17102-2999 

Dea r Board Members: 

An actuaria l valuation was last performed as of Dec 
dete rmine actuaria l liabilities under the Pennsylvania 
Reti rement System. The valuation was carried out in accc 
actua rial principles in a manner which, in my opinion, refl 
provisions of the State Employes' Retirement Code. The v~ 
as the basis for determining the contributions required t, 
Commonwea lth to fund the liabilities of the System. 

Valua tions are made annually based on data supplie< 
Retirement Board. The experience under the Retirement 
every five years. The last such review was for the period of 
results of the review are used to develop the assumptic 
actuarial valuations . Thus, required contributions are dete: 
actuaria l basis reflecting actual experience under the syster 

Sine 

c:::.-: 
Fm 
Senl 



ACTUARIAL BALANCE SHEET 

AS OF DECEMBER 31, 1990 

(OOO's omitted) 

ASSETS 

• ACTUARIAL VALUE OF ASSETS IN THE FUND 

PRESENT VALUE OF FUTURE PROJECTED CONTRIBUTIONS: 

MEMBER CONTRIBUTIONS (1) .. . .. .. ... · · . · 
EMPLOYER NORMAL CONTRIBUTIONS (2) .... . . 

ACCRUED LIABILITY CONTRIBUTIONS (3) . .. . 

SUPPLEMENT AL ANNUITY CONTRIBUTIONS(4) 

TOTAL ASSETS 

LIABILITIES 

PRESENT VALUE OF BENEFITS PAYABLE 

TO ANNUITANTS & BENEFICIARIES 

PRESENT VALUE OF PROJECTED BENEFITS PAYABLE 
TO ACTIVE & INACTIVE MEMBERS 

TOTAL LIABILITIES 

$1 ,773 ,428 

$2 ,646,538 

$461,469 

$405,642 

$9 ,489 ,410 

$5,287 ,077 

$14 ,776 ,487 

$3,453,943 

$11,322 ,544 

$14,776 ,487 

(1) Present Value of contributions that current active members will make. 

(2) Present Value of the normal contributions employers will make on behalf of current 
active members. 

(3) Present Value of the contr ibutions necessary to pay off the accrued liabil ities of the 
Pension Plan. The liability is being funded over 20 years from July 1, 1991. 

(4) Present Value of the contr ibutions necessary to fund the cost-of-living increases . 
These liabilities are funded over a 20-year period from July 1, 1991. 

The Actuarial value of the fund assets is determined by using the five-year moving 

average method which recognizes the difference between the expected actuarial value 
of assets and the market value of assets over a five-year period . 



Ending 
~mJ2s<r 31 

1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 

STATE EMPLOYES' RETIREMENT SYSTEM 
COMPARATIVE MEMBERSHIP STATISTICS 

As of December 31, 1991 

Total % Active % Retirees& 
Members Change Members !:hi;!nge Beneficiaries 
188,886 0.40% 112,757 -1.12% 76,109 
188,114 1.71% 114,032 1.58% 74,082 
184,945 1.02 % 112,259 0.32% 72,686 
183,076 1.06% 111,901 0.14% 71,175 
181,147 0.95% 111,743 -0.10% 69,404 
179,448 0.84% 111,855 -1.83% 67,593 
177,953 0.66% 113,940 -1.71% 64,013 
176,786 0.50 % 115,923 -1.33% 60,863 
175,915 0.44% 117,488 -1.72% 58,427 
175,139 1.68% 119,548 -0.15% 55,591 

STATE EMPLOYES' RETIREMENT SYSTEM 
COMPARATIVE MEMBERSHIP STATISTICS* 

200,000 --------- -------... 

180,000 

160,000 

140,000 

120 ,000 

100 ,000 

80,000 

60,000 

40,000 

20,000 

0 
,-,c 
0\ 
0\ 
,-,c 

0 0\ 
0\ 00 
0\ 0\ 
,-,c ,-,c 

00 r-- IC 
00 00 00 
0\ 0\ 0\ 
,-,c ,-,c ,-,c 

[I Total Members 

0 Active Members 

Retirees & 
■ Beneficiaries 

II) "" 00 00 
0\ 0\ 
,-,c ,-,c 

~ N 
00 00 
0\ 0\ 
,-,c ,-,c 

· · ad' unents during Actuarial Review 
*Membership figures are subJCCt to minor JUS 
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STATE EMPLOYES' RETIREMENT SYSTEM 
AS OF DECEMBER 31, 1990 

QFJLE OF ACTIVE MEMBERS 

AVERAGE AGE .... .. . 

AVERAGE SERVICE . . . 

•ALE OF RETIREES & BENERCIARIE~ 

AR RETIREMENTS 

AVERAGE AGE . . . . . . . 

AVERAGE ANNUAL PENSION 

RETIREMENTS 

43 .8 

13 .1 

72 .9 

$6 ,76 1 

AVERAGE AGE .. . .. . . .. . . . .. 54 .6 

AVERAGE ANNUAL PENSION .. . $4 ,411 

~OF PISABLEp ANp BENEACIARy & SVRYIYQB RETIREES 

rTY RETIREMENTS 

AVERAGE AGE . .. .. ... . .. . . . 

AVERAGE ANNUAL PENSION .. . 

ARIES & SURVIVOR RETIREMENTS 

59 .2 

$5, 169 

AVERAGE AGE ... . .... . ... . . 73 .8 

AVERAGE ANNUAL PENSION . . . $3 ,745 
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STATE EMPLOYES' RETIREMENT SYSTEM 

AS OF DECEMBER 31, 1990 

;E AND SERVJCE PBOBLE OF ACJJYE MEMBERS 

AVERAGE AGE .. ... . . 

AVERAGE SERVICE .. . 

~AND BENEFTT PBOBLE OF RfDBEES & BENERctARIE~ 

REGULAR RETIREMENTS 

AVERAGE AGE ... . . . . 

AVERAGE ANNUAL PENSION 

EARLY RETIREMENTS 

AVERAGE AGE . .. . . . . . . . ... . 
AVERAGE ANNUAL PENSION . . . 

43 .8 

13 .1 

72. 9 
$6 ,76 1 

54 .6 
$4,4 11 

.BENEAT PBQ8LE OF DISABLED ANp BENEACIARy & SURYJYQR RETIREES 

DISABILITY RETIREMENTS 

AVERAGE AGE ....... .. .... . 
AVERAGE ANNUAL PENSION . . . 

BENEFICIARIES & SURVIVOR RETIREMENTS 

AVERAGE AGE .. ... ........ . 
AVERAGE ANNUAL PENSION .. . 

59 .2 
$5 ,169 

73 .8 
$3,745 
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Investment Policy 

Th~ St~te Employe~• Retirement Board adopted a formal Statement of lnve: 
Polley in 1979. wh!ch has been revised to reflect and incorporate legi· 
changes governing investments. 

Th~ purpose of the Statement is to formalize the Board's investment obje 
pollc1es, and procedures, to establish guidelines for the investment of the 
of the Fund, and to define the duties and responsibilities of the various E 

involved in the investment process. 

The major elements of the Statement are: 

As fiduciaries, the Board will exercise that degree of judgment, 
ski ll , and care under the circumstances then prevailing which 
persons of prudence, discretion, and intelligence, who are 
familiar with such matters , exercise in the management of their 
own affa irs in investment matters; 

Where investment characteristics, including yield, risk, and 
liqu id ity, are equivalent, the Board's policy favors investments 
which have a positive impact on the economy of Pennsylvania; 

The Fund's overall investment objective is to provide a Total Rate 
of Return, over full economic cycles, which exceeds the return of 
a fully diversified market portfolio within each asset class. The 
Board seeks to meet this objective within acceptable risk 
parameters through adherence to a policy of diversification of 
investments by type, industry, quality, and geographic location; 

The Board contracts with highly qualified investment advisors and 
con sultants to provide expert, professional judgment in all 

investment decisions; 

Guidelines are established for each category of assets used by the 
Fund's investment advisors to provide a framework for monitoring 
quality , diversification, and liquidity; 

An annual Investment Plan is prepared to control the allocati_on of 
funds during the year among investment advisors and categories of 

assets; and 

All records of investment transactions are available for public 
inspection at the offices of the State Employes' Retirement System. 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM 
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Investment Objectives 

To assure an adequate accumulation of reserves in the Fund at the least cost to ~, 
cttizens of the Commonwealth and to provide some prorectton against the erosion of 
principal by inffation. The minimum totaf return objectives of the Fund, including 
income and both realized and unrealized gains and losses over full econom,c cycles, are: 

A Achieve and maintain Stafe•Employes· Retirement Fund in excess of Accrued Benefit Liability; 

B. Achieve a Reat Total Rate of Return (as measured by the GNP Implicit 
Price Dellator). Achieve an Absolute Total Rate of Return nor less 
than the actuarial investment return assumption; 

C. Achieve in Equity Securities (Common Stock, Convertible Preferred 
Stock, and Convertible Bonds) a total return that exceeds the total return of the Wilshire sooo Index; 

D. Achieve in BondS/Mortgages a total return that exceeds the total 
return of the Shearson Lehman Aggregate Bond Index; 

E. Achieve in residential mortgage investments a total return superior to 
the total return of the Salomon Brothers Mortgage Pass-Through 
Secunry T otat Rate of Return Index. Commercial mortgage investment 
return_ should be competitive With the total return on similar 
•nsbfutiona/ P<>rtiolios and on other fixed income investments; 

F. Achieve in Equity Rea/ Estate Investments a total return that is 
competitive With market returns for similar types of real estate investments; 

G Achieve in Short-Term Securities relative Performance belier than U.S. Treasury Bills (90 days). 

Total return incfud · nd is 

comput~ ~ es income and both realized and unrealized gains and losses a 
'-U on ma,l\et value. 

The Board seek r hough 
adherence 

10 
a s 

0
~ meet 

th
ese_ Objectives within acceptable risk parameters 

1 
/men/ 

manage, style P cy 
01 

dive'.s
1
t
1
ca11on of investments by type, industry, mves d in 

aceordance w·ih' a

nd
1. geograph,c location. In addition investments are selecte ' qua 1ty 9Uldehnes. ' 

------------- -;;;;:::~:::--:-::-:-:~~;-:;;::-;:;;,:;;-"rw~~TIF?ENiENrr svsrEM 
PENNSYLVANIA STATE EMPLOYES' RETIREMEN 



Investment Highlights 

The unaudited market v~u.e of the State Employes' Retirement System investments including 
accruals, was $11,82_6.~ m1lhon as of December 31, 1991. This was an increase of $2,054.1 million 
from the $9,772.7_ m1lhon mark.et value as of De~mber 31, 1990. The increase was from investment 
income, ~hanges m asset mark.et values, net _real!zed an~ unrealized gains and losses, and from net 
contributions (employer and employe ~ontnbuuons mmus benefit and administrative payments). 
Based on market value of assets, SERS 1s the 23rd largest public pension fund in the nation and the 
37th largest public and corporate pension fund. 

For the year ended December 31, 1991, SERS realized a 22. 7% total investment rate of return after 
fees. The Fund achieved in equity securities a 35.2% total return compared to the 34.2% total return 
of the Wilshire 5000 Index. The Fund achieved in bonds & mortgages a 19.0% total return 
compared to the 16.0% total return of the Shearson Lehman Aggregate Bond Index. SERS 
annualized five year investment rate of return was 11.2%. This return exceeded the 3.6% for the 

GNP Implicit Price Deflator. 

SERS invests in six asset classes and uses multiple external investment advisors with various 
investment styles as a method to ensure overall fund diversification. As of December 31, 1991 the 
asset class allocation was: 49.2% stocks; 36.3% bonds & mortgages; 7.1% real estate; 6.6% cash; 
0.6% venture capital; and 0.2% alternat ive investments. As of December 31, 1991 SERS had 
retained the services of 54 external investment advisors to manage 66 portfolios. 

As of December 31, 1991 SERS had $1 056.3 million, over 8.9% of SERS total fund, invested in 
Pennsylvania. Of this amount, SERS had placed over $801.0 million in portfolios which _were 
specially de_signed for Pennsylvania investment. Toe Pennsylvania portfolios_ include: a stc~ck mdex 
fun?; a pnvate placement long term loan account; a mortgage - conven~onal commercial, ~A 
~ro~ects, and residential properties - portfolio; several real estate portfolios; ~~ venture capital 
hm1ted partnerships; and one LBO limited partnership. SERS has committed add1t1onal amounts to 
these portfolios and to several new Pennsylvania portfolios. 

Rate or Return (after fees) 

5 years 1220 ~ ~ 
.l2S1 

1281-21 .1221 
Asset Class 17.4% 1.6% 

SERS • Stocks 
3S.2% -S.6% 27.9% 

14.2% J7.9'lo 2.3% 

Wilshire 5000 Index 14.4% 34.2% -6.2% 29.2% 5.2% 

S&P 500 Index 
30.5% -3.2% 31.5% J 6.8'lo 

15.4% 

SERS • Bonds & Mortgage s 
19.0% 7.6% 11.6% 8.9% 3.7 % 

10.0% 14.5% 7.9" 2.8" 

Shearson Lehman Aggregate Bond Index 9.9% 16.0% 8.9% 

SERS • Real Estate 
1.8% 7.1 % 7.9% 8.6% 

3.0% .9,0% 4. 7% 5.9% 4.3% 

FRC Property Index 1.4% -7.6% 0.2% 

SERS • Cash 
8.8% 10.7% 7.4% '·'" 

9.0% 11.s% 6.7% 5.4"-

90-Day Treasury Bills 
6.4% 8.3% 9.0% 

7.1% 

SERS 
-0.4% 6.3% 1.7% -0. l 'Ai 

• Venture Capita l 3.8% 11.7% 
3.1% NA 

SERS 
2.1% 3.2% 4.0% 

• Alternative Invest ments NA 

SERS • Total Fund• 
1.1 % 17.8% 11.9 % 3.4~ 

11.2% 
22.7% 

4.0% 3.4% 4.3% 3.0'li 

Inflation · GNP Implicit Price Deflator 3.6% 
3.3% 

6.1% 4.6% 4.4% 4.4% 

Inn . 4.5% 
3.1% 

ation · Consumer Price Index 

• ~tudes the Wells Fargo Asset AllocaJion Fun.d- ,f llVn were estimated. 
ven1ure capital and alternaJive investmenJs raJeS O re 
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Market Value 
1987-91 

($ in millions) 

12au21 12Qll2Q 12QIL82 12QlL88 l2QIL8Z 
Asset Class 
SLocks $ 5,814.2 $4,339.6 $4,484.7 $3,431.5 $3,164.4 
Bonds & Mortgages 4,297.1 3,221.9 2,886.6 2,673.4 2,720.2 
Real EsLale 838.6 862.2 833.0 566.5 421.3 
Cash 781.5 1,255.7 1,382.4 1,387.0 832.6 
Venture Capilal 68.8 67.8 67.4 62.8 53.3 
Alternative lnvesLments 26,5 25,Z 21.2 12,Z 8,0 

Tolal Fund $11,826.8 $9,772.7 $9,676.0 $8,140.9 $7,199.8 

Asset Allocation 
1987-91 

I2L:Hl21 12Ql/90 12QIL82 12QIL88 12QIL81 
Asset Class 
Stocks 49.2% 44.4% 46.4% 42.2% 43.9% 
Bonds & Mortgages 36.3% 33.0% 29.8% 32.8% 37.8% 
Real Estate 7.1% 8.8% 8.6% 7.0% 5.9% 
Cash 6.6% 12.8% 14.3% 17.0% 11.6% 
Venture Capilal 0.6% 0.7% 0.7% 0.8% 0.7% 
Alternative lnvesLments ~ ~ ~ ~ Q,1% 

Tolal Fund 100.0% 100.0% 100.0% 100.0% 100.0% 

Numbers may not add due to rounding 
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ASlletAUocatJon 

December 31, 1991 

($ In mUllolls) 

Bonds & 
Pcrocnt 

TOIII o{ TOIII 
Jnvesiment Manager - Portfolio Stocks Mongagcs Real Est.tie 

V enturc Alternative 

__ C;;..;;u;;.;h;....._ Capit.tl Investments Market Value Marlcet Value 

Barrow, Hanley, Mcwhinney & Slrluss, Inc . 

~ Terker & Company 

MeDoo Capilal Management- PA Index 

MeDoo Equity Associates • Special Equity 

Miller, Anderson & Sherren! 

Pilgrim, Bwer, Greig & Associates 

Provident Investment Counsel, Inc. 

SanBank Capiw Management, N.A. 

Trinity Invesiment Management Corporatioo 

Wells Fargo Nikko· Equity Index Fund (S&P S00) 

Wells Fargo Nikko· Ext.ended Equity Market Fund 

Miller, Anderson & Sherren! • intemational 
Moigan Grenfell Investment - European 
Scudder, Stevens & Clark, Inc . • Pacific Basin 

$606.0 

37.3 

162.6 

367.S 

240.8 

226.6 

310.1 

40S.O 

246.1 

2,004.2 

S49.2 

240.S 
80.9 
81.9 

~~'J~ 

Wells Fargo Nikko• Enhan Asset Allocation Fund 255.6 $S96.3 
;,."❖:O:❖• ;.:.:,:.;.;,:,:,:,:..:-:-:-:.,,x.:,:.:,:..-..:-:❖;,;.;.;.;,;.;,:,:-;-;, ; ; .-;-. 'MMll ..-»»>:-~ '11!1Q1,, .... )». :«-0«.m-»: :ioc,:,:,»»."-»:-OOC-:-):«OIX·X·»»> >»:•~~~~-...w:,ow'~ 

Cigna• PA Private Placement 

Ddaware Investment Adviscn 

W.R. Huff Asset Management 

TCW Special Credits Fund Ilb 

TCW Special Credits Fund ID 

Melloo Bond Associates -SLII Agg Bond Index 

Miller, Anderson & Shcrrerd • global 

U.S. Treasury boods & notes 

2.8 

ISO.I 

241.7 

40.0 

10.0 

760.1 

1,511.S 

181.S 

Latimer & Buck Financial Services. Inc . .-: ·•:❖:-:.;.:❖:•:<-»:·»:•:•:•:❖:-:-:-x-:-:-:-:«•:«-:-:-»»:-:❖ !>}:-:-:-:❖?~~~:-:-:«-»:•:•:•»>:•:-:-:-:-;.--:-:❖:-:-»:-:-:-:-:«.:,:-:-:-:-:-:-»:-:-:-x-:<-:-:.;.:-»:-.-.:❖:-:--««-:-:~->000000001 ~ 
llcitman Ad:~o; =c;;;-~J~ ' ... $24S.O 

1MB • separate account 181.8 

Aetna · 4 pooled funds 103.0 

Cai,ome Property Investors 118.1 

~18 Group Trust m 42.5 
9 
~ -~ ~-i~te_pooled funds _,.,,,,,.,.-.:,-...O:-:❖:«<•:❖:-:«•:❖->:•:«->:-:-,.,,,x-:-:-:❖»:-:-:,:,:-:o.,«««<-:-:❖m}!!,},.,.,:-:-:-:-:-:❖:«-:-:-:•:•:<❖:-:-->:•:-:-:❖:«<•:«««<«:•:•:«,_,.A"- ,.._ 

~&~ - n~ 

:: Slate Trca\~ry • T';8sury Investment Pool :,u~--~-~---:®-:<-:*=·=·=·--·=<-:>:<-:-:-:-:,=•=···'·'❖'·''·""''•:':<-,~"''""''''·'•:-:-x,-:-:-:=:,,~-,-:::-:-:-:,»:-:::.!'!;,!,.,x=:•>=·- ~-:-:-: 
Aff-05lin Pennsylvania Venture Capit.tl Fund.. 520·2 

13 ocher ~-A v~nturc capit.tl limited panncnhips •• ❖:,,:-oo:<-x•:"'"·'"'"'"''"'''._._,,.,-,.,,,:-:-:<-:,,<<-=·=«<.,,-,.,.,,,,.:-:❖:-:-x-x•x•:-:<->=-m=❖:-:-:.,.:❖:❖m:-:-:- 4,~,~6 •:<-x ·""' .. 

8 altemative investments • • _.. ... , ,.,, ,,,.,., :-=-•=~ ,, .,_ •= $26.5 

investment manager cash in transit 

TOTAL MARKET VALUE 

PERCB,'T OF TOTAL MARKET VALUE 

1991 lnvcstm pt . cnt an Policy • Target 
199 I lnvcstm Pl . cnt an Policy • Range 

.-:-'$:~•=-:-.~:-:-~❖:::~;»:#-.~-xm-:❖=~=❖=-=~:.:.:::::❖.:-:-::.:❖• 
10.6 

$5,814.2 

49.2% 

4S% 

40%-S0% 

$4,297.1 

36.3% 

35% 

3()%-40% 

$838.6 fl81.S $68.8 

7.1% 6.6% 0.6% 

7.S%-12.5% 5.S%-10.5% 0%-1% 

$26.5 

0.2% 

$(,()6,0 S.IS 
37.3 0.3S 

162.6 l.4S 
367.S 3.IS 
240.8 2.()(4 

226.6 l.9S 
310.1 2.6S 

405.0 3.4S 

246.1 2.IS 
2,00U l6.9S 

549.2 4.~ 

240.S 2.<Y4 
80.9 0.7S 
81.9 0.7S 

851.9 7.2S 

2.8 0.<Y4 

ISO.I I.JS 

241.7 2.()(4 

40.0 0.3S 

10.0 0.IS 

760.1 6.4S 

1,517.5 12.8S 

181.S I .SS 

796.9 6.7S 

245.0 2.IS 

181.8 l.5S 

103.0 o.~ 
118.I 1.<Y4 

42.S 0.4S 

148.2 1.3" 

702.S 5.~ 

68.4 0.6S 

20.2 0.2-. 

48.6 04" 

26.S 0.2-. 

10.6 0.IS 

SI 1,826.8 100.0-. 

)()(>"' 

JO(>"' 

• T rtasury Inv 
" cstmcn1 Pool Fund values arc at cosL 

Ven1urc cap·1a1 nd . 1 8 ahemalivc investment maricct values arc csumatcs. 
' lfflbcn may not add due 10 rounding. 
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Pennsylvania Investments 

Members of the Slate Employes' Retirement Board (Board), em~loyes o~ SERS and agents_ of the Board stand 
in a fiduciary relationship to the members of the ~yste~ regardi~g the investments and . disbursements of the 
Fund. Subject to reslrictions on investments contamed m the Rettrement ~ode and the Fiscal Code, the Board 
has exclusive control and management of the Fund and full power to mvest the assets of the Fund. The 
Board adopted a formal Statement of Investment Policy in _1979 which has be~n. re~ised ~o re~ect and 
incorporate legislative changes governing investments. W!tere mvestment_ charactensttcs !~clu~mg yield, risk 
and liquidity are equivalent, the Board's policy favors mvestments which have a posittve impact on the 
economy of Pennsylvania. 

SERS invesunent portfolios have always had substantial investments in Pennsylvania firms, as some of the 
largest national firms are headquartered in the Pittsburgh, Philadelph~a and Ha~~burg areas. 1?ese finns 
include Bell Atlantic, Westinghouse, Sun, Rohm & Haas, and H. J. Hemz. In add1t1on, SERS has mvested in 
portfolios which were designed to give emphasis to investments in Pennsylvania. As of December 31, 1991, 
SERS had $1,056.3 million (over 8.9% of SERS total fund) invested in Pennsylvania. Of this amount, SERS 
had placed $801.0 million in portfolios which were specially designed for Pennsylvania investments . 

S!.Qrn 

SERS designed the Pennsylvania Equity Index Fund to increase exposure in smaller "in-state" corporations. 
The fund consists of 233 corporations that are either Pennsylvania based or employ Pennsylvanians equal to 
at least 25% of its total corporate employment. Mellon Capital Management manages this passive fund for 
SERS. The market value of the Pennsylvania Equity Index Fund was $162.6 million as of December 3 1, 
1991 . 

The following are some of the top perfonners included in the Pennsylvania Index Fund. The performance 
given for each company is an annualized price performance over approximately the last 4 years. For 
comparison, the Standard and Poor's 500 Index had annualized price performance of .1.2..i%. 

Company Location Performance (annualized to date price appreciation) 

• Advanta - Horsham 105% 
• BeLZ Labs - Trevose 31 % 
• Chambers Development - Pittsburgh 73% 
• Conrail - Philadelphia 28% 
• Continental Medical - Mechanicsburg 49% 
• P. H. Gladfelter - Spring Grove 18% 
• Herley Industries - Lancaster 45% 
• Mylan Labs - Pittsburgh 42% 

Bonds & Mortgages 

As of December 31, _1991, SER~ had $2.8 million inve~ted in loans of the Pennsylvania Private Placement 
Separate Account_ which was designed by_ the Pennsylvania MILRITE Council and is managed by Cigna. The 
purpose of these mvesunents was to provide long-term, fixed rate loans to established Pennsylvania firms that 
do not have acces_s to the p_ublic bond markets: SERS is pleased that these investments provide an anracti~e 
rate of return wh1le they simultaneously provide financing for Pennsylvania companies to foster economic 
development within the Commonwealth. 

SERS had $374.1 million invested in Pennsylvania mortgages ($239.1 million in conventional commercial, 
$27 .0 million _in FHA ~ro~ects, an~ $108 .0 million in residential properties) as of 12/31/91. The residential 
segment of_ th1~ portfoho 1s compnsed of competitive rate mortgages that are distributed solely throughout 
Pennsylvama, m accordance with SERS policy to originate 100% of all residential mortgages within the 
Cof!lmo~weal~. The _commercial segment listed above is comprised of competitive rate mortgages on 
vanous mdus_tnal,. retail, apartment and office complexes within Pennsylvania. Latimer & Buck, SERS 
~ortgage advisor, m Philadelphi~, has committed on a best efforts basis under its fiduciary responsi_bility ~o 
invest at l~ast 50% of the entire SERS mortgage portfolio (commercial and residential combin ed) m 
Pennsylvarua-based mortgages. In addition to these figures, Latimer & Buck currently has outstanding 
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commitments for an additiona l ~33.8 million in ~ommercial mortgages within Pennsylvania; these 
commitments shou~d be funded dun~g 1992. Al~o dui:ing ~992, SERS plans to make available an additional 
$40 million to Laumer & Buck for myestm~nt 1!1 residential and commercial mortgages. With these funds 
and other cas~ ~ows from the portfoho, r~s1de~

1
ttal mortga?,es "".ill ~ontinue to be originated by Latimer & 

Buck solely ~tt!tln the Comm~nwea1:th, while a . best eff~rts basis will be employed to originate commercial 
mortgages within Pe.ml:'ylvama. It 1s conservauvely estimated that as of 12/31/91, the various commercial 
projects financed w1thm the _Co1:11monwealth by SERS_ under the commercial mortgage program directly 
employ at least 5,0~ workers, this figure does n?t take mto account those who are employed in the property 
management and maintenance areas of these proJects, nor does it consider the favorable "ripple effect" that 
such jobs may have on the local economy. 

some examples which help to illustrate how SERS has prudently sought opportunities to provide financing 
for worthwhile commercial projects within the Commonwealth include: 

• Super Rite Foods Warehouse in Harrisburg 
• Rydal Square in Jenkintown 
• Heights Plaza Shopping Center in Natrona Heights 

SERS had $12.3 million invested as of December 31, 1991 in corporate securities issued by Pennsylvania
based companies; these securities are held in SERS various externally-managed bond portfolios. 

SERS is one of the largest invest ors in two Treasury Investment Pools which are managed by the 
Pennsylvania State Treasury Department. These Treasury Investment Pools have significant holdings of 1) 
certificates of deposit issued by Pennsylvania-based financial institutions, 2) short-term notes and commercial 
paper issued by Pennsylvania- based companies, 3) notes and obligations of selected Pennsylvania state 
agencies, and 4) FNMA mortgage-backed securities backed by loans issued under the Homestart progr~. 
The Homestart program is designed to encourage home ownership within the Commonwealth by making 
mortgages available to lower, moderate, and middle-income Pennsylvania households. 

Real Estate 

In 1_987, SERS establishe d two separate account real estate portfolios which are man~ged by _Heitman 
~dv1sory Corporation and JMB Institutional Realty. To date, these managers have met their commitment to 
mvest approximately 50% of SERS portfolio in Pennsylvania pf?perties. _As of Dece_mber 31, l~l, these 
~wo portfolios had over $17 4 million invested in eight Pennsylvarua properties, along with other IX:~1on fund 
mvestors who invested an additional $127.4 million in them, for a total marlc~t val~e of $301.4 mt!Jion. The 
SERS separate account portfolios contain eight notable investments that are listed m the Real ESlate Separate 
Account Pennsylvania Properties section of this report. 

· . th gh 
As of December 31, 1991, SERS had an interest in $12.0 million of various Pennsylvania propertt~ ;~ust 
pooled real estate funds. Due to the weak real estate markets throughout the country SERS pure ase J 
one property in 1991. 

Venture Capital 
SERS . . d 'tal partnership funds. These funds are 
. . commttted $95 million to 17 Pennsylvania-base ~enture cap! d'n five seed funds designated by 

~ve~ified amo~g various geographic regi?ns an~ fin~cmg _:a:s i~~~s;lv~mia Public School Employes' 
e . en FrankJm Panners hip). SERS, m conJunctton wt e . d ·m the commitment of $20 

!~~~emefnt System (PSERS), created th~ Pennsylvanpia _Yef~~~o~tft~:A::~t~n ~~pital manages this venture 
.10n rom each fund. The partnership of Alan atnco 

capital fund. 
A k · th attraction of national funds into Pennsylvania 
inve:im!spect of SERS. venture c~pit8;1 inves~ent 1~e l!ad investor in the majority of their investments 
continue nts. Ala_n Patnc of Ass?c1at~s experttsef ~enture capital money from numerous out-of-state funds 
and . s to provide Pennsylvania with a fl~w 0 .thi the national venture capital community should reap 
sub :nv~stors. The progress of Pennsylvarua wt 1 n ·a and the SERS Fund As of September 30, 1991, 

s anttaI rewards in future years for both Pennsy vani · 
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SERS venture capital limited partnerships have attracted over $120 million of out-of-state funds to finance 
their aclive venture companies. 

An entrepreneurial environment is necessaf)'. ~o enhance ~turns on venture capital ~nvesti_ng and to continue 
an expansion of various business oppo~ues. A contmuous effort _to create this . bus mess environment, 
along with the availability o~ ve~ture capital money, encourage contmued economic growth as has been 
exhibited in such states as Califorrua and Massachusetts. 

SERS has been aclive in seed and early stage fin~cings of ~enns_ylvania-bas~d companies. S~RS investment 
in NEPA Venture Fund has during its six_year _history, provided mvestn:ient m 17 Pennsylvarua-based startup 
companies which possess a technology one~tauo~ . . SERS recent comm1trnen! to NEPA Venture Fund n will 
enable NEPA to cover the Pittsburgh area m add1t1on to Eastern Pennsylvania. The goal of NEPA Venture 
Fund II will be to invest over the next five years in up to five startup companies within the Pittsburgh area. 
Examples of Pennsylvania success stories can be found in companies and places such as: 

• Metallized Paper Corporation of America in McKeesport 
• Zynaxis in Philadelphia 
• City Pride Bakery in Pittsburgh 
• Swan Technologies in State College 
• Intelligent Electronics in Lionville 

The limited partnerships funded by SERS have invested in 53 Pennsylvania companies currently active within 
their portfolio. The Pennsylvania portfolio companies plus non-Pennsylvania based companies employ 
6,980 Pennsylvanians and have an estimated 1992 payroll of $130,911.654. 

As of December 31, 1991, $18 million of venture capital funds previously drawn down by SERS venture 
capital partnerships is currently available for investing in those companies seeking a home in Pennsylvania. 
In addition, $21.1 million of committed funds are available for drawdown by SERS venture capital 
partnerships as of December 31, 1991. 

Alternative Investments 

SERS_ has funded $10 million to one LB0 limited partnership fund with a Pennsylvania focus. This LB0 
fund invests in non-hostile, "friendly," privately negotiated, non-auction deals which are completed with 
present management in place. The LB0 fund focuses on small-to-medium capitalization companies 
('?Ct ween ~5 and $100 million). SER~ believes that this particular focus offers the largest potential returns 
given the nsk levels for these types of investments. Examples of these types of investments include: 

• Bundy Industries in Coraopolis 
• Ductmate Industries in Monongahela 
• Leg~nd Medical Services in Pittsburgh 
• Honzon Cellular Telephone Company in Doylestown 

Summary of SERS Pennsylvania Investment Program 

AssetOass 

Stocks 
Bonds & Mortgages 
Real Estate 
Venture Capital 
Alternative Investments 
Total 

PA Market Value 

$ 402.7 
389.l 
185.4 
68.8 
10.2 

$1,056.2 
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Real Estate Separate Account Pennsylvania Properties 

Market Value 
of SERS 

Property Locatio n Description ($ in millions} Manuer 

1. Bucks County Middletown & Falls Five, one-story $7.8 Heitman 
Business Parle Township, Bucks Co. office flex Advisory 

buildings 
including 
warehouse and 
distribution 
space 

2. Columbia Mall Hemlock Township, Shopping Mall $17.0 Heitman 
Bloomsb urg Advisory 

3. Foster Plaza Borough of Greentree, Multi-story $33.1 JMB Institutional 
Pittsburgh office buildings Realty 

4. Greenwood Bensalem Township, Multi-phased $15.5 Heitman 
Square Bucks County flex office Advisory 

facility 

5. Heartland Reading, Harrisburg, Limited $27.3 JMB Institutional 
Properties Montgomeryville partnership Realty 

consisting of 
industrial 
propenies 
including 
warehouse, 
distribution, and 
limited mfg. 
facilities 

6. Lincoln Green Philadelphia 360 unit apt. $14.2 JMB Institutional 
Apartments complex Realty 

consisting of 
288 one 
bedroom units 
and 72 two 
bedroom units 

7. 1818 Market Philadelphia 40-story office $38.9 Heitman 

Street tower with a Advisory 

5 level parking 
garage 

8. York Galleria Shopping Mall $19.3 Heitman 
York Advisory 
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Investment Advisors 

Aetna Life Insurance Company 
Hanford,CT 
(real estale) 

AJex. Brown KJeinwort Benson 
Realty Advisors Corporation 

Sacramento, CA 
(real estale) 

APA Capit.al Risque m 
New Yorlc, NY and Paris, France 

(alternative investments) 

APA/Fostin Pennsylvania Venture Capital Fund 
Philadelphia, PA and Pittsburgh, PA 

(venture capital) 

Barrow, Hanley, Mcwhinney & Strauss, Inc. 
Dallas, TX 

(stocks) 

Brentwood Associates Buyout Fund, L.P. 
Los Angeles, CA 

(alternative investments) 

CEO Venture Fund-S 
CEO Venture Fund JI 

Pittsburgh, PA 
(venture capital) 

Code, Hennessy & Simmons, L.P. 
Chicago, IL 

(alternative investments) 

Connecticut General Life Insurance Company 
Hartford, CT and Philadelphia, PA 

(bonds & mortgages) 

Copley Real Estate Advisors 
Boston, MA 
(real estate) 

P.G. Corbin Asset Management, Inc. 
Philadelphia, PA 
contract pending 

(bonds & mortgages) 

Corporate Property Advisors 
NewYork,NY 

(real estate) 

Fostin Capital Associat es 
Fostin Capital Associates II 

Pittsburgh, PA 
(venture capiJal) 

Genesis Seed Fund, Ltd 
Philadelphia, PA 
(venture capiJal) 

Grotech Partners ill 
Timonium, MD 
(venture capiJal) 

Hamil & Holte 
Denver.CO 

contract pending 
(bonds & mortgages) 

Heitman Advisory Corporation 
Chicago, IL 
(real estate) 

JMB Institutional Realty Corporation 
Chicago, IL 
(real estate) 

John Hancock Mutual Life Insurance Company 
Boston, MA 
(real estate) 

Keystone Venture II, L.P. 
Philadelphia, PA 
(venture capiJal) 

Latimer & Buck Financial Services, Inc. 
Philadelphia, PA 

(bonds & mortgages) 

Maverick Pennsylvania Fund 
Pittsburgh, PA 

( alternative investments) 

Mellon Bank, N .A. 
Pitttsburgh, PA 

(stocks) 

Mellon Bond Associates 
Philadelphia, PA 

(bonds & mortgages) 

Delaware Investment Advisers Mellon Equity Associates 
Philadelphia, PA Pittsburgh, PA 

~---(b_o_nds_&_mo_r,_ga-g-es_) _________________ (_st-oc_ks_) ______ =:::-:-;::::;:; 
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Investment Advisors (Continued) 

Metric Institutional Realty Advisors 
Foster City, CA 

(real estale) 

Miller, Anderson & Sherrerd 
West Conshohocken, PA 

(stocks , bonds & mortgages) 

Morgan Grenfell Investment Services Limited 
NewYork , NY 

(stocks) 

Murphy & Fauver, L.P. 
New York, NY 

(alterna1ive investme nts) 

NEPA Venture Fund, L.P. 
Bethlehem, PA 
(venture capital) 

Payden & Rygel 
Los Angeles, CA 

(cash) 

Pennsylvania Fund #1 
RR&Z Capital Group Inc. 

Pittsburgh, PA 
(al ternative investme nts) 

Pilgrim, Baxter, Greig and Associates 
Wayne, PA 

(stocks) 

Pittsburgh Seed Fund 
Pittsburgh, PA 
(venture capita l) 

PNC Venture Group I 
Pittsburgh, PA 
(venture capita l) 

Point Venture Partners 
Pittsburgh, PA 
(venture capita l) 

Provident Investment Counsel, Inc. 
Pasadena, CA 

(stocks) 

The Prudential Asset Management Company, Inc. 
Newarlc,NJ 
(real estale) 

PSI Instibltional Realty 
Glendale, CA 

(real esta1e) 

Scudder, Stevens & Clark, Inc 
NewYork,NY 

(stocks) 

Sentinel Corporation 
NewYork,NY 

(real estate) 

Sturdivant & Co., Inc. 
Camden,NJ 

funded 1/14/92 
(stocks) 

SunBank Capital Management. N 
Orlando.FL 

(stocks) 

TDH II Limited 
Radnor,PA 

(venture capital) 

Trinity lnvesttnent Management Cor? 
Bellefonte, PA 

(stocks) 

Trust Company of the West 
Los Angeles, (CA) 

(bonds & mortgages) 

Wells Fargo Nikko Investment Advi 
San Francisco, CA 

(stocks, TAA) 

W.R. Huff Asset Management 
Morristown, NJ 

(bonds & mort gages) 

1.ero Stage Capital II - Central Pennsyl 
Limited Partnership 
State College, PA 
(venture capiJal) 

1.evenbergen Capital Inc. 
Seattle, WA 

funded 1/14/92 
(stocks) 

~:;::-:: -:-:------ ------::-:-:-----------
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Broker 

Alex Brown & Sons 
Allied Research 
Alpha Management Inc. 
Autranet, Inc. 
Bear Steams 
Bridge Trading 
Broadcort 
Bums Fry Hoare Govett Inc. 
Cantor Fitzgerald 
Capital Institutional 
Cazenave & Co. 
County Natwest Securities 
Corp 
Cowen & Co. 
Cyrus J. Lawrence 
Dean Witter Reynolds 
Dillon Read 
Ewing Capital 
Execution Services 
Fidelity Institutional 
First Boston Corp. 
Fourteen Research Corp. 
Gerard Klaver Mattison & Co. 
Goldman Sachs 
Gordon Haskett 
Gruntal & Co. 
Helfant Trading Inc. 
Instinct Corp . 
Interstate Securities 
Invemed Associates 
Janney Montgomery Scott 
Jefferies & Co. 
Josephthal & Co. 
Keefe Bruyctte & Woods 
Kidder Peabody & Co. 
Leg Mason Wood Walker, Inc. 
Lewco Securities 

Commissions 
Paid by SERS Stock Managers to Brokers 

1991 

Commissions Broker 

$59,666.00 Lynch Jones & Ryan 
12,500.00 Mabon Nugent 
5,668.00 Merrill Lynch Pierce Fenner 
8,259.70 Mesirow & Co. 

211,985.00 Miller, Tabak, Hirsch & Co. 
8,035.00 Montgomery Securities 

185,318.00 Morgan Stanley 
17,465.00 Neuberger & Bennan 
23,440.00 O'Neil, William & Co. 
19,801.00 Oppenheimer & Co. 
2,600.00 PA Merchant Group Limited 

17,928.00 Paine Webber Jackson Curtis 

5,808 .00 Pershing Div of DL & J 
77,318.98 Piper, Jaffray & Hopwood 
15,837.00 Prudential/Bache Securities 
2,774.00 Pryor Govan & Counts 

24,466.50 Quick & Reilly 
20,231.00 Robert Brandt & Co. 

4,786 .00 Rosenblatt & Co. 
100,702.86 Salomon Brothers 

3,125.00 Sanford C. Bern stein 
6,344.00 Shearson Lehman Hutton Inc . 

81,577.00 Smith Barney Harris Upham 
8,753 .00 Stamford Company Inc. 
4,181.90 Standard & Poors 
6,472.00 Stuart Frankel & Company 

63,311.45 Sturdivant & Co., Inc. 
3,343 .00 The Chapman Compan y 
6,830.00 W.R. Lazard & Laidl aw 

15,882.00 Warburg, S.G. & Co., Inc. 
144,646 .27 Weeden & Co . 

15,690 .00 Wertheim Schroder 
6,362.00 Wheat, First Securitie s 

79,427.43 Wilshire Assoc. 
38,434.00 Other 

6,875 .00 

Total Commissio ns 

Commissions 

$183,134.00 
8,852.00 

215 ,394.50 
3,600.00 

46 ,120.93 
30,979.00 
56,326 .00 

5,030.00 
7,718 .00 

150,021.00 
3,000.00 

52,429 .00 

80,429.50 
4,632.00 

39,451.00 
8,153.00 
7,070.00 
9,107.00 
2,788.00 

16,666.0 0 
11,711.00 

157,448 .50 
65,993.00 

6,648.00 
12,095.00 
4 ,783 .00 

19,898 .00 
19,100 .00 
87,979.0 0 

5,656.00 
64,573.0 0 
40 ,777 .00 

2,959.30 
346,222.8 0 

32,482,SQ 

$311321071.12 
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