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Honorable Robert P. Casey, Governor 
Commonwealth of Pennsylvania 

Members, Pennsylvania General Assembly 
Members, Pennsylvania State Employes' Retirement System 

Dear Governor Casey, Legislators and Members: 

The Pennsylvania State Employes' Retirement Board is pleased to present its Annual 
Financial Report which discusses the operations and investments of the Fund for 1992. 
Th.is report contains investment highlights and financial information including an 
independent audit of the Fund by Coopers & Lybrand for 1991. 

The total market value of the Fund's investments as of December 31, 1992 was $12.4 
billion which reflects a total investment rate of return of 7.4%, after all fees and expenses, 
for the year. The average annual investment rate of return for the past five years was 
12.1%. 

SERS investment portfolios have always had substantial investments in Pennsylvania 
firms. In addition, SERS has invested in portfolios which were designed to give emphasis 
to in-state investments. As of December 31, 1992, SERS bad invested $1 billion or over 
8. 1 % of its total Fund in a diversified portfolio of in-state investments. Details regarding 
the investments, investment managers, and other pertinent information that you may find 
of interest are contained within th.is report. 

I am strongly committed as Chairman of the State Employes' Retirement Board to 
improving services for the SERS membership and making prudent investments for the 
Fund to include investing with minority and female investment managers and brokerage 
firms. 

Sincerely, 

cholas J. Maiale 
SERS Board Chairman 
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SER S Boa rd Memb er s• 

Hono rab le Nicho las J. Ma.iale 
Chauman 

Honorab le Gibson E. Arrnsuong 
State Senator 

Mr . James W Brown 
Chief o f SLAff to the Governor 

The Honorable Catherine Balcer Knoll 
State Treasurer 

Mr. K. Paul Muench 
Budget Analyst 

House Minority Appropriations Committee 

Honorable Anthony B Andreuslu 
State Senator 

Mr. Robert A. B,uenbender 
Executive Director 

Senate Appropnations Committee 

Mr. Edward J. Keller 
Eitecutive Director. AFSCME 

Mr. Charles J. L,ebcrth 
Retired Member and Fonner Secretary of 

Labor & lndus11y 

Honorable Joseph R. Pitts 
State Representative 

SER S Admini s trat ive Sta rr 

John Brosius 
Executive Director 

Dale H. Everhart 
Assistant Executive Directo r 

Peter M. Gilbe rt 
Chie f Investment Officer 

Fund C ustodian 

The Stale T reasurcr 

Francu J. Donlevy 
Directo r of Financial Management 

Jeffrey B. Clay, Esquue 
Ouef Counsel 

Agent Bank and Tru st Account ing Ser vices 

PNC Bank 

Wilsh ire Assoc iates Incorporated 
Santa Monica. CA 

( Inves tments ) 

Wilshire Associ ates lneorporated 
Pittsburgh. PA 

Lester, PA 

C on s ultanl s 

(Ven1,ue Capital and Alternallve /nvestJMnls ) 

•One vacant seat as of December 31. 1992 

lndependenl Audil or 

Coopers & Lybrand 
Harrisburg, PA 

Rona.Id A. Karp Associates, Inc. 
Summi1., NJ 

(Real Estate) 

Hay/Hugg rns Compmy, Inc. 
Philadelph ia. PA 

(Co ,uw /tuig Actwary ) 
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Investme nt Policy I 

The State Employes ' Retirement Board adopted a fo!""lal Stat emen~ of _ Inve stment 
Policy in t 979 which has been revised to reflect and incorporate leg1slauv e chan ges 
governing investments. 

I 
I 
I 
I 
I 
I 
I 
I 

The purpose of the State ment is to formalize the Board 's investment obje ctive s, 
policies, and procedures, to establish guidelines for the investment of the asset s of the 
Fund. and to define the duties and responsibilities of the variou s entiti es involved in 
the investment process. 

I 

The major elements of the Statement are: 

As fiduciaries, the Board will exercise that degree of judgment, skill, 
and care under the circumstances then prevailing which persons of 
prudence, disc retion, and intelligence, who are familiar with such 
maners, exercise in the management of their own affairs in investme nt 
maners; 

Where investment characteristics, including yield , risk, and liquidity, 
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 
Retum, over full economic cycles, which exceeds the retum of a fully 
diversified market ponfolio within each asset class. The Board seeks 
to meet this objective within acceptable risk parame ters 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 
consultants to provide expen, professional judgment in all inves1ment 
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 allocation of 
funds during the year among inves1ment advisors and categories of 
assets; and 

~ll re?ords of investment transactions are available for public 
inspection at the offices of the State Employes' Retirement System . 

4 PENNSYLVANIA STATl!. EMPLOYES' UTlllEMENT SYSTl!.M 
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Investment Objectives 

To assure an adequate accumulation of reserves in the Fund at the least cost to the citizens of 
~he ~ommonwe~ t_h and to provide some protection against the erosion of principal by 
mfl~t ,on, the mm!mum ~otal return objectives of the Fund, including income and both 
reali zed and unrealized gains and losses over full economic cycles, are: 

A. Achieve and maintain State Employes' Retirement Fund in excess of 
Accrued Benefit Liability; 

B. Achieve a Real Total Rate of Return (as measured by the GNP Implicit 
Price Deflator ). Achieve an Absolute Total Rate of Return not less than 
the actuarial investment return assumption; 

C. Achieve in Equity Securities (Common Stock, Convertible Preferred 
Stock, and Convenible Bonds ) a total return that exceeds the total return 
of the Wilshire 5000 Index; 

D. Achieve in Fixed Income Securities, exclusive of residential and 
comme rcial mortga ges, but including mortgage-backed securities, a total 
return that exceeds the total return of the SERS Bonds and Mongages 
Custom Index, which is composed of the following four published indices 
(effect ive July l, 1992): 

30% Lehman Brothers Long Term Government Bond Index 
20% Lehman Brothers lntennediate Government Bond Index 
25% Lehman Brothers Corporate Bond Index 
25% Lehman Brothers Mortgage-Backed Securities Index 

E. Achieve in residential mongage investments a total return superior to the 
total return of the Salomon Brothers Mortgage Pass-Through Security 
Total Rate of Return Index. Commercial mortgage investment return 
should be competitive with the total return on similar institutional 
portfolios and on othe r fixed income investments; 

F. Achieve in Equity Real 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 better than U.S. 
Treasury Bills (90 days). 

Total return includes income and both realized and unrealized gains and losses and is 
computed on market value. 

The Board seeks to meet these objectives within acceptable risk parameters through adherence 
to a policy of diversification of investments by type , industry, invcsanent manager style, and 
geogra phic locatio n . In addi tion, investm ents are selected in accordance with quality 
guidelines. 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM s 
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Investment Highlights 

The unaudited marke1 value of the S1a1e Employes' Re1ire~ent System investments including 
accruals, was $12.406.6 million as of December 31, 1992. This was an mcrea~ of $579 8 m1Uion 
from the s 11,826.8 million market value as of Decem~r 31, 1991. The increase was from 
investment income, changes in asset marke1 values, net ,:ca11~ed and_ unrcal11cd_ gains and l?s~es, and 
from ne1 con1ribu11ons (employer and employe con1nbu11ons m_mus benef11 and administrative 
paymenis) Based on marke1 value of asseis as of 9/30/92, SERS 1s the 24th larges! public pension 
fund in the na1ion and the 39th largest public and corporate pension fund. 

For the year ended December 31, 1992, SERS realized a 7.4% total investmen1 ra1e of re1um after 
fees The Fund achieved in equity securities an 8.2% total return compared to the 9 0% total return 
of the Wilshire 5000 Index. The Fund achieved in bonds & mongages an 8.2% total return 
compared to the 8.1% total return of a blend of the Lehman Aggrega1e Bond Index and lhc SERS 
Bonds & Mongages Cus1om Index. SERS annualized five year investment rate of rctu m was 12. J %, 
which exceeded the Consumer Price Index measure of 4.2 % . 

SERS invests in six asset classes and uses external invesonent advisors with various investment styles as 
a method to ensure overall fund diversification. As of December 31, 1992 the asset class a1Jocat1on 
was: 47.6% stocks; 41.9% bonds & mortgages; 6.6% real estate; 3.0% cash; 0.6% venture capital; 
and 0.3% alternative investments. As of December 31, 1992 SERS had retained the services of 66 
external investment advisors to manage 79 portfolios. 

As of December 31, 1992 SERS had $1,008.0 miUion, over 8. 1% of SERS total fund, invested in 
Pennsylvania. Of this amount, SERS had placed over $692.2 million in ponfolios which were 
specially designed for Pennsylvania investment. The Pennsylvania ponfolios include: a stock index 
fund; a private placement long term loan account; a mongage - convenrional commercial, FHA 
projects, and residential propenies - ponfolio; several real es1ate ponfoli os; 16 venture capital 
limited pannerships; and one LBO limited parmership. 

Rate or Return (arter fees) 

5 years 

Asse1 Class l.2.SR:22 .1222 .l.221 129.Q 1282 illa 
SERS · St0<:ks 15.4 % 8. 2 % 35. 2% -S.6% 27.9% 17.4% Wilshue 5000 Index 

15.9% 9.0% 34.2% -6.29'o 29.2% 17.9% S&P 500 Index 
15.9% 7 .7'fo 30.5% -3.29'o 31.5% 16.8% 

SERS · Bonds & Mortgages 11. 0% 8. 2 % 19 .0 % 7.6 % 11.6 % 8 .9% She.arson Lehman Aggregate Bond Index 11.0'fo 8. I 9'o I 6.0% 8.9% 14.5% 7.9% 
SERS • Rea l Estat e 0.8% ·l. 3% -9.0% 1.8% 7. 1% 7.9% FRC Propcny Index 

·0.4% -5.0% • 7 .69'o 0.2% 4.7% 5.9% SERS • Cash• 
9.1% 7.0 % 11.S % 8.8% 10.7% 7.4 % 90.Day Treasury Bills 
6.8% 3.9% 6.4% 8.3% 9.09:, 6 79'o SERS • Vt nt11re Capit a l•• 
5.9% 10. 6 % 11.7 % -0. 4 % 6.3 % 1.7% SERS • Altern a tive Inves tm ents•• 3. 4 % 4.4 % 2. 1% 3.2% 4 .0 % 3. 1% SERS • Total Fund••• 

12. 1 % 7.4 % 22.7 % 1.1 % 17.8% 12. 9% lnfllllon · GNP lmplici1 Price Dcflator NIA NIA 3.3% 4 .09'o 3.49'o 4.39'o 
Inflation · Consumer Price Index 

4.29'o 2.9% 3.1% 6.1% 4.6% 4.4% • RetwtLS for the T, UJSllry lnvestmu,J Pool FWNJ wit It . 
•• The veri1wt capital alld alltmat ii,e · ' u: comprisu O portio n of caslt, ore not based on marut values 
• • • /nc/,uJes 11te w /Is F Ass •nwst - nJ.s raus of rtt run wue ulimattd 

t orgo t i Aflocalion FWNJ · 
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Investment Manager • Po<t!olio 

Darrow, Hanley. Mcwhinney & Strauss, Inc. 

o,ciche & Field Advisors 

Mellon Capital Managan cnt- PA lndcx 

Mellon Equity Associal.Cs - Special Equity 

Miller. Anderson & Sherrerd 

Neuberger & Berman 

Pilgrim, Baxter, Greig & Associal.Cs 

Provident Investment Counsel, Inc. 

Sturdivant & Co., Inc. 
SunBank Capital Management, N.A. 

Trinity lnvesunent Managanent Corporation 

Wells Fargo Nikko - Equity Index Fund (S&P 500) 

Wells Fargo Nikko • fatended Equity Market Fund 

Zevenbergen Capital Inc. 

Dunedin Fund Managers Ltd. 

Miller, Anderson & Shencrd • international 

Morgan Grcnfell lnvesunent - European 

St.Odes 

$635.8 

59.5 

72.4 

400.7 

260.8 

57.0 

20S.9 

330.8 

8.1 

388.6 

285.0 

1,851.2 

622.8 

7.3 

51.0 

301.3 

82.2 

"-t Allocation 

Oecembu 31, 1992 

($ in millions) 

Bonds& 

Mongag .. Real E.swc 

Venture Altemative 

_...;Cas=h'---~ lnverunenu 

Scudder, Stevens & Clark, Inc.• Pacific Basin 81.1 
;:;·.:~--:"/$ ::· .·.•,•❖:-~;:..W~X:~/.•••'.❖-:«•:❖,•;❖~❖:•~:~,bW:?~;.:,:r.,:,;X,;:<6'.,,~❖!•:❖·-:❖:•·•m·;;>:"¥,;.;;•.)"..-)'ffe"❖;.;,(.>'fti~~$S. ~~ .•. c_. ,-:,,;, ;'r;.;?.~".· • .¢.".:,O.,,;.·.•.•.m:;;.·❖:-:'-?W~Z,:,:~.-.~--:",(.·.-.. · .• : y:~•.·.·. 

Total of Total 

Marlcet Value Marlett Val 

$635.8 

59.5 

72.4 

400.7 

260.8 2.1 

51.0. 0.5 

205.9 1.7 

330.8 2.7 

8.1 0.1 

388.6 3.1 

285.0 2.3 

1,851.2 14. 

622.8 5. 

7.3 0.1 

51.0 0.4 

301.3 2.4 

82.2 0.7 

81.1 0.7 
·-:m•,Y; ~~❖'. 

Wells Fargo Nikko - Enhan Asset Allocation Fund 201.1 469.3 670.4 5.4 
>:«,:-.~-:,.., :❖»:«~»:«,;,O(,O,"..X-..%"/.•!•:❖>. ... M-:-»>:-".«<>»»'J/.,'/.l.o!❖:«.»»!❖:❖;.t.-;»;,;.~,o,~~✓..:-:.««;.«·:-'HA-»"l',»W/k»Nk»'h«««i¢'~m.«,Y~:❖:-:-Y..:❖;.mw_.mx-;,:,)!,:•:,.:,»W.@;(:;n.,,:.;«,:.;.ov/. :.Y./..Y/Hl'M-:-: »m;,;,:.:.;.;--..-,w;·r,.: 1')'h,: 

Cigr,a tnv .. tmenLS 

P. 0 . Corbin 

Delaware Investment Advisers 

Dodge&Co, 

Hamil & Holte 

Jobn Hancock 

W. R. Huff Asset Managanent 

Latimer & Buck 

Mellon Bond Associates 

Miller, Anderson & Sherrcrd 

J. P. Morgan 

Trust Company of the West 

U.S. Treasury bonds & notes 
»:-:v:-:-:-;.:-:-:-:,;.:-:w:-~~-««:~:« -~'«'-»»~..:,»»,.o-:..~~ -:, · 

Heitman Advisory Corporation 

JMB • scparaLC account 

Aetna • 4 pooled funds 

Alex Brown 

Copley CIIF-ll 

Corporate Property Investors 

ForeSt Investment AssociatcS 

JMB Group Trust m 
John I lancock - 2 pooled funds 

Metric Apartment Fund 

Prudenti.al - 2 pooled funds 

PSI lll 

Payden & Rygcl 

2.8 

7.6 

2.2 

152.S 

8.0 

18.4 

436.6 

838.7 

1,211.5 

1,573.9 

153.9 
77.9 

180.1 
~ .. :mm;o~w ::::t00m·~ H ::mc::mw ·n::::o: o·..,..,,.,..,.·»-..:«<~~m:· · ·;;ign ·:o: 

$239.0 

190.5 

9S.2 

21.9 

14.4 

113.7 

3.5 

33.S 

13.4 

41.8 

20.5 

19.7 

~ ::r~~-:~~~~ ~ ~ ~~~ :~ ~~«~~~*:'.;~~~--':-~¼;::>:>.W»···· 

S308.7 

57.4 

2.8 

7.6 

2.2 

152.5 

8.0 
18.4 

436.6 

838.7 

1,271.5 

1,573.9 

153.9 
77.9 

180.1 

1.2 

0.1 
0.1 

3.5 

6.8 

10.2 

12.7 

1.2 
0.6 

1.5 
>:-X~~;.:,c,:,~i-:w~· 

239.0 I. 

190.5 1.5 

95.2 0.8 

21.9 0.2 

14.4 0.1 

113.7 0. 

3.5 0. 

33.5 0. 

13.4 0. 

41.8 0. 

20.5 0 . 

19.7 0. 

26.8 0. 

308.7 2 

57.4 0 

• Treasury Investment Pool Fund values ue at cosL 

•• Vcnrurc capital and alternative investment market values are estimates Numbers may not add due LO toun 
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~ \CNMI" · Pllnfo!,o Sloas 

APA."-Ptas)"'- \'-C..-, Flmcl-• 
a;o \ ·- F\ad,,S'•• 

CEO Vcnruro F<aio-0 • • 
f'-Captai •• 

r.., C.,,lal- U' • 

Gcttsos Seed Fund•• 
0r-a,-.,...._ .. 
lbllbatt Vaians ID 

Kq-.-O • • 
XEPA\ '_ .. 

NEPA Vmn..c u u 

PUUburch Seed Rind•• 
Paoaa\'--."--, o 

P'11C Vtllllft Group I•• 

TOH-0 umrted" • 
1.tzoSt...,c..,,w.0 ..-

APAX Panncn · APA~ Ruqae m•• 
APAX l'lnncn • APA Ge:rmao Vm11ra .. 

~ A--. ea,._ flmd, LP .. 
C-ode,. 8-y .t 5-s. LP •• 
Hellman & Fneon.i 11• • 

~.tio- .LP .. 
"tmsylvaua Fund II •• 
~ Vm111ra UK ID•• 

~-. .. cu11acnnu 

'OT AL MARK£r VA.LUE 
S.1,902.7 

ERCE.'7 OF TOTAL MAJUarr VALUE 
47.6'ft 

m~PlaPoiocy . T-ia 
47..s'ft 

'92 lovenznau Plan Policy. Ranae 
4.S'ft.501, 

1.nv.__ Pool Fund "Ulla'" .. COil. 

alpaalllldahemaiive---mata..._are...,_ _ 

-'-A.a--
O.U~r Jl , 1992 

(S on malK>ftJ) 

Bonds& 

Monpga Real ENle Cast, 

3.4 

SS,193.2 S834.I S369..S 

4 1.9" 6..6'ft 3.0'f, 

36..0'ft 10.0,, 3..s'l, 
34'ft.39'ft 8'ft. IO'ft 3'ft-8'ft 

Vc:n,,..c Ahcma1.o"c Toca1 
or;Ol.ll ~ lmumcnu 

~av•~ 

Sl 99 
19.9 

02' 07 
0 .7 

o'°' .so s.o 
o'°' 59 

S.9 
00,, 4 7 

4 7 
o'°' I 2 

12 0.01, 18 
1.8 o.o,, .S.7 
S.7 

o'°' 67 
6.7 01 , 27 
2.7 00,, 08 
0 .1 0.01, o..s 
0..S 0.01, 07 
0.7 00,, 4 .3 4.) 

00,, 63 
6.3 0 1' I 8 
1.8 00,, 

Sl4 I 4 0.0,, 
0.9 0.9 0.0,, 
60 6.0 00,, 
94 9.4 01,. 
6.1 6 .1 0.01, 
3..S 3..S 0.01, 
a..s 8..S 01,. 
2.8 28 0.01, 

3.4 00,, 

S68..S S38..S $ 12,406.6 IOOO'ft 

06'ft 03 9, 100.0'ft 

U'J, I..S'J, 100.0'ft 
I 'ft-21, l'ft.21, 

Ntanbcn may 1101 add due lo romdag 
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> -
Market Value 

1988 -92 
($ in m,lhons} 

Asset Class 
1Wli22 12/31121 12lJlt20 12lJllll2 12lJlll!8 

Stoeks $5,902.7 $5,814.2 $4,339.6 $4,484 .7 S3,43l .5 Bonds & Mortgages 5,193.2 4,297.1 3,221.9 2,886.6 2,673.4 Real Estate 834.1 838.6 862.2 833.0 566.5 Cash 369.5 781.5 1,255.7 1,382.4 1,387.0 Venture Capital 68.5 68.8 67.8 67.4 62.8 Alternative Investments 38,5 26,5 25 7 21,2 12,7 
TOtal Fund $12,406.6 SI 1,826.8 $9,772.7 $9,676.0 $8,140.9 

Numbers may not add due to rounding 

Asset Allocation 

12/31/92 12/31/91 

Venture Capital (0.6%) Venture Capita l(0.6%) 
Alternative lnvestments (0.3%) 

Cash (6.6%) 
Alternative lnvestments(0.2%) 

___,.,rn., 
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------------------------- 1 , 

Summary of SERS Pennsylvania Investment s 
December 31, 1992 

Members of the Slate Employes' Retirement Board (Board), emp_loyes o~ SERS and agents. of the Board Stand 
in a fiduciary relationship to the members of the ~yste!31 regard1~g the investments and _disbursements of the 
Fund. Subject 10 reslrictions on investments contained m the Reurement ~ode and the Fiscal Code, the Board 
has exclusive control and management of the Fund an~ fu_U power LO. invest the assets . of the Fund. The 
Board adopted a formal Statement ~f l~vesunent Polley m _1979 which has be~n. rc".1sed 1_0 re~eet and 
incorporate legislative changes goverrung inve~anents. ~ ere mvesuncnt. charactcns11cs )~Clu~mg yield, risk 
and liquidity are equivalent, the Board's policy favors investments which have a pos1uve 1mpae1 on the 
economy of Pennsylvania. 

SERS investment ponfolios have alway~ had subst~tial inv_esunents i~ Pennsylvani_a fi~ s. as some large 
national firms are headquanered in the Pittsburgh, Ph1ladel~h.ia and Ha~ sburg areas, m~luding ~ell Atlantic, 
Rite Ajd, Westinghouse, Sun, Rohm & Haas, and H. J. Hemz. In addition, SERS has invested in portfolios 
which were designed to give emphasis to investments in Pennsylvania. As of December 31, 1992, SERS had 
$1,008.0 million (over 8.1 % of SERS total fund) invested in Pennsylvania: ~f this amount, SERS had placed 
$692.2 million in portfolios which were specially designed for Pennsylvania investments. 

SERS designed the Pennsylvania Equity Index Fund to increase exposure to smaller "in-state" corporations. 
The fund consists of 211 corporations that are either Pennsylvania-based or employ Pennsylvanians equal to 
at least 25% of its total corporate employment. Mellon Capital Management manages trus passive fund for 
SERS. The market value of the Pennsylvania Equity Index Fund was $72.4 million as of December 31, 
1992. 

The following are some of the top performing Pennsylvania stocks for 1992 included in the Pennsylvania 
Index Fund: 

Company Location 1992 Total Return 
• QVC Network West Chester 172.8% 

QVC Network markets a variety of consumer products through a televised home shopping program 
broadcasted by satellite. 

• U°:isys Blue Bell 145.5% 
Umsys makes '.'fld ma~ets coi:1puter-b~ed. networked information systems, software, and related services 
?n a w~rld-w1de basis. Um~ys .specializes in providing mission-critical solut ions based on open 
mformanon networks for organ1zauons that operate in transaction-intensive environments. 

• Resp~ro~cs . Murrysville 138.8% 
Resp_irorucs designs, develops, manufactures and sells respiratory medical products for use in home 
hospital and emergency medical situations. ' 

• ~ishay Intenechnology Malvern 99.1 o/o 
Vi~h~y lntenechnology manufactures and markets electronic components, primarily a wide variety of 
resisnv~ co~pone~ts, to computer, telecommunications military/aerospace instrument industrial and 
automotive mdustnes. ' ' ' ' 

• Advanta . . Horsham 89 1 % 
~~tao~ a tre~t marlc~ter of ~ lect cons~e r financial services, including credit cards and home equity 

· er usmesses mclude ucket equipment leasing, credit insurance and deposit products. 

Bonds & Mongages 

of December 31 1992 SERS had $2 g •ir . . 
arate Account ~hich ~as designed b ~ ~n mveSle~ m loans of the Pennsylvania Private Placement 

Y ennsylvarua MILRITE Council and is managed by Cigna. 
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These loan s provide long- tc nn , fixed rate financing Lo es tabli shed Pennsy lvania firms lacking access to the 
publi c bond m arkets. 

SERS h~d. $3~8 I ~illio~ invested. in Pennsylvania mongages ($258.0 million in commercial mortgages and 
$80 . l m1li!~n m rcs1dcnllaJ properties) a~ o~ 12/31/92. The residential segment of this portfolio is comprised 
of compc l1L1_v~ rate mo~ga ges that ~re d_1stnbuted solely throughout Pennsylvania, in accord ance with SERS 
poli cy to o n !Pnate 10~ 1'o of aJI res1d~~t1al mongages within the Common wealth. The commercial segment 
listed above !S ~ompn scd of _compe~1uve rate mortgages on various industrial, retail, apartment and office 
co~plex es w1_thin _Pcn!1sy lvania. L.aL!~er & ~uck, SERS mortgage advisor, has committed on a best efforts 
bas is und ? r its f1d~cia~ respon~1b1hty to invest at least 50% of the entire SERS mortgage portfolio 
(comm ercial and rcs1denual combmed) in Pennsylvania-based mortgages . 

Collectively , these "Pennsy!vania-focused" investments in the SERS' Bonds & Mortgages asset class are 
estimated to have the following dire ct and indirect impact on the Commonw ealth's economy: 

• over 4,100 Pennsylvan ia households have residential mortgages originated by SERS; 

• over 12,000 Pe!1I15ylv~~~-bas~ job s are associat ed w~th SERS' comme rcial mortgage lending and private 
placement financ ing act1v1t1es; this figu re does not consider the favorable "ripple effect" that such jobs may 
have on the local economy; and 

• these 12,000 jobs have a total annual payroll in excess of $48 million . 

Additionally, SE R S also held $50.5 million of other public and private corporate debt issued by 
Pennsylvania-domiciled companies. 

~ 

SERS is one of the largest investors in two Treasury Investment Pools managed by the Pennsylvania State 
Tr eas ury Department. Although exac t figure s are unavailable, these Treasury Investment Pools have 
signi ficant holding s of 1) certificates of deposit issued by Pennsylvania-based financial institutions, 2) short
tenn not es and commercial paper issued by Penn sylvania -based compan ies, 3) notes and obligations of 
se lected Penn sylvania state agenc ies, and 4) FNMA mortgage-backed securities backed by loans issued under 
the HomeStart program. Th e HomeStart program is designed to encourage home ownership within tbe 
Commonwealth by making mortgage s ava ilable to lower, moderate , and middle -incom e Pennsy lvania 
hou seho lds. 

Real Estate 

lo 1987, SERS establis hed two separate account real estate portfolio s which are manag ed by Heitman 
Advi so ry Corporation and JMB Inst itutional Realty. To date , these managers have met their commitme nt to 
inves t approximate ly 50 % of their initial allocation in Pennsylvania properties. As of Decembe r 3 1, 1992, 
these two portfolios had a net market value of $194.3 million invested in ten Penn sylvania properties out of a 
total portfolio market value of $430 million . There currently remains approxim~tely $50 _million of funds to 
be invested in these two portfolio s. The SERS sepa rate account portf olios comam seve ral notable 
inve stme nts: 

• Fo ster Pl aza - Thi s is a 10 building offi ce park located on the main co rridor from the airport to 
downtown Pitt sburgh. SERS is an owne r of seven of the buildings and a mo rtgage lender on the 
remaining three building s. The total project contains approxima tely 600,000 square feet of prime office 
space. During 1991 SERS complet ed the buyout of our partn ers inte rest in these bui ldings so that the 
buildings are now owned 100% by SERS. 

• 1818 Market Street - Thi s is a 950,000 squar e foot office building in downtown Philadelphia which was 
purchased in 1988. Although the building suffe red a decline in value during 1991 , as virtually all office 
building s did, it is over 95% leased and 1992 brought about an increase in the property value . During 
1991 a major renovat ion of the building was completed which transfonned the property from a Class B 
building to a Clas s A buildin g. This $10 million renovation , in addition to improving the quality of the 
investme nt , was one of the largest construction projects that occurred in Philadelphia during 199 l and 
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Summary of SERS Pennsylvania Investment s 
Decembe r 31, 1992 

Members of the State Employes' Retirement Board (Board), em~loycs o~ SERS and agents_ of Lhc Board Stand 
in a fiduciary relationship to the members of Lhe ~yste!11 regard1~g Lhe mvestrnenLs and . disbursements of the 
F d S b. 1 to restrictions on investments contained in Lhe Reurement ~ode and Lhc Fiscal Code, Lhe Board 

hun · 1u ~ec control and management of Lhe Fund and full power to invest Lhe assets of the Fund. The 
as exc us1ve p 1· · 1979 h' h h b · d Board adopted a formal Statement o_f !~vestment o icy m . w 1c as c~n . rc~1sc 1_0 re~ect and 

inco rate legislative changes goverrung investments. ~ere investment_ charac1cns11cs !~clu~mg yield, risk 
and ~uidity are equivalent, the Board's policy favors investments which have a post11vc impact on the 
economy of PeMSylvania. 

SERS investment ponfolios have alway~ had subst~tial in':estments i~ Pennsylvani_a fi~ s. as some large 
national firms are beadquanered in the Pittsburgh, Ph1ladel~hia and Ha~ sburg areas, tn?ludmg ~ell Atlantic, 
Rite Aid, Westinghouse, Sun, Rohm & Haas, and H. J. Hemz. In ~dd1uon, SERS has mvested m portfolios 
which were designed 10 give emphasis to investments in Pennsylvarua. As of December 3 1, 1992, SERS had 
$1,008.0 million (over 8.1 % of SERS total ~d) inv~sted in Pennsylvania: ~f this amount, SERS had placed 
$692.2 million in portfolios which were specially designed for Pennsylvarua mvestrncnts. 

~ 

SERS designed the Pennsylvania Equity Index Fund to increase exposure to smaller "in-state" corporations. 
The fund consists of 211 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 $72.4 million as of December 31, 
1992. 

The following are some of the top performing Pennsylvania stocks for 1992 included in the Pennsylvania 
lndex Fund: 

Company Location 1992 Total Return 
• QVC Network West Chester 172.8% 

QVC Network mark_ets a variety of consumer products through a televised home shopping program 
broadcasted by satellite. 

• U~ys Blue Bell 145 .5% 
Unisys makes ~d ma~ets co1:1puter-based networked infonnation systems, software, and related services 
?n a w~rld-w1de basis. Uni~ys. specializes in providing mission-c ritical solu tions based on open 
mfoanauon networks for orgamzanons that operate in transaction-intensive environments. 

• Resp_iro~cs . Murrysville 138.8% 
Resp_irorucs designs, develops, manufactures and sells respiratory medical produc ts for use in home, 
hospttal and emergency medical situations. 

• ~ishay lntenechnology Malvern 99 .1 % 
Vi~h~y lmenechnology manufactures and markets electronic components, primarily a wide variety of 
resisuv~ co~pone~ts. to computer, telecommunications, military/aerospace instrument industrial and 
automouve mdustnes. ' • • 

• Advanta Horsham 
Advanta is a direct ark f I . . 89 .1 % 
loans Other busine~s ~te~ od ~ e~t cons~e r financial services, including credit cards and home equity 

· me u e tic et equipment leasing, credit insurance and deposit products. 

Bonds & Mongages 

As of December 31, 1992, SERS had $2 g . . . . 
Separate Account which was designed b :u~on mveStc~ m loans of the Pennsylvania Private Placement 

Y ennsylvan,a MILRITE Council and is managed by Cigna. 
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These loans prov ide long-Lerrn, fixe d raLe financi ng to es tablished Pennsylvania finn s Jacking access to Lhe 
publi c bond ma rkets . 

SERS h~d. $3~8 . 1 ~ill io~ inves ted. in Penn sylvania mortgages ($258.0 million in commercial mon gages and 
$80.1 m1!11~n in res1dent1al properucs ) a~ o~ 12/31/92. The residential segme nt of this portfolio is comprised 
of compet1t1_v~ rate mortgages that !ire d_1stn buted solel y throughout Pennsylvania , in accordance with SERS 
~! icy to o n ~matc 10~% of all res1d~~ual mortgage s within the _Com_monwealth. The commercial segment 
listed above !s ~omp n sed o f _compet_1uve rate mo rtgages on vanous industrial, retail, apartment and office 
co~ plcxcs w1_thm _Pcn~sy lvania. L_a~~er & ~uc k, SERS mortgage adviso r, has committed on a best effons 
basis und7r its f1d~c1a~ respon ~1b1hty to invest at leas t 50 % of the enti re SERS mortgage ponfolio 
(comm ercial and res idential combined) m Pennsylvania-ba sed mortgages. 

Colle ctive ly , the se "Pennsy~vania-focused" investments in the SERS' Bonds & Mortgages asset class are 
estimated to have the follow ing direct and indirect impac t on the Commonwealth's economy: 

• over 4 ,100 Penn sylvani a households have residential mortgages originated by SERS; 

• over 12 ,000 Pe~ sylv~!~-ba se~ job s are associa ted w!th SERS' commer cial mortgage lending and private 
placeme nt financing act1v1t1es; this figu re does not consider the favorable "ripple effect" that such jobs may 
have on the local economy; and 

• these 12,000 jobs have a total annual payroll in excess of $48 million. 

Additionally, SERS als o held $50.5 million of other public and private corpo rate debt issued by 
Pennsylvania-domic iled companies. 

~ 

SERS is one of the largest investors in two Treas ury Investment Pool s managed by the Pennsylvania State 
Treasury Depa rtment. Although exact figures are unav ailable, these Treas ury Investment Pools have 
sign ificant holdings of 1) certificates of deposit issued by Pennsylvania-based financial institutions, 2) shon
term note s and commercial paper iss ued by Pennsylvania-based companies, 3) note s and obligations of 
selected Penn sylvania state agencies, and 4) FNMA mortgage-backed securitie s backed by loans issued under 
the HomeStart program . The HomeStart program is designed to encourage home ownership within the 
Commonwealth by making mortgages available to lowe r, moderate , and middle-income Pennsylvania 
hou seholds. 

Real Estate 

In 1987, SERS established two separate accoun t real estate portfolios which are managed by Heitman 
Adv isory Corporation and JMB Institutio nal Realty. To date, these managers have met their commitment to 
invest approximately 50 % of thei r initial allocation in Pennsy lvania properties . As of December 31, 1992, 
these two portfolios had a net ma rket value of $194.3 million inves ted in ten Pennsylvania properties out of a 
total portfolio marke t value of $430 million. There currently remains approxim~tely $50 _million of funds to 
be invested in these two portfolios . The SERS sepa rate account portfohos contain several notable 
investments : 

• Foster Plaza - Thi s is a 10 building office park located on the main corridor from the airpon to 
downtown Pittsb urgh . SERS is an owne r of seven of the buildings and a mortgage lende r on the 
remaining three buildings . The total project contains approximately 600,000 square feet of prime office 
space. Duri ng 1991 SERS completed the buyout of our partners interest in these buildings so that the 
buildings are now owned 100% by SERS. 

• 1818 Ma rket Street - This is a 950,000 square foot office building in downtown Philadelphia which was 
purc hased in 1988. Although the building suffe red a decline in value during 1991, as virtually all office 
buildings did, it is ove r 95% leased and 1992 brought about an increase in the propert y value . During 
199 1 a majo r renovation of the build ing was completed which tran sfonn ed the propert y from a Class B 
building to a Oass A buildin g . Th is $10 million renovat ion , in addit ion to improvin g the quality of the 
investme nt, was one of the largest con struction projects that occ urred in Phila delph ia during 1991 and 
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h d d •obs in the const ruction indusu y. It is ant ic ipat ed that th is renovation will 
::sr J~~d:eubcuil;~~ ~o i! ke full advantage of the office market recovery . 

d p rties _ This is a combination of four bulk wareh ouse projects loca~e~ in both Reading and 
• He~: r ~ rwo very strong regional distribution points in the _ state. ':h e bu1ld1~gs co nta !n 868 ,000 

Ha gt of s ace and have excellent access 10 both the tum ~1ke _llf!d inters .talc ~•ghw a~s in o rder 10 

be
square fee Pennsp ylvaru·a business SERS is considering expandmg ll S po rt folio o f indu stnal/wa rehouse 

tter serve · . . • th f p 1 · f 
projec ts in Pennsyl.vania in order to paru c,p ate in the gro w o ennsy v am a man u actur ers and 
distribution companies . 

• Lincoln Green _ SERS owns a 50% interest in a 636 unit apa ~ e!lt proj ect .wi~n the Phil a~~lphi~ city 
limits. During 1992 upgrades were completed in orde r to maintain the proJeCL s market pos1t1on m the 
area.. This has resulted in higher occupancy rates for 1992 . 

• York Galleria _ SERS owns a significant interes t in this 7~7 ,000 square f<?Ot reg i<?n shoppin g .mall in 
York. This has become the dominant ~all in th.ear~ since .its 1990 comp leuon .. Thi s mall cont~n s four 
major retailers and numerous other nauonal retail chains which has created man y Jobs for local c1t1zens. 

• Vartan Pare - SERS owns this major downtown Harrisburg office buildin g w~ich contains l ?0, 000_ ~quare 
feet. The building will serve as bo~ an inv~stment f~r SE_RS and. as SERS s headqu arte rs in add1uon to 
providing office space for other businesses with operauons m the city. 

As of December 3 1, 1992 , the SERS real estate portfolio contained 19 PA inves tments totallin ~ 6,471 ,398 
square feet of office, retail, apartment and warehouse space. Th e Gross Ma rket Value o f the se mve sLrnents 
totals $450 million of which the SERS share is $206 million. 

Venture Capital 

Since its inception, the SERS venture capital progr am has committed $1 67.5 mill ion to 20 ventur e capit~ 
partnership funds. As a part of its focus, the program targets parmerships which plan to make investmen ts m 
companies either based in Pennsy lvania o r in compan ies which employ Penn sylva nia cit ize ns. Th ese 
partnerships are diversi fied among various geog raphic regions and finan cing stage s (includ ing five seed 
funds designated by the Ben Franklin Partn ership). SERS, in conjun ction with the Penns ylvania Public 
School Employes' Retirement System (PSERS), created the APA/F ostin Pennsylvania Venture Capital Fund in 
1987 with a commitment of $20 mill ion from each fund. The partnership of Alan Patri co f Associates /Fostin 
Capital manages this venture capital fund with offices in Phil adelphi a and Pi ttsbu rgh . Duri ng 1992 SERS 
and PSERS created a follow-o n Fund with a commitm ent of $30 millio n from eac h fund to APA/Fos tin 
Pennsylvania Venture Capital Fund Il . With the establis hment of this second fund , APA/F osti n will continu e 
its focus on Pennsylvania venture capital investing. 

A key aspect of the SERS venture capital prog ram is the attra ction o f natio nal fund s into Pennsylvania 
inve~tments. Al~ Patricof AS5?Ciat7s' expertise as the lead inves tor in the majo rity of their inves tments 
conu.nues to provide Pennsyl vania with a flow o f venture capital money from num erou s out -of-state funds 
and mv~stors. The_ progress of Pennsylvani a withi n the natio nal ventu re capital community shou ld reap 
substantial rewards m future years for both Pennsylvania and the SER S fund . As o f September 30, 1992, 
SERS venture capital partnerships have attracted over $97 million of out-of-state fund s to finan ce thei r acti ve 
venture companies based in Pennsylvania . 

Th~ SERS_ venture program ~ er 8 years of venture investi ng , continue s to enhan ce the pool of ven ture 
capital available to.Pennsyl~an1a based comp~ie s by anra cting la rger national venture capital fund s into the 
stat7. The C?mm1tt~ capital an~ . managenal talent of these org anizati ons co uld sub stantially increase 
bus~ness creauon and Job opP?rturuu es ~ ough<?ut .Pennsylvania . !hese national firms also bring invesan~nt 
capital re5e:rves to Pe!1flsylvarua and provide a significan t opporturuty for SERS to leverage its venture capital 
dollars while promoung economic growth. 

An en~preneuri~ envi~nme nt is necessary to enhance returns on venture capital inves ting and contin ue an 
e"'.~~on of~~~ s busine ss oppo~iti es. A continuous effon to create this business environment , along 
wi e av a I ty of venture capital money , encourages conti nued econo mic grow th . Penn sylvan ia 
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contin~es to enjoy its sha~e of venture inve_stm~nt activity as it plays a leading role among the Mid All · 
States m terms of growth m the venture capital industry . anoc 

~ERS has been active in seed and_ earl_y stage financin~s of Penns~lvani~ based companies . SERS investment 
m NEPA Vent~re Fu~d has, dunng 1ts seven yea~ htsl<?ry, provided investment in 15 Pennsylvania -based 
startup coi:ripan1es which possess a techn~logy onentauon. SERS' recent commitment to NEPA venture 
Fund II will enable NEP~ to cov~r the Pittsburgh area in addition 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. 

Th~ limited l?artnerships funded by SERS have invested in 51 Pennsylvania companies currently active within 
their portfolio_ as of September 30, 1992 .. The Pennsylvania portfolio companies plus non-Pennsylvania 
based com parues ~":'ploy 6,850 Pennsy~v~mans an~ have an estimated 1993 payroll of $145,007,399 . At 
year end, $83.2 mi lhon of the $167.5 million commmed to venture capital partnership funds had been drawn 
down for investment by the partnerships, and $34.5 million had been returned to SERS as of December 31 
1992. • 

The following companies are examples of Pennsylvania venture capital investments funded by SERS venture 
capital pannership s: 

• Metallized Paper Corporation of American - This McKeesport, Penn sylvania based company is an 
example of a startup manufacturing company which was founded with seed money from the APA/Fostin 
Penn sylv ania Fund. The company manufacture s products for the decorative packaging industry. In 
addition to the initial round of seed financing, the company has attracted over $18 million in investment 
capital including $2 million in equity from outside the State. This new state of the art production facility 
employs a recently trained workforce of over 50 Pennsylvanian s from the McKeesport area . This 
investment is a classic example of a public/private partner ship of low interest loans, incentive programs 
and opportunistic venture capital working together to form a new company in an economically depressed 
area. The company expects to employ well ove r 200 employees by the time the company has reached 
the mature stage. 

• Zynaxis - Phi ladelphia is ranked number 3 in the nation in terms of attracting biotechnology startup 
companies. Zynaxis is a Malvern, Pennsylvania, biotechnology company formed in 1988 with the help 
of $9.7 million in venture backing including Grotech Partners , another SERS venture manager . This 
company which focuses on research related to the delivery and retention of therapeutic drugs went public 
during January of 1992 resulting in $23.8 million in net proceeds to this startup company . Since its 
inception, this Grotech portfolio company has generated $33.5 million of capital for this Pennsylvania 
based business . 

• City Pride Bakery - Other examp les of start-up companies spawned as a result of venture capital backing 
by two other venture capital managers hired by SERS include City Pride Bakery and Swan Technologies. 
City Prid e Bak ery is a sta rt-up wholesale bakery in Pittsbur gh with the g~al of captu~ng private . label 
bus iness of major supermarket chains. Pittsburgh is currentl y the only maJor metropolitan area without 
a major wholesale bakery. In addition to its investme~t return_pote!'ltial, 1!1e social and comn:i~nity impact 
of this startup company has received favorable media anenuon, mcludm_g a feature telev1s1on spot on 
ABC's Good Momin& America and two feature articles in The New York Times 

• Swan Technologi es - Thi s company is a manufa cture r and di:ect marketer of personal computers and 
accessories locate d in State College. The company has expe nenc ed tremendous success and currently 
generates over $ 60 million in annual revenue. Swan Technologies which employs over 130 people 
could become a likely candidate for a public offering . 

• Intelligent Electronic s - This Lionville, Pennsylvania ba~ed company is a classic example of later st~ge 
venture investing which has benefited a Pennsylvama based company financed by TDH Capital 
Corporation, one of SERS venture managers .. The continued patience and support by the venture 
investors despite outside pressur es to sell and withdraw suppon , resulted in a series of successful private 
placem ent offerings which culminated in a successful public stock. offering. The company continues to 
enjoy treme ndous success as a publi cly traded com pan y within Penn sylvania employin g over 180 
Pennsylvania citizens and generatin g an estimated 1992 payroll of $9 million. Richard Sanford, founder 
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. Offi er of the company has been named Entrepreneur of the Year by the Delawa and Chief Execuuve 1c re 
Valley Venture Group. 

Alternative Jnvesaneots 

R has funded SI0 million to one LBO limited partn~rshi,p ~nd ~.ith _a Pcnnsylva~ia focus, RR&Z 
~~n~ tvania Fund #1. This LBO fund invests in no~-hosule, fnendly, pnvat cly ncgouatcd, non-auction 

al Y h. h completed wilh present management m place. The LBO fund focuses on small-to-medium 
de s w ic are · · ) SERS bel. h lh" · . ul r ca italization companies (between $5 and $100 m1lhon . . icves t at is ~~n1c ar ,ocus offers the 
lai est potential rerums given the risk levels for lhese types of mv~sunents. In_ add1t1on, ano~er SERS LBO 
rurfd manager Brentwood Associates, has invested two out of five mv~stments m Pennsylvania and continues 
10 build an investment strategy around its Pennsylvania based companies. 

The following companies are examples of Pennsylvania investments funded by SERS alternative investments 
partnerships: 

• Bundy Industries. This Coraopolis, Pennsylvania based company resides in _S~RS _PA Fund ponfolio. 
The company employees 95 Pennsylvania workers and generates $6 m1lhon m annual sales of 
commercial baking pans. 

• Ducrmate lndustries - Based in Monongahela, Pennsylvania, this company transacted a subsequent fold-in 
transaction by purchasing Ward Duct Connectors in West Mifflin, Pennsylvania. The combined 
companies generate nearly $2 l million in annual sales of HY AC ductwork components and connectors 
and employ 67 Pennsylvanians within the Mon Valley area. 

• Legend Medical Services - This company which was founded by two healthcare professionals and 
principally backed by one of SERS other LBO managers, Murphy & Fauver , plans to acquire and 
operate a regional group of select nursing homes. The company which is headquane red in Pittsburgh 
plans to focus anention on the purchase facilities in Pennsylvania and adjacent regions. Legend 
Medical's first acquisition was the West Hills Health Care Center, an all-skilled nursing home facility in 
Coraopolis, Pennsylvania which generates annual revenues in excess of $4.5 million and employs over 
120 full and pan-Lime Pennsylvania employees. 

• Horizon Cellular Telephone Company - This company which provides cellular telephone services to lhe 
rural area marketplace, located in Doylestown, Pennsylvania, is an example of a startup venture conceived 
b~ ~renrwood Associates, one of SERS LBO Managers. The company which was capitalized with $30 
m1lhon fr?m the Brentwood Fund in addition to $13 million of cellular interests contributed by McCaw 
Cellular, 1s .~ excellen~ ~xample of lhe power of leveraged dollars. The company is currently in the 
stages of r!llsmg ~ add1nonal_ $54 ~illion in equity capital for lhe purpose of expansion capital to fund 
and gro~ its. busmes~ and build _on 1lS Pennsylvania base. SERS commitment to lhe entire Brentwood 
Fund which includes investment ma number of other portfolio companies is $10 million. 
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SERS VENTURE CAPITAL COMMIITED, DRAWN AND DISTRlBlITED 
Al December 31, 1992 

The capital comm.ilted colwnn rep.resents Sf:RS capital.committed lo each venture capital limited partnership. Capital 
drawn is that .poruon of SERS capital comm1tm~nts. wh~ch was drawn or t.aken down by the venture capilalist and is readily 
available for mvestmenL The market value of dis1nbuuons column shows the value of the distributions made from each 
limited partnership LO SERS at the time of the transaction. 

Financing SERS Capital Capital Market Value 
Stage lnitial Committed Drawn of Distributions 

Limited Partnership &us ~ C$ millions} ($ millions} <S millions} 

I. APA/Fostin Di versified 9/30/87 $20.0 $20.0 $6.8 
APA/Fostin II Di versified • $30.0 $0.0 $0.0 

2. Advent VII Diversified • $25.0 $0.0 $0.0 

3. CEO Venture Fund-$ Diversified 7/29/87 $1.0 $1.0 $0.4 
CEO Venture Fund-II Di versified 7/14/89 $7.5 $5.8 $0.4 

4. Fostin Capil.a.l Di versified 11/25/85 $10.0 $ 10.0 $4.5 
Fostin Capil.a.l-II Diversified 10/5/89 $7.5 $5.0 $0.3 

5. Genesis Seed Fund Seed 11/20/86 $2.0 $2.0 $0.0 

6. Grotech PA Diversified 6/29/90 $3.0 $2.2 $0.l 

7. Healthcare Diversified 7/9/92 $15.0 $5.8 $0.0 
Ventures III 

8. Keystone-II Middle/Later 11/25/85 $10.0 $10.0 $11.4 

Keystone-III Middle/Later • $3.0 $0.0 $0.0 

9. NEPA Venture Seed/Early 8/29/85 $2.0 $2.0 $0.4 

NEPA Venture-II Seed/Early 7/24/92 $7.5 $0.8 $0.0 

10. Pittsburgh Seed Seed 1/13/87 $2.0 $2.0 $0.0 

11. Point Venture PA Diversified 10/2/90 $1.0 $0.7 $0.0 

12. PNC Venture I Diversified 11/25/85 $5.0 $5.0 $2.3 

13. TOH-II Limited Diversified 11/25/85 $9.0 $9.0 $7.9 

TDH-m Limited Di versified • $5.0 $0.0 $0.0 

14. Zero Stage II Seed 4/30/87 ru w SQJ. 

Toi.al $167.5 $83.2 $34.5 

• No contract to date. 
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SERS VENTURE CAPITAL PORTFOLIO COMPANIES 
INVESTMENT AND PAYROLL lMPACT OF ACTIV E INVESTM EN TS 

ON PENNSYLVAN IA 
AS OF SEPTEMBER 30. 1992 

Non-SERS Non-SERS 

Partnersh ip Partnersh ip Estimated 

Number of Amount Addition al Dollars Additiona l PA 1993 PA 

Companies Invested Commitment Co-Invested Comm itment Employes Payro ll 

63 $51 ,264 ,728 $3 ,0 06,523 $556,108,915 $13 ,281 ,085 6 ,8 50 $ 14 5 ,007 ,399 

Total number of companies include 51 Pennsylvania-based companies and 12 non-Pennsylvania based companies with 

Pennsylvania employees. 

Tolal Dollars invested counts active invesiments by a partnership in whi ch SERS is a limited partner. Figures do not include 

invesonents which have been sold or written off. 

Additional commiunents are those made by each partnership in which SERS is invested. 

SERS VENTURE CAPITAL PORTFOLIO 
COMPANY CHARACTE RISTIC S 

CURRENT PORTFOLIO 
AS OF SEPTEMBER 30, 1992 

Number of Pennsylvania Companies Investments at Cost 

51 $45 ,716 ,065 

Number of Non-Pennsylvania Companies Investments at Cost 

89 $79 ,5 42,853 

Number of Companies Written Off Number of Companies Sold 

29 4 6 

Current Valuat ion 

$63 ,030,816 

Current Valuat ion 

$80 ,213 ,916 

Number of Public Compan ies 

1 7 

Total number of active Pennsyl · · · varua compames exclude those invesonents sold or written off . 

Investments at cost include total partnersh · · partnelshjp's tolal capital. 1P investments. SERS capital contrib utions represent a ponion of each 
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IP 

Real Estate Separa te Account Penn sylvania Propertie s 

Market Value 

Property Location Description 
of SERS% 

($ in mill ions} Manager 

1. Bucks County Middletown & Falls Five, one-story $6.1 Heitman 
Business Park Town ship, Bucks Co. office flex Advisory 

buildings 
including 
warehouse and 
distribution 
space 

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

3. Foster Plaza II-VI Borough of Greentree, Multi-story $27.6 JMB Institutional 
Pittsbur gh office buildings Realty 

4. Foster Plaza IX Borough of Greentree, Multi-story $5.8 JMB Institutional 
plus land Pittsburgh office buildings Realty 

5. Greenwood Bensalem Township , Multi-phased $12 .8 Heitman 
Square Bucks County flex office Advisory 

facility 

6. Heartland Reading, Harrisburg, Limited $29.l JMB Institutional 
Properties Montgomeryville pannership 

consisting of 
Realty 

industrial 
properties 
including 
warehouse, 
distribution, and 
limited mfg. 
facilities 

7. Lincoln Green Philad elphia 360 unit Apt. $12.6 JMB Institutional 
Apartments complex Realty 

consisting of 
288 one 
bedroom units 
and 72 two 
bedroom units 

8. 1818 Market Philadelphia 40 story office $46.0 Heitm an 

Street tower with a Advisory 
5 level parking 
garage 

9. York Galleria York Shopping Mall $19 .9 Heitman 
Advisory 

10. Vartan Pare Harrisburg 10-story office 
building 

$17.4 JMB Institutional 
Really 

Total $194 .3 
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Broker 

Adams Cohen Secs 
Aleit Brown & Sons 
Autranec. Inc. 
Bear Stearns 
Blair, William & Company 
Blunt Ellis & Loewt 
Brean Murray, Foster Securities 
Brimberg & Co 
Broadcon Capital Corp. 
CJ. Lawrence Morgan Grenfell 
Canior Fittgerald 
Capital Institutional Servs Inc 
County Natwest Securities Corp 
Cowcn&Co. 
Correspondent Serv Corp 
Credit Lyonnais 
Dean Witter Reynolds 
Dillon Read 
Emst&Co. 
Ewing Capital 
Eitecution Services 
Factset Data Systems, Inc .. 
Fahnestock & Co. Inc. 
First Albany Corp 
First Boston Corp. 
First Manhattan Co. 
Furman Selz Mager Dietz & Birney 
Goldman Sachs 
Gordon Haskeu 
Helfan1 Lawrence Inc 
lnstinet Corp. 
Investment Technology GRP Inc. 
Janney Montgomery Scott 
Jefferies & Co. 
Josephthal Lyon & Ross 
Keane Securities Co 
Kidder Peabody & Co. 
Lazard, W R and Laidlaw 

Commissions 
Paid by SERS Stock Managers to Brokers 

1992 

Commissions Broker 

$5,548.00 Lynch Jones & Ryan 
38,766.05 Mabon Nugent 
5,292.00 Merrill Lynch Pierce Fenner 

179,466.22 Montgomery Securities 
3,697.00 Morgan Stanley 
3,372.00 Neuberger & Berman 
5,640.00 Oppenheimer & Co. 

44,088.00 Pacific Crest 
119,258.50 Pennsylvania Group Inc 
55,434.44 Paine Webber Jackson Curtis 
29,887.53 Perry Investments 

7,834.00 Pershing Div of DL & J 
35,036.00 Piper, Jaffray & Hopwood 
12,217.00 Prudential/Bache Securities 
8,078.00 Quaker Secs 
5,455.00 Regional Clearing Corp. 
7,294.80 Rosenblatt, Richard & Co Inc 
6,294.00 Rothchild Inc. 
9,086.00 Salomon Brothers 

21,856.50 Sanford C. Bernstein 
20,801.04 S EI Funds Evaluation 

7,206.00 Shearson Lehman Hutton Inc. 
32,324.00 Smith Barney Harris Upham 
2,560.00 Southwest Securities, Inc. 

285,368.40 Spear, Leeds & Kellogg 
14,064.00 Standard & Poors 
4,240.00 UBS Securities, Inc. 

117,586.50 U S Clearing Corp 
8,274.00 Warburg, S.G. & Co., Inc. 
4,898.00 Weeden&Co . 

40,220.50 Wilshire Assoc. 
12,396.00 York Securities 
18,673.00 Other 

121,927.18 Corestates Commissions • 
4,182.00 
6,114.00 

100,479.86 
64,322.00 Total Commissions 

• Due to the change of custody from Corestat.es to Provident Bank in March 1992 · r · on bro'-- · • fi , in,onn aoon 
-..:.r commissions or January and February is not available. 

Commissions 

$285,392.00 
8,614.00 

177,362.00 
42,452.00 
72,942.00 
4,466.00 

69,930.00 
22,281.44 

8,304.00 
60,171.00 
9,836.00 

118,256.00 
8,520.00 

29,922.00 
2,694.00 

12,010.50 
4,310.00 
5,100.00 

74,986.04 
17,596.80 
4,992.00 

180,168.45 
52,905.50 
10,940.00 
3,374.00 

10,848.00 
17,298.00 
4,725.00 

19,108.00 
27,392.00 

356,866.35 
6,460.00 

40,755.88 
675,815.52 

$3,916,032.00 
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Inves tm ent Advisors 

APA Capital Risque Ill 
New York, NY and Paris, France 

(alte rnative investments) 

APA Gennan European Ventures 
Munich, Gennany 

(alte rn ative inve stments) 

Advent VU 
Boston, MA 

(venture capital) 

Aetna Life Insurance Company 
Hartford, CT 
(real estate) 

Alex. Brown KJeinwon Benson 
Realty Advisors Corporation 

Sacramento, CA 
(real estate) 

APA/Fostin Pennsylvania Venture Capital Fund 
APA/Fostin Pennsylvania Venture Capital Fund II 

Philadelphia, PA and Pittsburgh, PA 
(venture capital) 

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

(stocks) 

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

(alternati ve investments) 

CEO Venture Fund-S 
CEO Venture Fund a 

Pittsburgh, PA 
(venJure capital) 

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

( alternaJive investments) 

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

(bonds & morigages) 

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

(bonds & mortgages) 

Corporate Property Advisors 
New York.NY 

( real est.ate) 

Dietche & Field Advisors, Inc. 
New York.NY 

(stocks) 

Dodge&Cox 
San Francisco, CA 

(bonds & mortgages) 

Dunedin Fund Managers Ltd. 
Chicago, IL 

(stocks) 

Forest Investment Associates 
Atlanta, GA 
( real estate) 

Fostin Capital Associates 
Fostin Capital Associates II 

Pittsburgh, PA 
(veniure capilal) 

Genesis Se.ed Fund, Ltd 
Philadelphia, PA 
(venture capital) 

Grotech Parmers Ill 
Timonium, MD 
(veniure capilal ) 

Hamil & Holte 
Denver,CO 

(bonds & mortgages) 

Hancock Realty lnveslOrs Inc. 
Boston, MA 
(real esuue) 

Copley Real Estate Advisors 
Boston, MA 

John Hancock Mutual Life Insurance Company 
B0s1.0n, MA 

(real estate) (bonds & mortgages) 
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In vestment Advisor s (Continued ) 

Healthcare Ventures 111 
Edison, J 

(YUllure capitol) 

Heitman Advisory Corporation 
Chicago. ll.. 
( rtoJ tstaJe) 

Hellman & Friedman Capital Partners 11 
San Francisco, CA 

(alterna1ive invest~ nts) 

JMB Institutional Realty Corporation 
Chicago, ll.. 
(rtol tstale) 

Keystone Venture D, L.P. 
Philadelphia, PA 
(venJure capitol) 

Latimer & Buck Financial Services, Inc. 
Philadelphia, PA 

(bonds&. mortgages) 

Madfaon Dearborn Capital Panners. L.P. 
Chicago, ll.. 

(alttrMJive investmtnts) 

Maverick PeMsylvania Fund 
Piusburgh, PA 

(alterna1ive investments) 

MeUon Bank , N.A. 
Pitttsburgh, PA 

(stocks) 

MeUon Bond Associates 
Philadelphia, PA 

(bonds&. mortgages) 

Mellon &juity Associates 
Pittsburgh, PA 

(stocks) 

Metric InstirutionaJ Really Advisors 
Foster City, CA 

( real tstaJe) 

MilJer. Anderson & Sherren! 
West Con hohocken, PA 

(stocks. bonds & mort gages) 

J.P. Morgan Investment Management, Inc. 
ew York. NY 

(bonds & mort gages) 

Morgan Grenfell Invcstmem Services Limited 
New York. NY 

(stocks) 

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

(alternaJive investmefll s) 

NEPA Venture Fund , L.P. 
NEPA Venture Fund, L.P. 11 

Bethlehem, PA 
(venJure copiJal ) 

Neuberger & Bennan 
New York.NY 

(stocks) 

Payden & Rygel 
Los Angeles, CA 

(cash) 

Pennsylvania Fund # I 
RR&Z Capital Group Inc. 

Pittsburgh , PA 
(alternaJive invest~nt s) 

Pilgrim, Baxter, Greig and Associates 
Wayne, PA 

(sto cks) 

Piusburgh Seed Fund 
Pittsburgh , PA 

(venture capilal ) 

PNC Venture Group I 
Pittsburgh , PA 

(venJure capiJal) 

Point Venture Panncrs 
Pittsburgh , PA 
(venture capiJal) 
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In ves tment Advi so rs (Continued ) 

Provident Investment Counsel, Inc. 
Pasadena, CA 

(stocks) 

The Prudential Asset Management Company, Inc. 
Newark,NJ 
(real estate) 

PS I Institutional Realty 
GlendaJe, CA 

(real estate) 

Schroder Venrure Fund III 
London, England 

(alternative investments) 

Scudder, Stevens & Clark, lnc. 
NewYo rk,NY 

(stocks) 

Sentinel Corporation 
New York.NY 

( real estate) 

Sturdivant & Co., Inc. 
Clementon, NJ 

(stocks) 

SunBank Capital Management, N.A. 
Orlando.FL 

(stocks) 

TOH II Limited 
Radnor,PA 

(venture capital) 

Trinity Investment Management Corporation 
BeUefonte, PA 

(stocks) 

Trust Company of the West 
Los Angeles, (CA) 

(bonds & rrwrtgages) 

Wells Fargo Nikko lnvestment Advisors 
San Francisco, CA 

(stocks, TAA) 

W.R. Huff Asset Management 
Morristown, NJ 

(bonds & mlJrtgages) 

Zero Stage Capita.I Il - Central Pennsylvania 
Limited Partnership 
State College, PA 
(venture capital) 

Zevenbergen Capita.I Inc. 
Seattle, WA 

(stocks) 
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SECTION/I 

SERS Report of Independent Accountants 

on Financial Statements 





Coopers 
&Lybrand 

cert,fled Pllbhc aocountanis 

REPORT OF INDEPENDENT ACCOUNTANTS 

Board of Tru stees 
Commonwealth of Pennsylvania 

State Empl oyes' Retirement System: 

We have audited the statements of net assets available for benefid 
Commonwealth of Pennsylvania State Employes' Retirement System (Syste~ 
December 31, 1991 and 1990 and the related statements of changes in net assets ; 
for bene fits for the years then ended. These financial statements are the responsibi 
System 's management. Our responsibility is to express an opinion on these 
statements based on our audits . 

We conducted our audits in accordance with generally accepted aud iting] 
Tho se standards require that we plan and perform the audit to obtain reasonable 
about whether the financial statements are free of material misstatement. An audit 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
statements . An audit also includes assessing the accounting principles used and si· 
estimate s made by management, as well as evaluating the overall financial s 
presentation . We believe that our audits provide a reasonable basis for our opini 

In our opinion, the financial statements referred to above present fairi~ 
material respects , the financial status of the Commonwealth of Pennsylvania State E 
Retirement System as of December 31, 1991 and 1990, and the changes in its finan 
for the years then ended in conformity with generally accepted accounting principl 

As explained in Note 2, the financial statements include investments in re~ 
mortgage loans and venture capital valued at $1,658,886,000 as of December 31, 191 
of net assets), whose values have been estimated by the Board of Trustees , in ~e 
of readily ascertainable market values. We have reviewed the procedures use3d m 
a t the estimated values of such investments and have inspected underlying docum 
and in the circumstances we believe the procedures are reasonable and the d 
app~opriate. However, because of the inherent uncertainty of valuation. those e: 
values may differ significantly from the values that would have_been used had a read 
for the securities existed, and the differences could be matenal. 
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Our audits were conducted for the purpose of forming an opinion on the basic 
financial statements taken as a whole. The Supplementary Inform at ion is presented in 
accordance with Statement No. 5 of the Governmental Accounting Standard s Board for 
purposes of additional analysis and is not a required part of the basic financial stateme nts. 
Such information for the years 1982 through 1984 and 1988 through 1991 has been subjected 
to tbe auditing procedures applied in the audits of the basic financial statements and, in our 
opinion, is fairly stated, in all material respects, in relation to the basic financial statements 
taken as a whole. We previously audited and expressed unqualified opinions on the basic 
financial statements for the years 1982 through 1984 and 1988 through 1989. Such 
information for the years 1985 through 1987 has been subjected to the auditing procedures 
applied in the audits of the basic financial statements which were audited by other auditors, 
whose reports thereon expressed unqualified opinions, and, in their opinion, such information 
is fairly stated in all material respects in relation to the basic financial statements ta.ken as 
a whole. 

5 North Fifth Street 
Harrisburg, Pennsylvania 
June 29, 1992 
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COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 

STATEMENTS OF NET ASSETS AVAJI..ABLE FOR BENEFITS 

December 31, 1991 and 1990 

1221 .l22Q 

ASSETS 
(OO0's omitted) 

Investments at fair value: 
United States Government securities $ 2,184,575 
Corporate and foreign bonds and notes 1,151,317 
Common and pref erred stocks, 

including collective trust funds 6,400,135 
Temporary investments 324,143 
Mortgage loans 723,488 
Real estate 838,323 
Venture capital 97,075 

Tot al investments 11,719,056 

Contributions receivable : 
Employer s 135,520 
Employes 2,496 

Accrued investment income receivable 71,580 
Due from broker s 25,753 
Cash 

Total assets 11,954,406 

LIABILITIE S 

Accounts payable and accrued expenses (11,933) 
Due to brokers (2,391) 

Total liabilities (14,324) 

Contingencies (Note 7) 

NET ASSETS AV AIi.ABLE FOR BENEFITS i 1 l,2401Q§2 

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

9,900,149 

(9,192) 
(5,057) 

(14,249) 

19.~~~.900 
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COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RET IREMENT SYSTEM 

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 

for the years ended December 31, 1991 and 1990 

.im .l.22Q 
(OOO's omitted) 

ADDmO NS: 
Investment income: 

Net appreciation (depreciation) in fair value of 
investments 

Interest 
Dividends 
Other 

Less investment expenses 

Contributions: 
Employers 
Employes 

Total additions 

DEDUCTIONS: 
Benefits and refunds paid to participants 
Administrative expenses 

Total deductions 

Net increase 

Net assets available for benefits at beginning of year 

Net assets available for benefits at end of year 

S 1,605,823 
364,580 
153,560 
53,071 

2,177,034 
22,758 

2,154,276 

381,347 
182,611 

2,718,234 

655,672 
8,380 

664,052 

2,054,182 

9,885,900 

Ul.24Q,Q~2 

The accompanying notes arc an integral part 
of the financial statements. 
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S {430,408) 
360,586 
143,537 
61,291 

135,006 
20,832 

114,174 

418,655 
175.422 

708,251 

599,525 
7.400 

606,925 

101,326 

9,784,574 
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COMMONWEALTH OF PENNSYLVANIA 
STA TE EMPLOYES' RETIREMENT SYSTEM 

NOTES TO FINANCIAL STATEMENTS 

1. Description of the System: 

The State Empl oyes' Retirem ent System (System) is the administrator of a cost- h · 
l 

. l l . blis s anng mu up e-emp oye r re tirement system esta bed by the Commonwealth of Penns I · 
(Co mmon wealth ) to provide pension benefits for employes of state governm:U;:~ 
certain indep endent agencie s. At December 31, 1991, there were 108 participating state 
and independ ent agencies. The System is considered part of the Commonwealth of 
Pennsylvania financi al reporting entity and is included in the Commonwealth's financial 
rep orts as a pension trust fund . 

Member ship in the System is mandatory for most state employes. Members and 
employes of the legislature and certain elected persons in the executive branch and 
certain other empl oyes are not required, but are given the option to participate. At 
December 31, 1991, System member ship consisted of: 

Retir ees and beneficiarie s currently receiving benefits and 
terminated employe s entitled to benefits but not yet 
receiving them 

Current employe s: 
Vested 
Nonve sted 

Total member s 

84,936 

62,547 
42.104 

189,587 

The System provide s retirement, death , and disability benefits. Retirement benefits vest 
after 10 year s of credited service . Employes who retire at age 60, or with 35 years of 
service if under age 60, are entitl ed to a normal annual retirement benefit. Members of 
the legislature and certain employes classified in hazardous duty positions can retire with 

full benefits at age 50. 

The general annual benefit is 2% of the member's highest three-year average salary 
time s year s of service . Member s of the legislature who were members of the System 
before March 1, 1974 are entitled to a benefit of 7.5% of final average salary for each 
year of legislative service . State police are entitled to ~ benefit equal to a ~rcenta ge 
of their highest annual salary, excluding their year of reurement. The benefit 1S ?5% of 
salary for 25 or more years of service and 50% of salary for 20-24 years of semce . 
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NOTES TO FINANCIAL STATEMENTS, Continued 

1. Description of the System, continued: 

Covered employes are required to contribute to the System at a rate o~ 5% of their gross 
pay, except for employes hired on or after July 22, 1983, who con tribut e at a rate of 
6.25% of their gross pay. Higher contrib utions are requir ed of legislat ors hire d prior to 
March 1, 1974 and judges (18.75% and 7.5% to 10.0% of gross pay, respectively) who 
are entitled to increased bene fits. Th e contributions are recorded in an individually 
identified account which is also credited with interest, calculated quarte rly to yield 4% 
per annum, as mandated by statute. Accumulated emplo ye contrib utions and cred ited 
interest, which amounted to $1,973,197,000 and $1,855,312,000 as of De cember 31, 1991 
and 1990, respectively, vest immediately and are returned to the employe upon 
termination of service if the employe is not eligible for other benefits . 

Participating agency contributio ns are also mandated by statute and are based upon an 
actuarially determined percentag e of-gross pay that is necessary to provide the System 
with assets sufficient to meet the benefits to be paid to System member s. 

According to the retirement code, all obligations of the System will be assumed by the 
Commonwealth should the System terminate . 

2. Si2Dificant Accountini Policies: 

Basis or Accountin2: 

The financial statements are prepared using the accrual basis of accounting. The System 
follows Statements No. 3, "Deposits with Financial Institu tions, Investments (Including 
Repurchase Agreements), and Reverse Repurchase Agreemen ts," and No. 5, "Disclosure 
of Pension Information by Public Employee Retiremen t Systems and State and Local 
Governmental Employers," of the Governme ntal Accounting Standard s Boar d (GASB) 
for reporting and disclosure purposes. 

Valuation of Investments: 

The System records its investments at fair value which is determined differently for each 
investment type. Marketabl e securities , which consist of debt an d equity securit ies, are 
stated principally at marke t value. Securities traded on a national securi ties exchange 
are valued at the last reported sales price on the last day of business of each plan year. 
Securities which were not traded on the last day of the plan year or which were not / 
traded on a national securities exchange are value d by the respective fund manager or 
other third parties based on similar securitie s sales . Tem porary investments are valued 
at cost, which approximates market value. 
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NOTES TO FIN 

ntin& Policies, continued : ~,-:t1r11ntAccou___ -
2 ~ t· ed· 

.Ya}ll@tiQP of Investments, con mu • . . 

th articipati on units owned by the System m the coUectJve trust funds 
11ie fair value of teedpredemption value on the last business day of the year . 
was based on quo 

are valued by the mortgage advisors using a discounted cash flew.· 
Mortgage ~o~ents in real estate are stated at appraised value. Venture capital pools 
inetb~ed a::~ values as determined principally by the respective valu~tion COID.llllttees 
are s~cce ted by tbe respective general partn~rs of. the ven~r e capt~ funds . 1:be 
val
and . Pco .... mittees consider various factors including finanoal condition, operan.ng uauoo uuu., • 

results and the nature of the mvestmenL 

Real estate investments are stated at estimated fair market value based on an appraisal 
report prepared annually or more often as required, by an independent real estate 
appraiser (member of tbe American Institute of Real Estate Appraisers ). This estima ted 
fair market value is determined in accordance with the policies and procedures of the 
American Institute of Real Estate Appraisers. This estimated fair market value does not 
necessarily represent tbe price at which the investment would seU since marke t prices 
of real estate investments are determined by negotiation between a willing buyer and 
seller. Actual sales price may differ from the fair market value estimates . Manag emen t 
believes that this estimated fair market value is a reasonable approximati on of mark et 
price. 

The Sy~te~ pr~sents in the statements of changes in net assets the net appreciation 
(depreoatJon) m tbe ~air value of its investments which consists of the realized gains or 
lo~ and the unrealized appreciation ( depreciation) on those investments . Realized 
gains or losses ~n sales of investments are determined on a specific identificati on or 
average cost basis, depending upon the type of investment. 

3· .funding Status and Prouess: 

~~h~ount shown as "pension benefit obligation" is a standardized disclosure measure 
incr prese~t value of pension benefits, adjusted for the effects of projected salary 
The= es~ed to ~ payable in the future as a result of employe service to date . 
on an on:~ 15 be ~ctuanal p~esent value of credited projected benefits and is intended, 
progress ma:g. as15, to facilitate the assessment of the System's funding status and 
for appro ri : m accu~ulating sufficient assets to pay benefits when due and to allow 
pension 6ena ~ co~~~on ~f this data among public employe retirement systems. The 
independent e / ~ ligatio~ lS cal~ated based on GASB Statement No. 5 and is 
System as ,1; .. ~--- _ e. ~ctuanal funding method used to determine contributions to the 

~~d 10 Note 4. 
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NOTES TO FINANCIAL STATEMENTS , Continued 

3. Funding Status and Progress, continu ed: 

Toe pension benefit obligation was determine~ as part o~ an actu~al valuation at 
December 31, 1991 and 1990. Significant actuanal assumpuons used mclude (a) a rate 
of return on the investment of present and future assets of 9.25% per year compounded 
annually in 1991 and 1990, (b) projected salary increases of 4% per year compounded 
annually, attributable to inflation in 1991 and 1990, (c) additional projected salary 
increases of approximately 2.5% in 1991 and 1990, respectively , attributable to 
merit/p romotion, and (d) no post-retirement benefit increases. 

Toe pension benefit obligation at December 31, 1991 and 1990 is as follows: 

Pension benefit obligation: 
Retirees and beneficiarie s currently receiving benefits 

and terminated employes entitled to benefits but 
not yet receiving them 

Current employes: 
Accumulated employe contributions and credited 

interest 
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 

.1221 .l22Q 
(OOO's omitted) 

$ 4,621,861 $3,554,545 

1,973,197 1,855,312 
3,532,144 3,776,219 

337,681 350,255 

10,464,883 9,536,331 
11,940,082 9,885.900 

S 1,475,199 S 349,569 

A comparative ten-year summary of the pension benefit obligation, which bas been 
calculated in conformance with the require ments of GASB State ment No. 5, is presented 
as supplementary information following the notes to the financial statements. This 
information is presented for purposes of additional analysis of System progress in 
accumulating sufficient assets to pay benefits when due. The calculation of the pension 
benefit obligation under GASB Statement No. 5 differs from the calculation required 
under Financial Accounting Standards Board (F ASB) Statement No. 35 of the actuarial 
present value of accumulated plan benefits principally by the consideration of future 
salary increases. 
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NOTES TO FINANCIAL STATEMENTS, Continued 

3. .funding Status and Proi,:ess, continued: 

The significant actuarial assumptions used in the valuations of the actuarial present value 
of accumulated plan benefits under FASB Statement No. 35 as of December 31, 1991 
and 1990 are as follows: 

Mortalit)'.: 
Superannuation (normal 

retirement) and early 
retirement 

Disability 

The 1971 Group Annuity Mortality Table 

Modifications of the Federal Civil Service Disability 
Mortality Table 

Assumed rate of return 
on investments 6.50% and 7.25% in 1991 and 1990, respectively 

Toe accumulated plan benefit information at December 31, 1991 and 1990 is as follows: 

Actuarial present value of accumulated plan benefits: 
Vested benefits: 

Participants currently receiving payments 
Other participants 

Nonvested benefits 

Total 

1991 12.2.Q 
(00O's omitted) 

$ 4,859,617 $4,619,085 
5,496,969 4,026,829 

10,356,586 8,645,914 
188,735 134,783 

$10.545,321 $8,780,697 

The changes in the actuarial present value of accumulated plan benefits for the year 

ended December 31, 1991 are as follows: (OOO's omitted) 

Actuarial present value of accumulated plan benefits 
at January 1, 1991 

Increase during the ye.ar attributable to: 
Passage of time and other causes 
Plan provision changes . 
Changes in interest rate and salary assumpuons 

Actuarial present value of accumulated plan benefits 
at December 31, 1991 

PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM 

$ 8,780,697 

694,552 
189,538 
880,534 

$10,545321 
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NOTES TO FINANCIAL STATEMENTS, Contin ued 

4. Contributions: 

The System funding policy provides for periodic member contributions at statutory rates 
and employer contributions at actuarially determined rates ( expressed as a percentage 
of annual gross pay) that are sufficient to accumulate assets to pay benefits when due. 
All required contributions were made for the years 1991 and 1990. 

Employer contribution rates are determined using the entry age normal actuarial cost 
method, with amortization of the unfunded actuarial liability and of suppleme ntal 
annuities arising from cost of living and other adjustments over varying periods ending 
June 30, 2011. These rates are computed based upon actuarial valuations 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: 

Employer normal cost 
Amortization of unfunded actuarial liability 
Amortization of supplemental annuities 

Total employer cost 

.1221 .1220 

6.28% 
333 

...MB 

4.67% 
5.87 

-2.H 

Significant actuarial assumptions used to compute contribution requirements are the 
same as those used to compute the pension benefit obligation in 1990, except for an 
assumed rate of return on investments of 5.5% per annum and certain revisions to salary 
increase assumptions. 

5. Investments: 

As provided by statute, the System's Board of Trustees (Board) bas exclusive 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 bas adopted its Statement of Investment Policy to formally 
document investment object.ives and responsibilities. This policy, as well as applicable 
state law, defines permissible investments of the System, including all investment types 
held in the portfolio at December 31, 1991 and 1990 and at all times during the years. 
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NOTES TO FINANCIAL STATEMENTS, Continued 

5_ _l!1vestment.s, continued: 

The investments of the _System at December 31, 1?91 and 1990 have been categorized 
to indicate the level of n sk assumed by the System, m accordance with GASB Statement 
No. 3. In accordance with a contractual relationship between the Commonwealth's 
Treasury Department ~d a custodial a~ent, s~bstantially all securities subject to 
categorization are held m book entry form m a uruque account so as to be identified at 
all times as the possession of the Commonwealth; all such investments, as well as certain 
securities held in physical form at the Commonwealth's Treasury Department, the 
statutory custodian of the Fund , are reflected in Category 1, which is defined as 
securitie s insured or registered , or held by the System or its agent in the System's name. 
GASB Statement No. 3 provide s for Category 2 and 3 investments, which reflect a higher 
risk. Toe System has no holdings of these types at December 31, 1991 and 1990. 
Certain investments have not been categorized because securities are not used as 
evidence of the investment . The investments not categorized include ownership interests 
in collective trust funds, mortgage loans, real estate and venture capital pools. 

Summary of Invest ment Risk 

Cate&ory 1 
United States Government securitie s 
Corporate and foreign bond s and notes 
Commo n and preferred stocks 
Mortgage loans 

Not Cate&orized 
Investme nts held by broker / dealer s under reverse 

repur chase agreements: .. 
United States government secunttes 
Corporate and foreign bonds and notes 
Common and pref erred stocks 

Collective trust funds 
Temporary investments 
Mortgage loans 
Real estate 
Venture capital 

Total investments 

Fair Value 
1991 .l22Q 
(OOO's omitted) 

$1,591,810 
1,112,871 
2,.514,659 

871 

$1,196,987 
970,532 

1,796,686 
1,046 

5,220211 3,965,251 

592,765 724,117 
38,446 56,323 
77,015 56,904 

3,808,461 2,914,984 
324,143 409,805 
7'12,617 631,512 
838,323 862,145 
97,075 93,849 

6,498,845 5,749,639 

111,212.0~~ 12,7141~2Q 

PENNSYLVANIA STATE EMPLOVES' RETIREMENT SYSTEM 
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NOTES TO FINANCIAL STATEMENTS, Continu ed 

5. Investments, conti nued : 

Toe System's investments are managed by various fund managers. At December 31, 1991 
and 1990, two fund managers accounted for approximately 46% and 43% of the System's 
total investment portfolio, respectively. This concentration 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 fluctuations which include changes in the equity 
markets, interest rate environment and the general economic conditions. 

The System's investments in real estate are concentrated principal ly in office, industrial , 
retail, and residential projects. Approximate ly $189,800,000 and $243,000,000 of the real 
estate portfolio is located in Pennsylvania as of December 31, 1991 and 1990, 
respectively. The System's remaining real estate investments are not concentrated in any 
one geographic 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 repurc hase 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 maintain ed on 
the System's financial records and have been classified accordingly in the summary of 
investment risk. The System has minimized its exposure to credi t risk due to 
broker/ dealer default by having the custodial agent determine daily that required 
collateral meets 102% of the market value of securities on loan. The System has not 
experienced any losses due to credit risk on security lending activity since 
implementation of the program. 
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NOTES TO FINANCIAL STATEMENTS C . 
, ontmued 

s. Investments, cont inued: 

The System uses a variety of financial instruments includ· fu . 
borrowing arrangements to adjust market exposure Thing _tures, options, and security 

11 . d . . ese instruments are . t al the asset a ocatwn an nsk management and control _m egr to 
management strategies and practices. The following tabl?~:ms 0~ overall mvestmem 
unhedged market exposure, expressed in cash market . i;imarizes the hedged and 
instrument positions at December 31, 199l: equiva ents, related to financial 

Currency forward contracts 

Market Exposure 

Unhedged 
Credit 

Hedged Exposure 

$8,811 

(OOO's omitted) 

$64,772 

!he following table. summarizes the hedged and unhedged market exposure, expressed 
in cash market equivalents, related to financial instrument positions at December 31 
1990: ' 

Equity futures contracts 
Currency forward contracts 
Option contracts 

Market Exposure 
Credit 

Unhedged Hedged Exposure 

$16,465 
95 

(OOO's omitted) 

$36,359 
48,996 
6,558 

$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 default, the System bas the right to use 
the collateral to offset the loss associated with the replacement of the exchange 
agreements. Specific credit limits have been established for each counterparty 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 contract, type of collateral advanced, and historical 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. 
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NOTES TO FINANCIAL STATEMENTS, Continued 

5. Investments, continued: 

The System's investments, including investments bought, sold, as well as held du~ng the 
year appreciated ( depreciated) in fair value by $1,605,823,000 and $( 430,408,000) in 1991 
and 1990, respectively, as follows: 

Fair value as determined by quoted market price: 
United States Government securities 
Corporate and foreign bonds and notes 
Common and pref erred stocks, including collective 

trust funds 

Fair value estimated by using discounted cash flow, 
appraised value and valuation committee reports, 
respectively (Note 2): 

Mortgage loans 
Real estate 
Venture capital 

Net appreciation (depreciation) 

..1.221 .1220 
(OOO's omitted) 

$ 201,535 
64,319 

1.423,686 

1,689,540 

11,652 
(106,734) 

11.365 

(83,717) 

$ 54,071 
(66,406) 

C391,8QS) 

{404,140) 

1,335 
(26,053) 
Cl.SSQ) 

(26,268) 

Sl,605,823 S<430,408) 
The fair value of individual investments that repre sent 5% or more of the System's net 
assets available for benefits are as follows: 

Wells Fargo Bank : 

Equity Index Fund P - 153,200,309 and 163,294,950 
units in 1991 and 1990, respectively 

Asset Allocation Fund - 32,354,258 and 32,354,297 
units in 1991 and 1990, respective ly 

.l22l .l22Q 
(OOO's omitted) 

$2,004,180 $1,637,889 

851,904 689,293 

The above funds are diversified among three collective funds: equity, which are invested 
in S&P 500 Companies; long-term fixed income, which are invested in corporate notes 
and bonds; and short-term cash fund, which are invested in money market instruments. 
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NOTES TO FINANC IAL STATEMENTS , Continued 

6_ .![tcorne Taxes: 

Management believe~ th: Syst~m meets the definition of a Governmental Plan and in 
the System's commuwca uons with the Internal Revenue Service (IRS) bas been treated 
as a qualified plan . Therefore, the System has not requested a determination letter from 
the IRS relating to the status of the System under the Internal Revenue Code. 

7. _contineencies: 

Toe System is involved in various lawsuits which, if settled adversely, would not have a 
material effect on the financial statements in management's opinion. However the 
individual cases involve legal issues that, if extended to the entire membership,' may 
result in significant costs to the System. H such an event were to occur, the additional 
costs would be recovered by the System through adjustments to the employer 
contribution rate. 

8. Early Retirement Incentive Promm: 

On August 5, 1991, Act 1991-23, was enacted which provided for an early retirement 
incentive for active members of the System. To qualify for the incentive members had 
to meet certain conditions; if qualified a member received an additional 10% service 
credit at retirement. Approximately 6,700 members elected the early retirement option 
which will result in accelerated pension benefits. 
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f"iscal 
year 

1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

COMMONWEALTH OF PENNSYLVANI A 
STATE EMPLOYES ' RETIREMENT SYSTEM 

TEN-YEAR HI STORICAL TREND INFORMATI ON 

Analysis of Fundin g Pro gress 
(in milli ons of dollars ) 
at December 31, 1991 

(1) (2) (3) (4) (S) 

Ua!Wldcd (AllcU in 

Ne1 Asscl5 Pension Perccniagc Excca of) Pension Annua l 

Available Bcoclil funded Bcocfil Obliptioa Covered 

for BcnefilS• QbJip1jon (1)/(2) (2}{1) .hn'9lL 

$3,730 S 5,931 62.9'l(, S 2,201 $2,334 

4,396 6,367 69.0 1.971 2.,386 

4,922 6,896 71.4 1,974 2,464 

6,157 6,565 93.B 408 2,427 

7,120 6,984 101.9 (136) 2,518 

7;)67 7,384 99.B 17 2,663 

8,312 8,257 100.7 (SS) 2,719 
9,785 8,782 111.4 (1,003) 2,998 

9,886 9,536 103.7 (350) 3,197 
11,940 10,465 114.1 (1,475) 3,120 

(6) 

Unfunded (Nici$ in 
Excess of) Pen£ion 
8cncfi1 Obliplion 
u a Pera:ntagc of 

Annual Covered Payroll 
(4}/CS) 

94.3% 
112.6 
80.1 
16.B 
(S.4) 
0.6 

(2.0) 
(33.S) 
(10.9) 
(47.2) 

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation. 
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 percentage over time indicates whether the system is becoming financially 
stronger or weaker. Generally the greater this percentage, the stronge r the Plan. Trend s in 
unfunded (assets in excess of) benefit obligation and annual covered payroll are both affected 
by inflation. Expressing the unfunded (assets in excess of) pension benefit obligation as a 
percentage of annual covered payroll appro ximately 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 benefit obligation the smaller this 
percentage, the stronger the Plan. However, when assets are in excess of pension benefit 
obligation the higher the bracketed percentage , the stronge r the Plan. 

• Reflects investment valuation at fair value (Note 2). 
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Fiscal 
~ 

1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

• 

•• 

Fiscal 

Employe 
Contributions 

$121,589 
135,841 
121,929 
132,695 
139,454 
147,061 
153,131 
164,653 
175,422 
182,611 

COMMO NWEALTH OF PENNSYLVANIA 
STATE EMPLOYES ' RETIREMENT SYSTEM 

TEN-YEAR HISTORICAL TREND INFORMATION 

Revenues by Source and Expenses by Type 
(in thousands or dollars) 

at December 31, 1991 

Revenues '2~ Sour~ Employer Contributions 
Employer Investment as a Percentage of 

Contributions• Income .. Total Annual Covered PayroU 

$383,519 S 758,038 Sl,263,146 16.4% 
413,809 488,266 1,037,916 17.3 
439,835 363,365 925,129 17.9 
460,435 1,105,778 1,698,908 19.0 
4(17,276 916,323 1,463,053 16.2 
366,463 223,382 736,906 13.8 
382,413 929,778 1,465,322 13.8 
416,513 1,464,707 2,045,873 13.8 
418,655 114,174 708,251 13.1 
381,347 2,154,276 2,718,234 12.2 

Contributions were made in accordance with actuarially determined contribution rt:{luiremeots . 

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

E~nses b:t Type 
Refunds of Admin-

Benefit Employe istrative 

...YeiL Payments Contributions Exi,enses Total 

1982 $335,342 $11,785 $2,938 $350,065 , 
1983 360,434 8,528 2,856 371,818 
1984 384,406 11,247 4,044 399,697 
1985 447,556 10,680 5,472 463,708 
1986 483,603 11,338 4,938 499,879 

1987 474,598 10,671 4,811 490,080 
1988 504,697 10,446 5,391 520,534 
1989 556,324 10,m 6,028 573,129 
1990 589,832 9,693 7,400 606,925 
1991 645,936 9,736 8,380 664,052 
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