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Board of Trustees

Honorable NicholasJ. Maiale
Chairman

Honorable GibsonE. Armstrong Edward J. Keller
StateSenator ExecutiveDirector, AFSCMECouncil 13

Honorable Robert A. Bittenbender Honorable Edward J. Lucyk
StateSecretaryof the Budget StateRepresentative

_—

Honorable Raphad J. Musto (1999)
StateSenator
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JamesE. Nevels
Financial Consultant

Honorable Thomas G. Paese
StateSecretaryof Administration

Honorable M. Josegh Rocks
RetiredMemberand Former StateSenator

Honorable JereL. Strittmatter
StateRepresentative

Mission Statement

Plan Administration: To administer the retirement benefits plan for state employees and elected officials in

accordance with Pennsylvania statutes;

Member Services: To provide effective services to all active and retired members;

Managementof Retirement Fund Assets:To accumulate, manage and disburse the retirement Fund assets
in accordance with fiduciary standards and at a reasonable cost to Commonwealth taxpayers;

Investment Policy: To maximize investment returns while exercising a prudent person investment policy.
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Administrative Support

John Brosius
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COMMONWEALTH OF PENNSYLVANIA

STATE EMPLOYEES' RETIREMENT SYSTEM SE
30 NORTH THIRD STREET - P.O. BOX 1147
HARRISBURG, PENNSYLVANIA 17108-1147 RS
TELEPHONE: 717-787-6293

May 3, 2000

The Board of Trustees
Pennsylvania State Employee’s Retirement System
Harrisburg, Pa. 17108-1147

Dear Mr. Chairman and Members of the Board:

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the Pennsylvania State
Employee’s Retirement System (the “System”) for the calendar year ended December 31, 1999. With
almost 200,000 members and assets valued at over $28 billion, the System is among the largest and well-
funded plans in the nation. Last year we reported that the System was working hard toward using technology
to improve client service, financial reporting, and asset management. To that end, | am very pleased to
report that during 1999 the System has continued those efforts and has completed or began development of
several new key initiatives. First, members, annuitants and the general public now have access to
information on the retirement system via our new internet homepage www.SERS.state.pa.us. The site
currently provides information on SERS operations, member services, counseling centers, retirement
information and much more. In the future, we plan to provide secure, on-line account access and
transactions. Secondly, we also implemented “SERSnet,” the System’s intranet, to provide all staff with on-
line access to a central repository of SERS’s policies and procedures. The ultimate goal of our intranetwill
be to provide on-line investment allocation and performance data, contract data, member demographics, and
other information to enhance management decision-making.

During 1999 we collaborated with our Master Trust Custodian, Mellon Bank, toward enhancing our
investment portfolio monitoring and reporting processes. Those efforts included implementing an online
investment compliance system that allows the System to independently monitor whether investment holdings
and transactions executed are in compliance with contractual guidelines in investment policy.

During the year, the System implemented a comprehensive IT governance process. This new process brings
together our top-level business managers to prioritize technology projects and align efforts and resources
with the System’s strategic initiatives. One of the key projects slated for 2000 is the acquisition and
implementation of an investment data warehouse. This important system will reduce the System’s reliance
on third party vendors for historical data, ease any future custodian conversions and provide enhanced
investment reporting.

ReportContentand Structure
This report is divided into five sections:
e The Introductory Section which contains general information regarding the operations of SERS;
e The Financial Section which contains the audited financial statements, required supplementary
information and other supporting financial schedules;
e The Investment Section, which contains data regarding the management of the System’s investments
e The Actuarial Section, which contains certifications and results of the actuarial valuations as of
December 31, 1998, the latest available data; and
e The Statistical Section, which contains general statistical information regarding SERS participants
and finances
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Financial | nformation

The System’s management is responsible for the preparation, accuracy and objectivity of the financial
information included in this report. SERS has established and maintains an effective system of internal
controls designed to provide reasonable assurance that assets are properly safeguarded, transactions are
properly executed and that the financial statements conform with generally accepted accounting principles.
The System’s internal Audits, Reporting and Compliance department provides a continuing review of the
adequacy and effectiveness of the System’s internal control structure. Annually, our independent external
auditors, KPMG, conduct an audit of the financial statements in accordance with generally accepted auditing
standards. Their audit includes tests and procedures designed to provide reasonable assurance the financial
statements are fairly presented. The external auditors have full and unrestricted access to the SERS Board of
Trustees to discuss their audit and related findings regarding the integrity of financial reporting and adequacy
of the internal control structure.

Awards

We are very pleased to note that The Government Finance Officers Association of the United States and
Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial Report to the
Pennsylvania State Employee’s Retirement System for the year ended December 31, 1998. The Certificate
of Achievement is a national award, recognizing conformance with the highest standards for preparation of a
State and local government financial report. This was the first year that SERS has achieved this prestigious
award.

In order to be awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

Income and Contributions

Additions to plan net assets include net income from investment activities and employer and member
contributions. During 1999, investment income totaled approximately $4.7 billion versus $3.3 billion in
1998, resulting in returns of 19.9% and 16.3% respectively. For the 10 year period ended December 31,
1999 the System earned a compounded rate of return of 13.5%. These strong rates of return placed the
System in the top quartile of government sponsored pension plans for the one, five and ten year periods.

Member contributions amounted to approximately $225 million and $222 million for the years ended
December 31, 1999 and 1998 respectively. The member rate is set by statute and was 5.0% of the gross
salary for most employees. Employer contributions decreased to approximately $271 million versus $311
million in the prior year. The decrease was due primarily to the decrease in the employer composite rate
from 6.7% to 5.0% as reported in the System’s latest actuarial valuation.

Benefits andExpenses

Deductions to Plan Net Assets are primarily benefit payments. During 1999, the System paid out over $1.2
billion compared to $1 billion in payments to plan members in 1998. Administrative expenses are presented
in the annual budget to the state Legislature and are financed through investment earnings. The system
incurred total administrative expenses of approximately $19.1 million in 1999 representing less than .075%
of average fund assets.
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The best measure of a retirement system’s ability to meet its current and future obligations to plan members is the funded
ratio. When the funding ratio is adequate, the ratio of accumulated actuarial assets to total liabilities will be larger and
the reliance on future contributions will be reduced. Actuarial assets are determined using a “smoothing technique”
which levels the effect of market volatility against the assumed rate of return over a five-year period. Plan liabilities are
determined using a variation of the entry age actuarial cost method. Because of an effective investment strategy, and
prudent allocation of assets diversified across asset classes globally, the System’s funded ratio increased to 112.6% at
December 31, 1998 from 107.4% on December 31, 1997.

Funding through appropriate levels of member and employer contributions and investment returns will
enable SERS to maintain its fully funded status. Appropriate employer contribution rates are determined
through an annual actuarial valuation. While many significant assumptions go into this process, one of the
most important is the return on plan assets. Most government and private sector plans use investment return
assumptions ranging from 6.5% to 9.0%. The rate used in the SERS plan is 8.5%. Because investment
returns have compared very favorably to this rate, employer contribution rates have decreased from as much
as 18.8% in 1981 to 5.0% in last year’s actuarial valuation. This has resulted in a lower cost to employers
and member agencies in the System and to Pennsylvania taxpayers.

Acknowledgerents

The report reflects the dedicated efforts of the SERS staff under the direction of the SERS Board of Trustees.
We would like to take this opportunity to express our gratitude to you, the staff, our advisors and others who
have worked diligently to administer the plan, enhance delivery of member services and maximize the returns
of the plan’s assets in a prudent fashion.

The new millennium brings exciting challenges and potential to the workplace and personal lifestyles. With
the Board’s leadership we are proactively implementing cutting edge information technology, using the latest
management techniques, and leveraging consultant resources to meet those challenges head on, enhance our
commitment to customer service and to ensure the System’s long-term success.

Respectfully submitted,

%LW&NM

John R. Brosius
Executive Director

o

Francis J. Donlevy
Director, Office of Financial Management
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IndependentAuditors’ Report
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225Market Street

Suite 300

P.O Box 1190

Harrisburg, PA 171084190

IndependentAuditors’ Report

The Boardof Trustees
Commonwealthof Pennsyvania
StateEmployees’Retirenent System

We hawe auditedthe acconpanying statenents of plan net assetsof the Commonwealth of Pennsiyvania
State Employees’ Retirement System (a componentunit of the Conmonwealth of Pennsania) as of
Decenber31, 1999 and 1998, and the relatedstatenentsof changesin plan net assetdor the yearsthen
ended.Thesefinancialstatenentsarethe responsibilityof the Systeni s managment. Our responsibilityis to
expressanopiniononthesefinancialstatenentsbasedon our audits.

We conductedour auditsin accordancavith generallyacceptedauditingstandardsThosestandardsequire
thatwe planandperformthe auditto obtainreasonablassurancaboutwhetherthe financial statenentsare
free of materialmisstatenent. An auditincludesexamning, on a testbasis,evidencesupportingthe anounts
anddisclosuresn the financial statenents.An audit alsoincludesassessinghe accountingprinciplesused
and significant estimates made by management, as well as evaluating the overall financial statenent
presentationWe beliewe thatour auditsprovide areasonabl®asisfor our opinion.

In our opinion, the financial statenentsreferredto abowve presentfairly, in all material respectsthe plan net
assetof the Commonwealthof PennsivaniaState Employees’Retirenent Systemasof Decenber31,1999
and1998,andthe changsin plan net assetdor the yearsthenendedin conformity with generallyaccepted
accountingorinciples.

The information includedin RequiredSupplenental Schedulesl and 2 is not a requiredpart of the basic
financial statenentsbut is supplenentaryinformation requiredby the Governmental Accounting Standards
Board.We hawe appliedcertainlimited procedureswhich consistedprincipally of inquiriesof management
regardingthe methodsof measurerantandpresentatiorof the supplenentaryinformation. However, we did
notaudittheinformationandexpressio opiniononit.

Our auditswere made for the purposeof forming an opinion on the basic financial statenentstaken as a

whole. The supplenentaryinformationincludedin SupplenentalSchedulesl and2 is presentedor purposes
of additionalanalysis andis not a requiredpart of the basicfinancialstatenents.Suchinformation hasbeen
subgctedto the auditing proceduresappliedin the audit of the basic financial statenents and, in our

opinion,is fairly statedn all materialrespectsn relationto the basicfinancialstatenentstaken as a whole.

KPMe

April 28,2000
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Financial Statements

COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Statenentsof PlanNet Assets
Decenber31,1999and1998

(Amountsin thousands)

Assets:

Receiwables:
Planmembers
Employers
Investment income
Investment proceeds
Miscellaneous

Total receivables

Investments:
Shortterminvestmentfund
United Statesgovernmentsecurities
Corporateand foreign bondsandnotes
Common and preferredstocks
Collective trustfunds
Realestate
Alternative investrments

Total investnents
Securitiedendingcollateralpool
Total assets
Liabilities:
Accountspayableandaccruedexpenses
Investment purchasepayable

Obligations undesecuritieslending

Total liabilities

Netassets helth trustfor pensionbenefits
(A scheduleof fundingprogessis presentean page 15)

Seeacconpanying notesto financial staterrents.

$

1999 1998
3,201 2,226
10,908 13,590
98,656 101,915
79,104 152,462
1,028 251
192,897 270,444
672,158 729,864
2,329,584 2,304,420
3,163,233 2,920,704
10,416,259 8,124,946
7,914,062 7,302,435
2,335,028 1,990,929
1,900,359 1,104,281
28,730,683 24,477,579
1,083,831 802,958
30,007,411 25,550,981
40,289 21,028
790,110 603,637
1,083,831 802,958
1,914,230 1,427,623
28,093,181 24,123,358
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsjvania)
Statenentsof Changesin Plan Net Assets
YearsendedDecenber31,1999and1998

(Amountsin thousands)

1999 1998
Additions:
Contributions:
Planmembers 224,928 221,618
Employers 270,718 310,501
Total contributions 495,646 532,119
Investment income:
Net appreciationn fair valueof investments 2,676,745 1,212,355
Collective trustfund appreciatiorandincome 1,453,724 1,568,761
Interest 371,062 357,708
Dividends 127,330 118,502
Realestate 164,893 153,611
Miscellaneous 35,981 25,954
4,829,735 3,436,891
Investment expenses (115,538) (82,369)
Netincone from investingactivities 4,714,197 3,354,522
From securitiedendingactivities:
Securitiedendingincome 54,530 71,736
Securitiedendingexpenses (46,056) (66,414)
Netincone from securitiedendingactivities 8,474 5,322
Total netinvestment income 4,722,671 3,359,844
Total additions 5,218,317 3,891,963
Deductions:
Benefits 1,218,133 1,050,870
Refundsof contributions 11,215 11,285
Administrative expenses 19,146 18,221
Total deductions 1,248,494 1,080,376
Netincrease 3,969,823 2,811,587
Net assetsheldin trustfor pensionbenefits:
Balance pegnningof year 24,123,358 21,311,771
Balanceendof year $ 28,093,181 24,123,358

Seeacconpanying notesto financial staterrents.
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconmponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents
Decenber31,1999and1998

(Dollar amountsin Thousands)

(1)

Organization and Description of the Sysem

(@) Organization

The Commonwealth of Pennsyvania State Employees’ Retirenent System (the System) was

establisheds of June 27,1923,underthe provisionsof Public Law858,No. 331.

The Systemis the adninistratorof a costsharingmultiple-employer defined benefitretirermment
systemestablishedy the Conmonwealthof Pennsjvania(Commonwealth)to provide pension
benefitsfor employeesof stategovernment and certainindependentaigencies.The Systemis a
conponentunit of the Commonwealthof Pennsivania and is includedin the Commonwealth’s

financialreportasa pensiontrustfund.

Membershipin the Systemis mandatoryfor most stateenployees.Members and enployeesof
the GeneralAssenbly, certainelectedor appointedofficials in the executive branch,departnent
headsandcertainenployeesin thefield of educatiorarenot required,but aregiventhe option,

to participate At Decenfber31,1999and1998,Systemmembershipconsistedf:

1999 1998

Reireesand bereficiariescurrertly receiving benefits 88,043 85,834
Terminated enployeesentitled tobenefts but not yet

recelving them 3,664 3,78
Current employees 108,035 108,893

Total members 199,742 198512

Number of participating agendes 106 107

(b) Pension Benefits

The System provides retirenent, death,and disability benefits. Generally retirenent benefits
vest after 10 yearsof creditedsenvice. Cost-of-living adjustrentsare providedat the discretion
of the General Assenbly. On June 19, 1998, SenateBill 1269 was signed into law, which
authorizd a cost of living adjustrent (COLA) for stateretirees,with an effective date of
retirenenton or prior to June 30, 1997.The adjustrent ranged from 1.86%to 25%, depending
on the date of retirenent and was effective July 1, 1998. Article Il of the Commonwealthof
Pennsyvania’s Constitutionassigns the authorityto establishand amendthe benefit provisions
of the plan to the General Assenhly. Employeeswho retire at age 60 with 3 yearsof service,or
with 35 yearsof senvce if underage 60, are entitled to a normal annual retirerrent benefit.
Membersof the GeneralAssenbly andcertainenployeesclassifiedin hazardousduty positions

canretirewith full benefitsatage 50, with atleast3 yearsof service.

(Continued)

COMMONWEALTH OF PENNSYLVANIA State Employees’Retirement Sysem



COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(€)

On April 2, 1998,Act 41 wassignedinto law, which permitted certainparticipantswith at least
30 yearsof credited service to retire without a reductionin benefits from July 1, 1998, to
June30,

1999.This earlyretirenentwindow did not requirea minimum age in conjunctionwith lengh of
senice for amenberto be eligible for full benefits.

The generalannualbenefitis 2% of the menber’s highestthreeyearaverag salarytimesyears
of senice. Statepolice are entitled to a benefit equal to a percentag of their highestannual
salary excluding their year of retirermrent. The benefitis 75% of salaryfor 25 or more yearsof

senice and 50% of salaryfor 20-24 yearsof senice. Judges are entitledto a benefitof 4% of

final average salaryfor eachof thefirst 10 yearsof serviceand3% for subsequengears.District
Justicesareentitled to a benefitof 3% of final average salaryfor eachyearof senice.

According to the Retirement Code, all obligations of the System will be assured by the
Commonwealthshouldthe Systemtermnate.

Contributions

The Systen s fundingpolicy, assetby the Systenis Board,providesfor periodic active member
contributionsat statutoryrates.The Systemnis funding policy alsoprovidesfor periodicemployer
contributions at actuarially deternined rates, expressedas a percentag of annual covered
payoll, suchthatthey, alongwith enployee contributionsandan actuariallydeternined rate of
investirent return, are adequateto accunulate assetsto pay benefits when due. Employer
contribution ratesare determned using a variation of the entry age normal actuarialfunding
method. A variation of the entry age normal actuarial cost methodis usedto deternine the
liabilities and costsrelatedto all of the Systenis benefitsincluding superannuationyithdrawal,
death,anddisability benefits.The significant differencebetweenthe methodusedfor the System
andthe typical entry age normal actuarialcost methodis that the normal costis basedon the
benefitsand contributionsfor new enployeesratherthanfor all currentenployeesfrom their
dateof entry. This variation shouldproduceapproxinetely the sane resultsasthetypical method
over the long run. Theseratesare computed basedupon actuarialvaluationson the Systemi's
fiscal yearend of Decener3l andappliedto the Commonwealth basedon its fiscal yearend
June30; therefore,the employer contribution ratesin effect for the Systenis year end of
Decenber31 reflect a blendedaverage of calculatedrates.The blendedcontributionrateswere
asfollows:

1999 1998
Employer normal cost 898 % 8 %
Amortization of unfunded actuarial asset (5.52) (3.91)
Amortization of supdemental annuties 2.38 1.95
Total employer cost 584 % 698 %
(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(2)

Generally employeesarerequiredto contributeto the Systemat a rateof 5% of their grosspay.
Judges and district justiceshawe the option of electing specialmembershipclassesequiringa
contributionof 10.0% and 7.5%, respectiely. All employee contributionsare recordedin an
individually identified accountthatalsois creditedwith interest,calculatedat 4% per annum as
mandatedby statute Accunulatedemployee contributionsandcreditedinterestvestimmediately
andare returnedto the employee upontermnation of serviceif the employee is not eligible for
otherbenefits.

Summary of Significant Accounting Policies

(@)

(b)

Basisof Accounting

The financial statenents of the Systemare preparedon the accrualbasis of accountingunder
which expensesare recordedwhen the liability is incurred, revenues are recordedin the
accountingperiod in which they are earnedand becone measurableandinvestment purchases
andsalesarerecordedasof their tradedate.Memberandenployer contributionsarerecogized
in the period in which enmployees’ salariesare reported.Benefits and refundsare recogized
whendueandpayablein accordanceavith theterms of theplan.

The System follows GASB guidanceas applicableto proprietaryfunds and appliesonly those
applicable Financial Accounting StandardsBoard (FASB) Statenents and Interpretations,
AccountingPrinciples Board Opinions,and AccountingResearctBulletins issuedon or before
November 30, 1989,thatdo not conflict with or contradictGASB pronouncerents.

Useof Estimates
Managment of the Systemhasmade certainestimatesandassunptionsrelatingto thereporting
of assetsand liabilities, andthe disclosureof contingent assetsand liabilities, to preparethese

financial statenents in conformity with generally acceptedaccountingprinciples. Actual results
coulddiffer from thoseestimates.

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(€)

(d)

I nvestnents

The Systeni sinvestnentsarereportedat fair value.Fair valueis theamount that gplan can
reasonablexpect toreceive for aninvestnentin a current saldetweenawilling buyer anda
willing seller—thatis, otherthanin aforcedor liquidationsale.Theinvestnentin theshortterm
investmentfund, whichis afund operatedy the Treasurenf the Commonwealthof
Pennsivania,is reportedat costplus allocatedinterestwhich approxinatesfair value.The
securitylendingcollateral poolwhichis afundoperatedy the securitiedendingagent,alsois
accountedor at costplus accruednterestU.S.governmentobligations,corporateandforeign
bondsandnotes,andcommon andpreferredstocks, aregenerallyvaluedbasedn published
market pricesandquotationdrom nationalsecurityexchangs and securitiegricing serices.
Securitiesthatarenottradedon a nationalsecurityexchang arevaluedby theassemanager or
third partiesbasedon similar salesMortgage loansarevaluedby theassemanagr usingthe
presentvalueof future cashflows. Realestateis primarily valuedbasedn appraisalperformed
by independenappraisersr, for propertienot appraisedat the presentvalueof the projected
futurenetincone stream Alternative investnents,which includeventurecapital,leveraged
buyouts,internationalprivateequities,andotherinvestments,arevaluedbasedon anounts
establishedby valuationcommittees.The notionalamountsof foreigh exchang contractsaarenot
reportedn the statenentof plan net assetshowever, the contractsaaremarkedto-market daily
with changsin fair valuerecoguizedaspart ofinvestmentsand investmentincomne.

The Collective Trust Funds(CTF) consistprimarily of domestic andinternationalinstitutional
indexfunds.The fundsdo not pay interestor dividendsto shareholdersandreinvestall incone
earnedon securitiesheld by the fund. The fair valueof CTF is basedon thereportedsharevalue
of therespectie fund. The CTF are principally managed by Barclays Global Investors N.A. for
which the United StatesOffice of the Comptroller of the Currencyhasregulatory oversigt.

Unsettled investnent sales are reported as investnent proceedsreceivable and unsettled
investment purchasesrereportedasinvestnent purchasegayable.Investmentexpensesonsist
of investment managers’ feesandthoseadministrative expensedglirectly relatedto the Systenis
investmentoperations.

Commitments
As of Decenber 31,1999 and 1998, respectiely, the System had contractualcommitments

totaling approximetely $1,933 million and $1,161 million to participatein future aternative
investmentsand $254million and $244million to participatein futurereal estateinvestnents.

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(e)

(f)

@

(h)

CompensatedAbsences

The Systemaccruesa liability for vacationleawe asthe benefitsare earnedby the enployeesto

the extent the Systemwill conmpensatethe employee for the benefitsthroudh paid time off or
sone other means,such as cashpayments at ternination or retirerment. Vacation leawe vests
100% at the time it is earnedup to 45 days, which are carried over to the next year at
Decenber 31.The Systemalso accruesa liability for sick leawe as the benefitsareearnedby the
enployeesto the extentthe Systemwill conpensatehe employeefor the benefitsthrough cash
paymentsat ternination or retirenent. Retiring employeesof the Systemthat meetsenice, ace,

or disability requirenents are paid between30% and 100% of sick days availableat retirenent,
up to 163 maximum days. As of Decenter 31, 1999and1998,$1,769and$1,652 respectiely,

wasaccruedor unusedracationandsick leawe for the Systeni s employees.

Administrative Expenses

Administrative expensegarefinancedthrough investrentearnings.

Federallncome Taxes

Managment believesthe Systemmeetsthe definition of a Governmental Plan; in the Systenis
conmmunicationswith the InternalRevenueSenice (IRS), it hasbeentreatedasa qualified plan,
andis thereforeconsideredexenpt from federalincome taxes.Therefore,the Systemhas not
requesteda determnation letter from the IRS relating to the statusof the Systemunderthe
InternalReenue Code.

Risk Managenent

The Systemis exposedto various liabilities or risks of loss relatedto theft or destructionof
assetsjnjuriesto employees,and court challengesto fiduciary decisions.To cover suchrisks,
the Systemcarriesdirectorsand officers’ liability insuranceandfiduciary liability insurancelt
alsorequiresasseimanagrsto carryappropriatansurancepolicies.As anadninistrative agency
of the Commonwealth,the Systemis accordedsovereign immunity, and it participatesn a state
property insuranceprogam As Commonwealth enployees,the Systenis enployeesreceiwe
health insurancebenefits, disability retirerment benefits, and workers’ conmpensationbenefits.
During the pastthreefiscal years,insurancesettlerentsdid not exceednsuranceoverage.

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(3)

Description of Funds

The Retirenent Code requiresthe Systemto maintain the following funds representinghe reseres
heldfor futureandcurrentbenefitpayments:

The Member SavingsAccountaccunulates contributionsand interestearning of active employees.
Member balancesretransferredo the Annuity Resere Accountsasmemnbersretire.

The State AccumulationAccountaccunulates contributionsof the employer andthe earning of the
fund. Fundsare transferredto the Annuity Resere Accountsas membersretire and as deternined
actuarially

The SupplementalAnnuity Account accunulates contributions for supplenental annuities. The
negtive balancegepresenthe liability for pastcostof living adjustnentsthatarebeinganortizedto
actuarialrequiredcontributionsover a period of 20 yearsfrom the effective date of eachsupplenent.
The balancein this account isactuariallydeternined.

The Annuity ReserveAccountsare the accountsfrom which all death and retirenent benefits and
supplenentalannuitiesarepaid. The balancan this account isactuariallydeternined.

The Interest ReserveAccount accunulates all income earnedby the fund and from which all
administrative andinvestmentexpensescurredby the fund andthe Boardnecessaryor operationof
the Systemare paid. Any balancein this resene is transferredo the StateAccunulation Accountat
yearend.

Fundbalancessof Decenber 31,1999and1998areasfollows (in millions):

1999 1998

Members SavingsAccount $ 2,989 2904
State Accumulation Account 18,350 15,060
Supplemental Annuty Accourt (1173) (1,279)
Annuity Reserve Accounts:
Annuitarts ard Bereficiaries 6,766 6,187
State Police 1,139 1129
Enforcemert Officers 22 22

Total 3 28,093 24123

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(4)

I nvestmeris

As provided by statute the Systeni s Boardof TrusteegBoard)hasexclusive controlandmanagement
responsibility of System funds and full power to invest the funds. In exercisingits fiduciary
responsibilityto System membership, the Board is governedby the “prudent person” rule, which
requiresthe exerciseof due carein establishingnvestment policy, and has adoptedits Statenent of

Investment Policyto formally docunentinvestrentobjectivesandresponsibilitiesThis policy, aswell

asapplicablestatelaw, establisheguidelinesfor permssibleinvestrentsof the System, includingall

investment typesheld in the portfolio at Decenber 31, 1999 and 1998, and at all timesduring those
years.

The Systenis investrnentsare cate@rized below to give an indicationof the level of custodialcredit
(counterparty risk assuned by the Systemat Decener 31, 1999 and 1998. In accordancewith a
contractualrelationshipbetweenthe Commonwealth’s TreasuryDepartment and its custodialagent,
substantiallyall investnentssubgctto categrization are held in bookentry form. Therefore all such
investments are in Category 1, which is defined asinsuredor regsteredinvestnentsfor which the
securitiesare held by the Systemor its agentin the Systemnis nane.

Investments may also be categrized as Cate@ry 2, which is defined as uninsuredor unregstered
investmentsfor which the securitiesare held by the counterpartys trust departnent or agentin the
Systenis nane, and Categry 3, which is definedasuninsuredor unregsteredinvestnentsfor which
the securitiesare held by the broker or dealeror by its agent, but not in the Systeni s name. However,
the Systemdoeshawe investnentsthatarenotin any of thethreedefinedcategries becauseecurities
arenot usedasevidenceof theinvestnent. Such investmentsareseparatelydentified.

1999 1998

Investments — Category 1:
United States government securities $ 1827273 1881477
Corporate and foreign bondsand notes 2903670 2568126
Common and preferred stocks 9,967,347 7352036

Total Category 1 investments 14,698290 12,301,639

Investments — not categorized:
Investments held by broker/dealers unde securities
lending ageemert:

United States government securities 502311 422943

Corporate and foreign bondsand notes 152363 126737

Common and preferred stocks 448912 272910
Short-term investment fund 672158 729864
Callective trust funds 7,914062 73RAB
Mortgage loans 107200 225841
Real estate 2335028 199929
Alternative investments 1,900359 1104281

Total not-categorized investments 14,032393 12,175,940
Total investments $ 28730683 24,477,579

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

()

The Systenis real estateholdings that are located in the Commonwealth of Pennsyania total
approximately $425 million and $360 million or 18.2% and 18.1% of the real estateportfolio at
Decenber31, 1999 and 1998, respectiely. Concentration®f investmentsin a particulargeographic
areahawe certainrisks and uncertaintiesassociatedwith the concentration.The Systemi s remaining
real estaténvestmentsarenot concentrateth anyonegeographicareaor industry

The Systemis investnents in corporateand foreign bonds and notesinclude approxinately $920
million and$826million of high yield bondsat Decenber 31,1999and1998,respectiely.

As of Decenber31, 1999, the System held investnents totaling $5,755,065in Barclays Global
InvestorsN.A. Equity IndexFundwhich representediore than5% of theSysteni s net assetavailable
for benefits. As of Decenber 31, 1998, the System held investrents totaling $5,149,244and
$1,291,186in Barclay Global Investor'sN.A. Equity Index Fund and EnhancedJ.S. Tactical Asset
Allocation Fund, respectiely, which representednore than 5% of Systems net assetsavailable for
benefits.

The 70/30EnhancedJ.S. Tactical AssetAllocation Fund is diversifiedamongthreecollective funds:
equity, which is invested primarily in Standard& Poors 500 commpanies;longterm fixed incone,
which is investedin corporatenotesand bonds;and the shortterm cashfund, which is investedin
moneymarketinstrunents.

Securities Lending

In accordancevith a contractbetweenthe Commonwealth’s Treasurerandits custodianthe System
participatesn a securitiedendingprogam Statestatutesieitherspecificallyauthoriz nor prohibitthe
lendingof the Systeni s securities.

The custodian actingaslendingagent, lendsthe Systeni's equity, debt, and money market securities
for cash,securitiesor letter-of-credit collateral. Collateralis requiredat 102%of the fair value of the
securitiesloanedexceptfor the equity securitiesof nonU.S. corporations,for which collateral of
105%is required.Collateralis marked-to-market daily. If the collateralfalls below guidelinesfor the
fair value of the securitiesloaned,additionalcollateralis obtained.Cash collateralis investedby the
lending agent in accordancewith investment guidelines approwed by the Board. The lending agent
cannotpledge or sellsecuritiexcollateralunlessthe borrower defaults.

As of Decenber31,1999and1998,the Systeni s creditexposurdo individual borronerswaslimited
becausehe amountsthe Systemowed the borrowers exceededhe amountsthe borrowers owed the
System The Treasurer'sontractwith the lendingagentrequiresthe agentto indemify the Systemif
the borrowers fail to returnthe underlying securitiesand the collateral is inadequatdo replacethe
loanedsecuritiesor if theborrowers fail to payincone distributionsontheloanedsecurities.

(Continued)

11

COMMONWEALTH OF PENNSYLVANIA State Employees’Retirement Sysem



COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(6)

All securitiesloansat Decemnber 31, 1999 and 1998 could be termnatedon demand by either the
lending agent or the borrower. Cash collateral is invested, together with the cash collateral on

securitiesloans of other Commonwealth entities, in a shortterm collective investrrent pool. The
durationof the investments in the pool at Decenter 31, 1999 and 1998, was 27 days and 33 days,

respectiely. The relationshipbetweenthe average maturities of the investment pool andthe Systenis

loansis affectedby the maturities of the loans made by other entitiesin the investment pool. In

addition, the interestrate risk posedby mismatchedmaturities is affected by other program features,
suchasthelendingagent’s ability to reallocatesecuritiedoansanongall of its lendingcustoners.

As of Decenber31, 1999 and 1998, respectiely, the fair market value of loaned securitieswas
$1,103,586and $822,590;the fair value of the associatedtollateralwas $1,133,722and $842,9070of
which $1,083,831and $802,958was cash.The securitieslending collateral pool is not cate@rized
becausesecuritiesarenot usedasevidenceof theinvestnent.

Financial Instruments with Off-Balance SheetRisk

The System entersinto foreigh exchang contracts,such as forward and spot contracts,to hedg
foreign currencyexposure.The System is not a dealer but an enduser of theseinstrunents. The
contractsare usedprimarily to enhanceperformanceand reducethe volatility of the portfolio. The
System is exposedto credit risk in the event of nonperfornance by counterpartieso financial
instruments. As the System generally entersinto transactionswith institutions regarded as meeting
high standardsof credit worthiness,no lossesassociatedwith counterpartynonperfornance on
derivative financialinstrunents have beenincurred.Legal risk is mitigatedthroudh carefulselectionof
brokers and an extensie processof review of all docunentation.The Systemis exposedio market
risk—the risk that future changs in market conditions may make an instrurent less valuable.
Exposureto market risk is managed within risk limits set by managment by buying or selling
instrunmentsor enteringinto offsetting positions.

Foreigh exchange contractsinvolve an ageenent to exchang the currencyof one country for the

currencyof anothercountryat an ageedupon price and settlenent date.At Decenber 31, 1999, the

Systemhad contractsmaturingthroudh Decenioer 31, 2000,to purchaseor sell foreign currency The

$7,414,8640f total foreigh currency contracts outstandingat Decenber 31, 1999, consists of

$4,519,415'buy” contractswhich representhe U.S. dollar equivalentsof commitmentsto purchase
foreign currency and $2,895,449“sell” contracts, which representU.S. dollar equivalents of

commitmentsto sell foreign currency

At Decenber 31, 1998,the System had contractamaturingthrouch Decenfber 31, 1999,to purchaseor
sell foreign currency The $7,706,723 of total foreigh currency contracts outstanding at
Decentoer31,1998, consists of $4,162,798 “buy” contracts, which representthe U.S. dollar
equivalents of commitments to purchaseforeign currency and $3,543,925“sell” contracts,which
represent).S. dollar equivalentsof commitmentsto sell foreign currency

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

Net unrealizd gains (losses)on foreign currency contractswere approximately $38.1 million and
$(35.6)million at Decentoer 31,1999and1998,respectiely.

In addition,the Systemheld investnentsin futurescontractstotaling $428million as of Decentoer 31,
1999. Futurescontractsare contractsin which the buyer ageesto purchaseandthe seller agreesto

make delivery of a specificfinancialinstrurrent at a predeternmed price. Gains and losseson futures
contractsaresettleddaily basedon a notional(underlyng) principal valueand do notinvolve anactual
transferof the specificinstrunment. Futurescontractsare standardiedandare tradedon exchangs.The

exchang assunestherisk thata counterpartywill not pay andgenerallyrequiresmargn paymentsto

minimize such risk. Initial margn requirenents on futures contractsare provided by investment

securitiepledgedascollateral.

The Systemalso investsin fixed incomne derivativessuchascollateralmortgage obligations(CMOS) to
increasethe returnto the portfolio. Some forms of the Systerm s CMOs, nanely plannedamortization
classsecurities,offer more defined cashflow characteristicsand are thereforepreferredin volatile
interestrate environments. Other types of the Systenis CMOs (interestenly strips, principal only
strips, and inverse floaters)behawe lesspredictablybut can offer valuein certainmarket conditions.
CMOs poseno greater credit risk than any other investment grade holding therefore,significant
defaultsare not anticipated.Investnent managrs control credit risk throudh credit evaluation and
ongoing performance analysis. Howewer, underlying risk exists to the extent that an underlying
security of a pool does not meet or perform accordingto the terms of the CMO. Under the
circunstancesthe CMO haswell definedruleson theremittanceof theresenre poolsfor principaland
interest for defaulted collateral. The fair value of CMOs at Decenber 31, 1999 and 1998 was
approxinmately$198million and$127million, respectiely.

Through the collective trust funds, the System also indirectly holds certain derivative financial
instruments. The collective trustfundsparticipatein securitiedendingandinvestcashcollateralin an
investmentpool thatinvestsin foreign exchang forwards, futurescontractsandassetotal return,and
basisswapcontracts Theseinstrunentsare held to hedge foreign exchang exposure to synthetically
createfloatingratereturns,and to manage interest rateisk by alteringthe average life of the portfolio.

(Continued)
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COMMONWEALTH OF PENNSYLVANI A

STATE EMPLOYEES' RETIREMENT SYSTEM
(aconponentunit of the Commonwealthof Pennsivania)
Notesto FinancialStatenents(continued)
Decenber31,1999and1998

(Dollar amountsin Thousands)

(7)

(8)

(9)

(10)

CommissionRecapture Program

The Systemhasconmissionrecapturecontractsawith seweral brokers. Thesecontractsstipulatethatthe
brokers pay a percentag of conmissionsearnedon investnents directly to vendors for seruces
provided to the System During the yearsendedDecenber31, 1999 and 1998, the System earned
$1,571and$8750f benefitsresultingfrom a commissionrecapturgrogram respectiely. The System
usedthe programto pay approximately $788and$133on consulting advisory, andotherexpenditures
for the yearsendedDecenber31, 1999and 1998, respectiely. At Decenber31, 1999and 1998,the
System has accurulated $3,270 and $2,487, respectiely, of benefitsthat are available for future
expenditures.

PensionPlan for Employees ofthe System

The Systemalso makes enployer contributions.The Systenis enployees’ contributionrequirenents
andbenefitsare describedin note 1 to thesefinancial statenents.The Systems contributionsfor the
yearsendedDecenter31, 1999,1998and 1997 were $395,$486 and $467,respectiely, which were
equalto therequiredcontributionseachyear.

Litigation and Contingercies

The Systemis involved in variousindividual lawsuits,generallyrelatedto benefit payments,which, if
settled adversely could increaseestimated actuarial liabilities by up to one billion dollars. The
individual casesinvolve legl issuesthat, if extendedto the entire menbership, may result in
significant coststo the System If suchaneventwereto occur,the additionalcostswould be recowered
by the Systemthroudh adjustnentsto the employer contributionrate.

Relationships With Other Commonwealth Agercies

The Systemis establishedy statelaw asanindependenadninistrative boardof the Commonwealth
andis directedby a governingboardthat exercisexontrol and management of the System, including

theinvestnent of its assetsThe Systems boardhaseleven membersincludingthe State Treasurergx

officio, two Senatorsor former Senators,two menbers or former members of the House of

Representat®s, and six memnbers appointedby the Governor, one of whom is an annuitantof the
System At leastfive boardmembers are active menbersof the Systemand at leasttwo hawe ten or

more yearsof creditedservice. The Treasurenf the Commonwealthof Pennsivaniais the custodian
of the StateEmployees’Retirenment Systeni s fund.

(Continued)
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RequiredSupplementary Information

COMMONWEALTH OF PENNSYLVANIA

STATE EMPLOYEES' RETIREM ENT SYSTEM
(acomponenunit of the Commonwealtlof Pennsivania)
RequiredSupplementabchedulel — Scheduleof FundingProgess
(Unaudited- SeeAccompanyng Auditors’ Notes)
(Dollar Amountsin Millions)

Unfunded UAAL
Actuarial actuarial asa
Actuarial Actuarial accrued accrued Ratio of percentage
valuation value of liabilities liabilities assets Covered of covered
year assets (AAL) (UAAL) to AAL payroll payroll
1998 20,671 $ 18,358 $ (2,313) 112.6% $ 4,446 (52.0)%
1997 18,565 17,288 (1,277) 107.4 4,219 (30.3)
1996 16,841 15,937 (904) 105.7 4,164 (21.7)
1995 15,510 15,067 (443) 102.9 4,022 (11.0)
1994 13,992 13,742 (250) 101.8 3,990 (6.3)
1993 13,061 12,214 (847) 106.9 3,732 (22.7)

RequiredSupplementabchedule2 — Scheduleof Employer Contributions
(Dollar Amountsin Thousands)

Annual

Year ended required Percentage

Decenber 31 contribut ions contributed
1998 $ 310,501 100.0 %
1997 324,093 100.0
1996 373,903 100.0
1995 376,692 102.1
1994 342,158 100.2
1993 310,089 98.1

See accompaning notesto schedule®f fundingprogessandemployer contributions.
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COMMONWEALTH OF PENNSYLVANIA

STATE EMPLOYEES' RETIREM ENT SYSTEM
(acomponenunit of the Commonwealtlof Pennsivania)

Notesto Schedulesof FundingProgessandEmployer Contributions
Unaudited- SeeAccompanyng Auditors’ Report

Actuarialinformation as of thelatest actuariavaluation:

Valuaton date Decenper 31, 1998
Actuara costmethod (a) Vanation of entry-aga actuaral costmethod
Amortization method Increasng (5 percentannudly)
Remal ning anortizaion period 12t0 19 years,closed
Assetvaluaton method 5—yearsrmoth market
Actuaral assurptions:
Investnentsratesot return(b) 8.5%
Projectal sdary increasesb) 5.16%- 8.98%
Cost-ot-living adjustnents(c) As descrbed below

@

(b)
(©

A variaton of the entry-age actuaral costmethod Is used to determnethe liabilitiesand
costsrelatad to all of the System'’ s bendits induding retirement, withdrawal, deat ard

disability bendits. The sgniti cantditterencebetweenthe method usel tor the System and the
typica entryage actuara costmethod Is thatthe normal costis basel on the beneits

and contnbutionstor newemployeesrather thantor all currentenployeestromtheir dateot entry.
This variaion should produceapproxmately the same results asthe typica method over the
longrun.

Includesintlaton at 3%.

Intormation presentd in the required suppementaryscheduleswasdetermned aspartof the
actuaral valuaion atthe datesindicated. The Decenter 31, 1997valuatonindudesthe
effectot a cost of l1iving allowance{COLA) adjustnentto annutantswith anetfectve dateot
retirenent on or prior to June 30, 1997. The ajustnentrangsd from 1.86%to 25%,

depering onthe dateot retirement, wasettectve July 1, 1998 and increasd actuaral accruel
liabilitiesby $478milli on.

(Continued)
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COMMONWEALTH OF PENNSYLVANIA

STATE EMPLOYEES' RETIREM ENT SYSTEM

(acomponenunit of the Commonwealtlof Pennsivania)

Notesto Schedulef FundingProgessandEmployer Contributions(continued)
Unaudited- SeeAccompanyng Auditors’ Report

Significant Changesin Prior Years

Certainchangs hawe beenmadein the plan or in actuarialassumptions that affect the trendsin the
anmountsreportedin the scheduleof funding progess. Thosechanges also affectedthe trendin the
annualrequiredcontributionsreportedn the scheduleof employer contributions. Thosechangswere
effective for theactuarialvaluationreportdatedasof Decenfer 31, 1995.

For actuarialvaluationsthrough Deceniber 31, 1994, actuarialassunptionswereasfollows:

Actuarialassunptions:
Investmentsatesof return 9.25%
Projectedsalay increases 6.70%

In addition,the demographic assunption was changd from the 1971 Group Annuity Mortality Table
(GAM - 71) to the 1983 Group Annuity Mortality Table (GAM - 83) for currentandfutureemployees
to reflect continuingmortality improvenent. The GAM - 71 continuesto apply for current retirees.

Also,in 1994 the actuarialassurption changedto reflectthe adoptionof a new pay scalethatbecane
effective Januaryl, 1994, and compressedhe prevous scheduleof 35 stepsto 20 steps. The new
scaleprovideslongevity increasesor memberswho hawe atleastoneyearof senice. In addition,Act
199429 provided for a costof-living adjustrent (COLA) to annuitantswith an effective date of
retirenenton or prior to June30,1992.

In the valuation years ended Deceniber31, 1998, 1997, 1996, 1995 and 1993, actual investment
earning exceededhe expectedratesof return,therebycausingan increasein the valuationyears’
actuarialvalue of assetgeportedin the scheduleof fundingprogessandreductionin the following
years’ annuatequiredcontributionreportedn the scheduleof employer contributions.
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Additional Financial Information

COMMONWEALTH OF PENNSYLVANIA
STATE EMPLOYEES’ RETIREM ENT SYSTEM
Supplementabchedulel - AdministrativeExpenses

Year Endeddecember 311999
(Dollar amountsin Thousands)

Personnel Services

Salaries $ 8,383
Berefits 2,850
TemporaryPeronnel Wages Overtime, & Outservice Training 341
Total Personnel Senvice $ 11,574
Professional Services
Consultant Fess 3,068
Treasiry Departnent Senices 687
CommonwealthCentral Services 307
Legal Fees 61
EDP Contractual SenvicesVendor Provided 61
Total Professional Services 4,184
Rentals:
Rent of Real Egate 1,133
Other Equipment Rental 91
MotorizedEquipment Rertal 60
Total Rertals 1,284
Fixed Assés:
Purchase of EDP Equip Comps& Perph 326
Office Equipmert 6
Total Fixed Assets 332
Communication:
Podage 335
Telephone 243
Printing & Advertising 123
Total Communication 701
Other Expenses
EDP Software 401
Supplies 252
Trawel & Cornfererces 197
Mainterance 151
Subgcriptions and Menbersips 70
Total Other 1,071
Total Administrative Expenses $ 19,146
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COMMONWEALTH OF PENNSYLVANIA

STATE EMPLOYEES' RETIREM ENT SYSTEM
Supplementabchedule2 - InvestmenExpenseandConsultantFees
Year Endeddecember 311999

(Dollar amountsin Thousands)

Investment Expenses

Fees

Investmentmanager fees:

Stocls $ 36,536

Fixedincone 11,233

TAA 827

Realestate 26,065

Venturecapital 16,151

Privateequity 22,793

Total investmentmanagr fees 113,605

InvestmentRelatedExpenses:

Real estate 722

Privateequity 558

Custodial 511

Legd 57

Other 85

Total otherfees 1,933
Total investnentexpenses $ 115,538
Consuting Fees

Firm Category Fees
DoxSys. Inc. EDP $ 761
Cambridge Associates$nc. Private Equity 746
Deloitte Consulting EDP 362
BARRA RogersCasey, Inc. General Investment 295
Unisys Corporations EDP 204
HayHuggins Conpanylnc. Actuary 199
The TownsendGroup RealEstate 170
Imerge Consulting EDP 127
L. R. Wechsler[Ltd. Stratedc Planning 56
Other 148
Total consultingfees $ 3,068

19 COMMONWEALTH Of PENNSYLVANIA State Employees’Retirement Sysiem



Reporton InvestmentActivity

Peter M. Gilbert
Chief Invesment Officer

June 2000
DearMembers:

As of year—end 1999, the assés of your persion fund exceedel $28 billion. Accordng to the Januay 24,
2000Pen#on & Investmentssurvey, this places the State Employees’ Refrement System(SERS)asthe 39"
larges employee bendit fundin the United States and the 25" largest public fund. During the year, assts
grew by almost $4 billion with the total fund produdng a return of 19.9% after feesand beneft paynents.
The longerterm resuls are equaly impressive with annudized returns of 18.2%6 over the pag three yeas,
19.0% over the trailing five yearsand 13.5% over the pag ten years.As a resut of this record, the Fund
enjoys a fully funded status anddedining contributions to meetever-increaing benefit obligations. We have
beenvery fortunae tha the performanceof financial markets over the pag five yearshas beenvery good.
This has enabled the Fundto achieve doule-digit returnsin each of thelast five years. This conparesvery
favorably with the actuarial assumed rate of return of 8.5%.

Most importartly, thesereturns have beeneanedin accordane with theinvestnentpolicy and objectivesse
out by the Board of Trusteesopeating asfidudaries in the sole interest of the beneficianes and members of
the Fund. The primary investmentobjective is to assue the adequée accunulation of resevesin the Fund at
theleas cog to thecitizensof the Commonwealthwhile preseving the principd of the Fund againg eroson
from inflation. The objecivesfurther state tha the Board of Trudees seels to meettheseohjediveswithin
accepale risk paranetes throudh adherenceto a policy of diversiicdion of investments by type, industry,
investmentmanacer style and geogaphiclocation. As along-terminvestor this concep of diversificaionis
key, asit allowsthe Fundto achieweits return objectiveswhile at the same time reducingrisk.

The SERSInvestrment Offi ce,in conjunction with the Fund’sthreecorsultarts, performs a review of the asst
allocaion annualy, recommendingany modificationsto asse classe and future allocaions. Thereslts are
revewedandadoptedby the Board of Trudees. Theassetallocaion decisions are amongthe mostimportart
decsiors the Boardof Trusteesmake in striving to acheve the Funds investmentobjectives. Enablal by the
passag of the Prudernt Personlegidation in 1994, the Fund has succesdully broadend the range of
diversification of assé classesin which we are able to invest. Perwsd of the Investment Sunmatry in the
following pageswill revealthediversficaion of the assetclasses and investment manager styles. In addition,
the structure has beenimplementedin such a manneras to ensue broad diversification by indugry and
geographiclocaion within, andacrossasst classes. Commensuratewith the diversificaion is the rediction
of risk the Fund hasbeen ableto achieve. In more colloquial terms, we arenot trying to hit a home run or
take one large bet, rather, we attenpt to hit a lot of sindes and spread our bets over a broad range of
oppotunitiessothattheodds are in our favor of achievingthe Fund’slong-terminvestnentobjedives.

The strong investnent performance resilts over the pas decace have been driven most notably by the
exterdedbull marketin U.S. stocks andarecad-bre&ing nine—yearexpangon of theU.S.econony. During
this peliod of rising markets and econonic exparsion we have experienced historicaly low econonic ard
financial volatility. Most of the surprisesduring this time have beenpostive and on the upside. We have
beenbles®d with both low inflaton and low unenployment at the sare time tha growth has persisted.
Becaus things hawe bea so good, there is atendencyto underestimaterisk going forward.

In 1999 we saw a return to higher levels of volatility and concens over potential increases in inflation
pronpting the Federal Reserve Board to raiseinterest rates a total of %% in threetraurches The so-called
“new eanony” techndogy andtelecommunicatons conpaniesdrove equties worldwide. Conseqenty, in
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addiion to the U.S. stack market, perfamancewas aso enhaned by strong returnsin internationd stocks,
paricularly in thesmall capitalization area and alterndive investnents.

It is for thesereasonstha the Invesment Office continuoudy monitors ecanomic and market eventsand
works to postion the Fund through broad diversification to be in a position to address a variety of different
econonic sceranos. Congstent with this strategy, investmentswere expandedlad yearin the equity and
alternative investnent asset classesto further diversify investment styles and geogaphic exposures. In
addtion, we confnue to rebalancethe Fund on an ongoing basistoward our long-term assetalocation
objectives in combinaton with both new investments and the need to provide captal to meet beneft
obligatons. Outgde of this actvity, you will notice tha structurally relatively little haschanged from the
prior year. Underthe supervision and guidanc of the Board of Trusiees we believe the Fund structure is
soundand hasthe ability to endureunder a varigy of market envronments. We believe the Fund is well
postionedto ensure the membersrecave the finarcial secuity thatthey have earredandtha is duethem

Sincerely,

Jib o)

pe

InvestmentPolicies

he State Employees’ Retrement Board adoged a formal Staement of Investrent Policy in 1979. It

has beenrevised periodically, principally to reflect and incorporate legslative changes governing

investments. The pumposeof the statementis to formalize the Board's investment objectives, policies,

andprocedures,to establish guidelinesfor the investment of Fundasset andto define the duties and
respansibilities of the various ertities involved in the invedment process. The major elements of the
staementare:

v' As fidudaries, the Board will exercise tha degee of judgment, skill and care unde the
circumstance then prevailing which persors of prudence discretion and intelligence, who are
familiar with suchmatters, exercise in the management of their own affairs in investnentmattess;

v" The Fund’s overal investmentobjedive isto provideatotal rate of return, over full econonic cycles,
which exceals the return of a fully diversiied market porffolio within each as#t class. The Boad
seels to meet this objective within aceptble risk paranetes through adheence to a pdicy of
diversification of investnentsby type,indusry, qudity andgeogaphiclocation;

v' The Board enploys aninvestnent staff and also contrads with investnent advisors and corsultarts
to provide expert, professonal judgmentin all investnentdecisions;

v' An annual Investrent Plan is prepaed to control the allocation of fundsduring the year anong
investrent advisa's andcategoriesof assés;

v' Guidelnes are estadishedfor each category of assets used by the Fund’s investnent advisors to
provide aframeworkfor monitoring qualty, diversfication andliquidity; and

v' Whetre investnent characteristics, induding yield, risk and liquidity, are equvalent, the Board’s
policy favorsinvestnentsthat have a postive impacton theecoromy of Pennsivania.
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InvestmentODbjectives

0 assue an adequete accunulation of reserves in the Fund at the least cost to the citizens of the
Commonwealthandto provide sone protedion against the erosion of principal by inflation, thelong
terminvestmentobjedivesof the Fund, are:

v Achieve andmaintain the State Employees’ Retirement Fundin exaessof Actuarial Accrued Bendfit
Liadlity;

v Over the long run, achieve a positive red total rate of return (with inflation measued by the GDP
Implicit Price Deflator);

v' Over the long run, achiewe an absolte total rate of retum not less than the actuaial investment
return assumtion;

v" Achievein Domestc Stocks atotal retun tha exceeds thetotal return of the Russdl 3000 Index;

v Achiewe in Interndional Stocks a total return tha exceed the total retun of the SERS Custom
Internatond Stock Index;

v" Achiewein the Fixed Income assetclassatota return thatexcealsthe total return of the SERS Fixed
Income Custonmindex;

v' Achiewe in the Equity Real Estate assé class a total return tha exceedsthe total return of the
NCRHEF Index;

v Achiewe in the Cash assetclass a total retumn tha exceedsthe total retum on U.S. Treasuy Bills (90
days);

v Achiewe in the Venture Capital asse class a totd return that exceedseither the Venture Ecoromics
relevant Vintage Year Median Retuns or relevant returns furmished for benchmark purposesby
SERS’sVenture Capital/Alterretive Investmentsconaultant;

v' Achiewe in the Alternative Investmentsas®t classa total return that exceedseither market returnsfor
similar types of dterndive investnentsor reevant retuns furnishedfor bendmark purposesby
SERS’sVenture Capital/Alterretive Investmentsconsultant.

Total return includes income and bath realizedand unrealized gains andlosses and is computed on market
value. The Board seeks to med theseobjediveswithin accepable risk parametersthrough adherenceto a
policy of diversification of investment by type, industry, invedment manager style and geographic
location.
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InvestmentResults

Schedule of Portfolio Returns*
After Fees
for the period ending Decamber 31,1999

AssetClass 1 Year 3 Year 5 Year 10vear
Domestic Equities 20.3% 23.6% 25.9% 17.1%
Russ# 3000Index¥ 20.9% 25.1% 26.9% 17.3%
Internatond Equities 40.66 18.1% 14.9% 10.4%
SERSCustominternational Sock Bencimark? 28.%% 13. 2% 11.3% 6.0%
FixedIncome —0.4% 6.2% 9.1% 9.0%
80% SERS CustorBond /20% Salomonrorld 2. 5.8% 8.3% 8.2%
Governmenhex US (50% Hedged¥
Cash 5.1% 5.5% 5.8% 6.7%
90dayU.S.T-hills 4.%% 5.2% 5.3% 5.2%
Tactical Asset Allocaion 14.1% 21.8% 23.1% 16.8%
70% S& P 500/ 30% LongBond 11.0% 21.1% 22.8% 15.9%
Real Estate ¢ 12.1% 13.6% 11.5% 5.5%
NCREF ¥ 12.0% 13.%%6 11.6% 5.6%
Private Equity 4 37.3% 25.8% 24.8% 14.3%
Venture Capital ¥ 63.0%  32.4%  29.5% 18.3%
Total Fund 19.9% 18.2% 19.0% 13.5%

* Returnsfor periodslonge than oneyear are annualized

Note: The performance calaulations were preparedising a time-weighted rateof return based on the market rateof
retun in accordanewith AIMR's Performance Presentation Standards

¥ The Domesic EquitiesBenchmak is the Russell 3000 Index through 1/1/99 prior to that time the domesic equity
benchnark wasthe Wilshire 5000Index.

Z The SERSCustom International Indexis congructed by combiing the MSQ EAFEindex andthe MSA Ememing
MarketsFree Index,thenreducing Japan to half the market capitalization weight of the Pacific Basin and
redistributing the remander to other Pacific Basin Markes.

9 The SERSCustom Bord Index is congructed using the following indices 20% Lehman Brothers Intermediate
GovenmentBond Index; 30% LehmanBrothers Long Term GovenmentBondIndex;25% LehmanBrothers
Corporate BondIndex;and 25%LehmanBrothers MortgageBackel Secuiities Index.

¥ Resillts for Real Estate, Private Equity, and Venture Capital are laggel onequarter.
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AssetAllocation

COMMONWEALTH OF PENNSYLVANIA
STATE EMPLOYEES’ RETIREM ENT SYSTEM
AssetAllocation Report
December 31,1999
(Unaudited)

Total Fund Summary

Fair % of Total 1999Plan
Value Fund Policy Target
Domestic Stacks $ 10,773.1 38.3% 35.1%
Internatbnd Stocks 6,459.2 23.0% 20.0%
Currercy Overlay 34.1 0.1% 0.0%
FixedIncone 5,103.4 18.2% 24.0%
Cash 166.4 0.6% 0.0%
Tactical Asset Allocaion 1,333.6 4.7% 5.0%
RealEdate 2,344.2 8.3% 10.0%
Alternaive Invesiments
Venture Carital 699.0 2.5%
Private Equity 1,152.4 4.1%
StockDistribution 51.3 0.2%
Tota Alterretive Investments 1,902.7 6.8% 5.9%
Tota Fund $ 28,116.7 100.0% 100.0%

Numbersin this report may not adddue to rounding.
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AssetAllocation Report (continued) Decamber 31,1999 Unaudited
Domestic Stocks ($in millions) % Domesic % of Total % of Total
Pass/ely ManagdPottfolios Fair Value Stocks Stocks Fund
Bardays - Equity IndexFund (S&P 500 $ 5,755.1 53.4% 33.4% 20.47%
Actively Managed Pottfolios
AXA RoserberglnvestmentMgmnt - Mkt Neutrd 106.1 1.0% 0.6% 0.38%
AXA Roserberglnvestment Management LLC 256.9 2.4% 1.5% 0.91%
Alliane Capital Managment 499.4 4.6% 2.9% 1.78%
Dietche& Field Advisers 119.3 1.1% 0.7% 0.42%
EmeraldAdvisers - PA Patfolio 124.8 1.2% 0.7% 0.44%
Fiddity ManagmentTrug Company 236.0 2.2% 1.4% 0.84%
First Quadrant - Mkt Neutral 112.2 1.0% 0.7% 0.40%
Iridian Asst Managment 396.9 3.7% 2.3% 1.41%
J.P.MorganInvestmentManagment 264.9 2.5% 1.5% 0.94%
Martingde - Mkt Neutral 102.7 1.0% 0.6% 0.37%
Mellon Equity Assocates- PA Portfolio 103.7 1.0% 0.6% 0.37%
Mellon Equity Assocates- SpecialEquity 334.7 3.1% 1.9% 1.19%
Montag& Caldwell 408.3 3.8% 2.4% 1.45%
Provden Investrnent Counsel 843.8 7.8% 4.9% 3.00%
Provdert InvestrrentCounsel- Stellar Fund 244.8 2.3% 1.4% 0.87%
Standish, Ayer & Wood - Mkt Neutral 105.9 1.0% 0.6% 0.38%
Trinity InvestmentManagement Corpoiton 613.3 5.7% 3.6% 2.18%
Trinity Small CapValue 91.2 0.8% 0.5% 0.32%
Zevenbergen Capitd 53.2 0.5% 0.3% 0.19%
Domestic Active StacksTotal 5,018.0 46.6% 29.1% 17.85%
Domestic Socks Total $ 10,773.1 100.0% 62.5% 38.32%
Internatond Stocks ($in milliong % of Intl % of Total % of Total
Pass/ely Managd Pottfolios MarketValue Stocks Stocks Fund
Bardays - Europe Funds $ 777.8 12.0% 4.5% 2.77%
Barclays - Australa/New ZealandFunds 47.6 0.7% 0.3% 0.17%
Internationa Passive SocksTotal 825.4 12.8% 4.8% 2.94%
Actively ManagedPotfolios
Credit Susse Asset Managnent- Core 825.7 12.8% 4.8% 2.94%
GAM Int'l Managment- Pacfic Basn exJapa 214.7 3.3% 1.2% 0.76%
J.P.MorganInvestmentManagment- Japan 427.7 6.6% 2.5% 1.52%
Marathon Asset Managment- Europe 396.0 6.1% 2.3% 1.41%
Mercury Assé Int'| Management- Small Cap 727.2 11.3% 4.2% 2.59%
Morgan Stankey DeanWitter - EAFE 738.2 11.4% 4.3% 2.63%
Morgan Stankey DeanWitter - Asia ex Japan 158.4 2.5% 0.9% 0.56%
Pictet Int'l Mgmnt - Small Cap/Energng Mkts 561.5 8.7% 3.3% 2.00%
Scotish Widows Investnent Mgmnt-Europe 410.7 6.4% 2.4% 1.46%
SelignanHendersn Co.- Small Cap 289.2 4.5% 1.7% 1.03%
Templeton InvestnentCounsel Core 884.3 13.7% 5.1% 3.14%
Liquidaion Accourn 0.1 0.0% 0.0% 0.00%
International Active SocksTotal $ 5,633.8 87.2% 32.7% 20.04%
International Socks Total $ 6,459.2 100.0% 37.5% 22.97%
Domesic and International Socks Tatal $ 17232.2 100.0%  61.29%
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AssetAllocation Report (continued) Decanber 31,1999 Unaudited
% of Total
($in millions) Currency % of Total
Currency Overlay Fair Value Overlay Fund
Paseto Patners $ 26.2 76.9% 0.09%
RecordTreasury 7.9 23.1% 0.03%
Overlay Total $ 34.1 100.0% 0.12%
FixedIncome ($in millions) % of Total % of Total
Pass/ely Managd Core Portfolios Fair Value FixedIncome Fund
Mellon Bond Ass@iates $ 673.3 13.2% 2.39%
Actively Maraged Core Portfolios
Fiscrer Frarcis Trees & Watts - Internatond 570.4 11.2% 2.03%
J. P.Morgan InvestmentManagement 729.4 14.3% 2.59%
JohnHancock Private Placement 185.8 3.6% 0.66%
Legg MasonReal Estate Advisors 110.7 2.2% 0.39%
Miller, Anderson & Sherrerd - Domestic 944.0 18.5% 3.36%
Miller, Andersan & Sherrerd - Global 900.2 17.6% 3.20%
Smith Grahamé& Co. 29.3 0.6% 0.10%
Active Core Fixed IncomePort. Total 3,469.9 68.0% 12.34%
Core Fixed Income Portfolios Total 4,143.2 81.2% 14.74%
Actively ManagedHigh Yield Portfolios
Berwind - PA Capital Fund 2.2 0.0% 0.01%
Fiddity Managment Trug Company- CMBS 132.6 2.6% 0.47%
Trug Companyof theWed - Fundsll| 0.3 0.0% 0.00%
W. R. Huff Asseé Managment 825.1 16.2% 2.93%
Active Speialty FixedInconme Port. Total 960.2 18.8% 3.41%
Fixed IncomeTotal $ 5103.4 100.0% 18.15%
($in millions) % of Total % of Total
Cash Fair Value Cash Fund
PA StateTreasuy - STIF * $ 166.4 100.0% 0.59%

* SERSinvestnent advisors’ cash balancesare reflecedwithin their own marketvaluesbut in factare invesed in the Pennsylvania
Treasury Short Term Investment Fund (STIF). Thetotal STIF balance reported by the Maste Trust Custodan was$6722 milli on at the

end of the month.

Tactical Asset Allocation

Bardays - Enhanced US0/30TAA Fund

($in millions) Allocation % of Total
Fair Value ( Stocks / Bonds/Cash) Fund
$ 1,333.6 70%/ 30% / 0% 4.74%
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AssetAllocation Report (continued) December 31,1999 Unaudited
Real Estate ($in millions) % of Total % of Total
SepaateAccourt Portfolios Fair Value** Real Estate Fund
CRA Redl Estate Securities $ 273.2 11.7% 0.97%
Fores Investment Assocides 146.1 6.2% 0.52%
HeitmanOMB 343.4 14.7% 1.22%
LaSalk Partners 202.1 8.6% 0.72%
Lowe Enterprises 355.8 15.2% 1.27%
Legg Mason/ RAI Real Edate Advisors 178.5 7.6% 0.63%
Sepaate Accaunt Portfolios Total 1,499.2 64.0% 5.33%
PooledFundPatfolios
Allegis - 4 poolal funds 123.6 5.3% 0.44%
Apollo I 51.6 2.2% 0.18%
Berwind Property Group 1V 19.5 0.8% 0.07%
Berwind Property GroupV 4.8 0.2% 0.02%
Blackstorell 51.6 2.2% 0.18%
Blackstore Il 7.5 0.3% 0.03%
AEW CIIF-II 8.8 0.4% 0.03%
Eastern Retail Holdings 43.2 1.8% 0.15%
Goldman Sachs- Whitehdl 87.5 3.7% 0.31%
Heitman- California LandVerture 0.5 0.0% 0.00%
JMB Group Trust I 7.1 0.3% 0.03%
JohnHarcock 0.1 0.0% 0.00%
Lubert Adler Red Estate Il 18.5 0.8% 0.07%
Miller Globd 111 7.1 0.3% 0.03%
SSR Redlty (MIAF 1 & MIAF 11) 20.9 0.9% 0.07%
Oxford Real Estate 52.6 2.2% 0.19%
Prudenial 14.0 0.6% 0.05%
Seninel Corporaion 54.4 2.3% 0.19%
Starwood Capital 1V 53.8 2.3% 0.19%
Starwood Capital V 18.8 0.8% 0.07%
Wedbrook 1 62.0 2.6% 0.22%
Westbrook Il 35.7 1.5% 0.13%
TCW VI/OCM Oppottunity FundA & B 101.5 4.3% 0.36%
PookdFundPortfolios Total 845.1 36.0% 3.01%
Redal Edate Total $ 2,344.2 100.0% 8.34%

** Fair Values represent September 30, 199 values as reported by the investment manage's adjusted for allocations and distributions.
Valuesfor publicly traded REITs represert values reported as of Decenber 31, 1999.
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AssetAllocation Report (continued) Decamber 31,1999 Unaudited
($in millions) % of Total % of Total

Alternaive Investments- Verture Capital Fair Value** Venture Capital Fund
Advent VI $ 2.0 0.3% 0.01%
Advent VIII 22.8 3.3% 0.08%
APA/Fodin - Fundl 7.6 1.1% 0.03%
Apex FundlV 3.6 0.5% 0.01%
Atlas Ventures IV 104 1.5% 0.04%
Bachowilll 34.4 4.9% 0.12%
CEOVenture Fund I 4.0 0.6% 0.01%
Draper Fisher VI 1.2 0.2% 0.00%
Drape Triange 0.8 0.1% 0.00%
Edison IlI 5.2 0.7% 0.02%
Fairview Capital | 6.2 0.9% 0.02%
Fairview Capital 11 2.2 0.3% 0.01%
Fostn Captal | 0.1 0.0% 0.00%
Fostn Captal 4.3 0.6% 0.02%
Frazer Hedthcare 11 6.3 0.9% 0.02%
Grotech Partners I 1.1 0.2% 0.00%
Grotech Partners IV 25.5 3.6% 0.09%
Grotech Partners V 16.4 2.3% 0.06%
Halpem & Denny I 15.9 2.3% 0.06%
HarbouvestVI 17.3 2.5% 0.06%
Healthcae Venturesll| 10.4 1.5% 0.04%
Healthcae VenturesV 18.3 2.6% 0.07%
JPMorgan 19.0 2.7% 0.07%
Keystone IV 14.7 2.1% 0.05%
KeystoneV 22.8 3.3% 0.08%
NEA VI 39.4 5.6% 0.14%
NEA VII 60.8 8.7% 0.22%
NEA IX 1.0 0.1% 0.00%
NEPA Venturel 3.2 0.5% 0.01%
NEPAVenturell 8.2 1.2% 0.03%
NEPA - MidAtlantic Venturelll 15.7 2.3% 0.06%
PA Fundl ( APA/Fosin I1) 23.7 3.4% 0.08%
PA Fundlll 95.4 13.7% 0.34%
Polaris Ventue Capital 16.5 2.4% 0.06%
Polaris Ventue Capita |1 21.9 3.1% 0.08%
Sprout VII 22.3 3.2% 0.08%
Sunmit Venture IV 29.7 4.2% 0.11%
Sumnit Venture V 19.8 2.8% 0.07%
Sunmit Acclerator 0.8 0.1% 0.00%
Techndogy Leaderdl| 9.0 1.3% 0.03%
Techndogy LeaderdV 9.1 1.3% 0.03%
Weston Presidio 18.5 2.6% 0.07%
Wedon Presdio Il 8.4 1.2% 0.03%
WhitneyEquity Parners|l| 23.1 3.3% 0.08%
Ventue Capital Total $ 699.0 100.0% 2.49%

** Fair Values represent September 30, 1999 values as reported by the investment manage's adjusted for allocations and distributions.
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AssetAllocation Report (continued) Decamber 31,1999 Unaudited
($in millions) % of Total
Alternaive Invesments- Stock Distribution Acct. Fair Value** Fund
Distribution Account $ 51.3 0.18%
% of Total
($in millions) Private % of Total

Alterndive Invesiments- Private Equity Fair Value** Equity Fund
ABRY Broadcast Partners ||| $ 11.5 1.0% 0.04%
ABS Capital I11 12.1 1.1% 0.04%
Adans CapMgt 11 3.0 0.3% 0.01%
APAX Patners - France 4.3 0.4% 0.02%
APAX Patners - Germany 0.5 0.0% 0.00%
APAX Patners - Germany Il 8.4 0.7% 0.03%
APAX Patners - Germany IV 7.9 0.7% 0.03%
APAX Patners- UK VI 5.3 0.5% 0.02%
Apollo Advisors 49.7 4.3% 0.18%
Asia Pacific 11l 4.7 0.4% 0.02%
B Il Capita Partners 35.7 3.1% 0.13%
Blackstorell 38.7 3.4% 0.14%
Blackstore Il 32.0 2.8% 0.11%
Cerberus 19.7 1.7% 0.07%
Chartrhousell 24.0 2.1% 0.09%
Chartrhouselll 28.0 2.4% 0.10%
Clayton, Dubilier & RiceV 39.6 3.4% 0.14%
Clayton, Dubilier & Rice VI 0.7 0.1% 0.00%
Code,Hennesy & Simmonsl| 14.8 1.3% 0.05%
Code,Hennesy & Simmons 1| 30.5 2.6% 0.11%
Code,Hennesy & Simmons IV 8.3 0.7% 0.03%
DLJ Merchart Banking Fund Il 55.0 4.8% 0.20%
Fronena VII 31.8 2.8% 0.11%
Golde, Thoma, Cresgy & RauneV 12.8 1.1% 0.05%
Golde, Thoma, Cresgy & RauneiVI 32.2 2.8% 0.11%
Great Hill 7.8 0.7% 0.03%
GryphonPatners|| 0.8 0.1% 0.00%
Harbonest |1 15.5 1.3% 0.06%
Harbonest 11 4.4 0.4% 0.02%
Hellmané& Friedman Il 0.2 0.0% 0.00%
Hellmané& Friedman 11 21.4 1.9% 0.08%
Invemed Fund 2.5 0.2% 0.01%
KelsoV 69.1 6.0% 0.25%
Kelso VI 20.9 1.8% 0.07%
Landmark IV 5.7 0.5% 0.02%
Landmark V 16.0 1.4% 0.06%
Lexingtonl 6.4 0.6% 0.02%
Lexington 11 11.5 1.0% 0.04%
MadisonDearborn| 22.2 1.9% 0.08%
MadisonDearbornll 57.8 5.0% 0.21%
MadisonDearborn 1l 20.3 1.8% 0.07%
Meda Communicatons Patneasll| 41.7 3.6% 0.15%
Meda Communicatons Patnes IV 5.9 0.5% 0.02%
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AssetAllocation Report (continued) Decamber 31,1999 Unaudited
($in millions) % of Total
Alternaive Invesments- Private Equity (cortinued Market Value** Fund
Newbridge Asiall $ 54 0.5% 0.02%
Oakhill 16.5 1.4% 0.06%
OakreeOppatunities 22.5 2.0% 0.08%
OakreeOppatunitiesl| 40.3 3.5% 0.14%
Oaktree Princpal Opportunities 22.9 2.0% 0.08%
Palamon Parthers 0.6 0.1% 0.00%
RRZ PrivateEquity Fund 16.8 1.5% 0.06%
Schroekr VenturesUK 11 2.2 0.2% 0.01%
Schroeer VenturesUK 1V 8.9 0.8% 0.03%
Schroetr EuropeanV 26.0 2.3% 0.09%
TCW - FundV 10.5 0.9% 0.04%
ThomasLee Equity FundIV 56.3 4.9% 0.20%
TPG Partners | 62.5 5.4% 0.22%
Vestar Capital IlI 19.4 1.7% 0.07%
$
Private Equity Total 1,152.4 100.0% 4.10%

** Fairt Values represent September 30, 1999, values as reported by the investment managers adjusted for

allocations and distributions.

Numbers may not add due to rounding.
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Largest AssetsHeld

fixed income holdings asof Decentber31,1999. Thetables do not includethe sharesof those
conpaniestha SERSmay hold indirectly through its ownerslip of passively ownedindex funds
sine SERSdoes not own the stocks butshaesof theundetying colledive trug fund.

P resated in thetables below arethelargestdomesic and internationd equity holdings and largest

Asof December 31,199 SERS held unitsin thefollowing index funds:

Holding Fair Value
Barclys Globd InvestorsEquity Index (S&P 500) $5,755,06,347
Barclays Globd InvestorsTactical Asset Allocaion Fund 1,333,52,149
(70% S& P 500/ 30% Lehmanbondat Decmber31, 1999)
Barclays Globd InvestorsEuropelndex 777,798,816

Top 10 Domestic and International Equity holdings
in actively managedaccounts at Decenber 31,1999

Domestic Equity Int ernational Equity
Holding Fair Value Holding Fair Value
Microsdt $ 114,4%,725 Total Fina $ 78,4@,404
CiscoSystems 69,363,438 NipponTed & Td 75,672,899
MCI Worldcom 67,886,111 SonyCorp 55,847,999
Home Depot 64,174,688 TelefonicaSA 55,644,434
EMC Corp 59,280,975 Koninklijke Philips 54,88),603
Motorola 54,8%,450 MannesnannAG 43,206,179
Nokia 53,5%,819 TelefonosDe Mexico SA 42,45,500
AT&T Liberty Media A 51,0%,169 BangueNationale De Pais 41,346,832
AlG 43,03%,886 Alcatel 39,501,002
LucentTecmologes 42,891,000 Deutshe BankAg Ord 37,724,427

Top 10 Fixed Income holdingsin actively managedaccountsat December 31, 1999

Holding Fair Value
JapanGovernnmentBonds, 1.8%,June20, 2008 $ 126,992,287
Germany FederalRepublic Treasiry Bonds,3.25%, February 17,2004 100,52.,427
US Treasuy Bond, Stripped Principal Payment, 8.75%,August15,2020 79,48,578
JapanGovernnmentBonds,0.9%,Decenber22,2008 63,721,109
FNMA Pool#0323702 6.0%, May 1, 2029 63,543,218
US Treasuy Notes,7.5%, Februay 15,2005 55,798,895
US Treasuy Notes,6.0%0, August15,2004 49,917,403
Chancéor Media Corp, 9.0%, Octobe 1, 2008 41,6@,000
Germany FederalRepublic Treasiry Bonds,6.875% May 12,2005 38,1%,059
Germany FederalRepublic Treasiry Bonds,6.5%, July 4, 2027 37,531,404
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Schedule ofFeesand Commisgdons

Sdhedule of Broker Commissions
Year Ended Decanber 31,1999

COMMISSIONS

BROKER COMMISSIONS BROKER
MERRILL LYNCH $ 2,086,189 WEEDEN & COMPANY $
MORGAN STANLEY 1,685,102 EWING CAPITAL
BEAR STEARNS 1,565,321  SWISSBANK
D. E.SHAW SECURITIES 1,419,229 J. B.WERE & SON
DEUTSCHE BANK 1,198,473 HOARE GOVETT ASIA
GOLDMAN SACHS 1,159,953  WILSHIRE ASSOCIATES
CREDIT SUISSEFIRST BOSTON 1,028,612 JEFFERES& COMPANY
WARBURG SECURITIES 941,340 ROBERTSON STEPHENS & COMPANY
INVESTMENT TECHNOLOGY GROUP 867,489 MONTGOMERY SECURITIES
SALOMON SMITH BARNEY 803,049 JONES & ASSOCIATES
INSTINET 627,814 SG COWEN
KLEINWORT BENSON 597,862 CHARLES SCHWAB
J.P MORGAN 580,43 ALEX BROWN
LEHMAN BROS 569,631 CARNEGIE
JAMES CAPEL 510,196 FOX-PITT KELTON
HSBC SECURITIES 502,341 PCSSECURITIES
DONALDSON LUFKIN & JENERETTE 454,688 JANNEY MONTGOMERY SCOTT
PAINE WEBBER 444572 A B ASESORES
CREDIT LYONNAIS 408,400 SPEARLEEDS& KELLOGG
DEUTSHEMORGAN GRENFELL 398,791  BERNSTEIN SANFORD
SMITH BARNEY 387,661 SOQETE GENERALE CUSTODY
BNY ES| 387,85 KIM ENG SECURITIES
ROBERT FLEMING 351,190 B-TRADE SERVICES
ROCHDALE SECURTIES 330,699 BARING SECURITIES
LYNCH JONES& RYAN 321,342  STANDARD AND POORS SECURITIES
ABN AMRO 310,060 QUAKER SECURITIES
DAIWA BANK 288,472 FURMAN SH.Z
EXANE 267,569  SCHROEDERSECURITIES
W. 1. CARR 253,607 THE EUROPE COMPANY
CAZENOVE 221,665 ClI NORDIC SECURITIES
DB CLEARING SERVICES 198,894 EVEREN SECURITIES
OPPENHEIMER & COMPANY 187,328  JAVELIN SEQURITIES
ING BANK 179,965 GREEN STREET ADVISORS
JARDINE FLEMING SEQURITIES 179,176  AUTRANET
SCHRODER INVESTMENT MANAGEMENT 176,327  ENSKILDA SECURITIES
MORGAN GUARANTY TRUST 176,072 HAMBRECHT & QUIST
CANTORFITZGERALD 160,842  U.B.S.SECURITIES
PRUDENTIAL BACHE SEQURITIES 160,211  R.A.ROSENBLATT
CHEUVREUX DE VIRIEU 144,154 LEGGMASON
LEWCO SECURITIES 143,962 MORGAN KEEGAN
NOMURA SECURITIES 131,946  BRIDGE TRADING COMPANY
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130,152
127,108
124,033
119,667
113,186
109,285
105,429
102,987
95,374
94,838
88,298
87,334
87,242
87,066
85,609
83,735
83,070
78,586
78,016
76,948
74,050
70,507
65,289
63,087
60,717
59,389
59,163
53,512
53,406
47,343
42,953
42,569
42,294
40,369
38,667
38,572
38,257
37,585
37,368
36,782
34,149



BROKER
EXECUTION SERVICES
CITATION GROUP
MAY DAVIS GROUP
PRYOR
VICKERSBALLAS
ROBINSON & HUMPHREY
ORD MINNETT
L G SECURITIES
PRINCETON SECURITIES GROUP
HALL INTERNATIONAL
DEAN WITTERREYNOLDS
CROSBY SECURITY
FIRST UNION CAPITAL MARKETS
HENDERSON BROTHERS
PARIBAS ASIA EQUITY
RAYMOND JAMES & ASSOCIATES
WORLD SECURITIES
WESTMINSTER RESEARCH ASSOCIATES
ELKINS MCSHERRY
CORRESFONDENT SERVICES
A.G.EDWARDS & SONS
PETERCAM
DAVY STOCKBROKERS
WILLIAMS CAPITAL GROUP
THOMAS & WEISEL
FIDELITY CAPITAL MARKETS
BANCO SANTANDER
SKANDINAVISKA ENSKILDA
BARNARD JACOBSMELLET
ALLEN & COMPANY
LAZARD FRERES
TELESISSECURITIES
TIR SECURITIES
SIGMA SECURITIES
WILLIAM BLAIR & COMPANY
ICHIYOSHI SECURITIES
OKASAN SECURITIES

Schedue of Broker Commissions
(Continued)

COMMISSIONS

BROKER

$

33,748
33,543
33,030
31,566
31,023
30,141
29,743
28,647
28,598
28,109
27,460
27,398
26,686
26,084
26,019
24,865
24,644
24,013
23,229
22,939
22,892
22,352
22,062
21,886
21,666
21,427
21,343
21,283
21,175
21,124
19,978
19,300
18,924
18,765
18,251
18,160
17,942

HYUNDAI SECURITIES
COMMERZBANK

ALFRED BERG

BANK OF NEW YORK

CAIB SECURITES

SCOTIA MCLEOD (USA)

CHINA EVERBRIGHT SECURITIES
BROADCOURT CAPITAL
CAPITAL INSTITUTIONAL INVESTORS
WAKO INTL EUROPE

CONNING

BNP CAPITAL MARKETS
WEXFORD CLEARING SERVICES
HWANG-DBS SECURITIES
WEISSPECK & GREER
IBJINTERNATIONAL

GK GOHSECURITIES
INTERMOBILIARE

NORDIC PARTNERS

PRYCE SECURITIES
STREICHER & COMPANY

AUREL

M M WARBURG BRINCKMANN
RBC DOMINION SECURITIES
THOMSONINSTITUTIONAL SERVICES
ARNHOLD & S. BLEICHROEDER
SOUNDVIEW FINANCIAL GROUP
ABG SECURITIES

BANCA COMMERCIALE ITALIAN
ENGELMAN SEQURITIES

FIRST ALBANY

DEN NORSKE BANK

LOEB PARTNERS

PERSHING

MEES PIERSON

VONTOBEL SEQURITIES

Other Brokers (207)

Total Commissions

COMMISSIONS

$ 17,518
17,331
17,059
16,620
15,941
15,592
14,977
14,860
14,792
14,566
14,029
13,998
13,605
13,549
13,398
13,118
12,916
12,818
12,736
12,486
12,445
12,114
11,949
11,840
11,766
11,481
11,472
11,448
11,438
11,176
10,897
10,790
10,644
10,441
10,348
10,210

711,778

$ 27,8%,414
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InvestmentSummary

(SERS). The Board has adbptedan Investment Policy (Policy) tha incorporates the provisions of the

State Employees’ Retirement Code, which governs the investrrent of SERS's assds. The Policy
provides investiment objectives and guidelines. An Investment Plan is reviewed and updaed annually for
strategc assé alocaion purpoes,aswell as for diversificaion needswithin each assé class.SERS's as®ts
hadanunaudtedfair valueof approximately$28,1167 million on Decentoer31, 1999.v/

The SERS Board of Trugtees (Board) administersthe assetsof the State Employees$ Retirement System

SERS AssetAllocation ($in millions)

Fair Value 1999
Target
AssetClass $ % Allocation

U.S. Stocks $10,731 38.3% 35.1%
International Stocks 6,4933 23.1% 20.0%
Fixed Income 51034 18.2% 24.0%
Cash 166.4 0.6% 0.0%
Tacical Asset Allocaion 1,3336 4. 7% 5.0%
Real Edate 2,3442 8.3% 10.0%
Venture Capital 750.3 2.7% 2.0%
Private Equity 1,152.4 4.1% 3.9%

Total $28,116.7 100.0% 100.0%

Number of Investment Advisors: SERS had 116 exterral investment advisory firms managng portfdios.
There are 42 advisors managing asses in the Public Markets domain and 90 in the private equty andred
estde as®t classes.

 16U.S Stockinvestment advisors e 22 RealEstateinvestment advisars

e 11 Intemational Stock investment advisars e 31 Venture Capital general partners managing
e 2 Currency overlay investment advisars limited partnerships

e 11Fixed Incomeinvesment advisors e 37 PrivateEquity gereral pariners managing

e 1 Cashinvestment advisar limited partnerships

. 1 TacticalAsset Allocationinvesment advisor

In addition the Board appoved the hiring of oneadvisorin domestic stocks, one private equity patnership
andfour ventue captal partnerships.

Number of Investment Portfolios SERS had 203 investment portfoliogaacouns. Forty-nine of these
accoums arepubic marketinvestnments, while 154 covered private markets.

e 20U.S Stockportfolios » 38 RealEstateportfolios
¢ 13 Intemational Stock portfolios » 52 Venture Captal limited partnership interests
. 2 Currency overlay investment advisars * 64 PrivateEquity limited partrership interess

12 Fixed Income portfolios
. 1 Cashportfolio
. 1 TacticalAsse Allocation portfolio

In addition, Board appointmentsincluded one domestic stock portfolio, nine ventue capital
partnerships,and two private equity funds. Forty—five investmentadvisors manag multiple
portfolioswithin and acrossasse classes for SERS.

1/ Refer to the footnote at the endof the Invesment Summay for atecmical exdanation of values.
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Summaryof U.S. Stocklnvestments

clasesSERSuses to diversify theinvegmentsof the Fund. SERS’sinvestiment plan diversifies stock
investmentsandbalancesstock managmentstyles. SERS contractswith externd investrentadvisors
to manage portfolios.

l | .S. and Interrationd Stocks comprise the Stock asset class. U.S. Stacks is one of eight major assé

Pdicy: Stock invegments are employed by the Fund primarily becaise ther expected large retun
premums versusinflation will, if redized, help preseve anderane thereal value of the Fundover long
periodsof time. The Stack assé classisto bemanaged on atotd return bags.

SERS's long-terminvesimentobjedive in the U.S. Stock assetclassis to achieve atotd return, net of fees,
tha exceed the total return of the Russell 3000 Index.

Stockinvestrentsshdl emphasiz, but notbelimited to, publicly traded secuitiesthatprovide SERSwith
an equty intered in private sedor concerns (e.g, common stock, prefared stock, conwertible preferred
stock conwettible bondsgtc.).

SERS’'s1999 Investment Plantargeted a long-term allocation of 31.0% of asses to U.S. Stocks. The 2000
Investrment Planincreasedthis allocaion by 4.5%, to 35.3% to U.S. Stocks. It targetedthe investrrent of a
market weight in large, medium, and small captdlization stocks, and also providedfor a market weight in
value and growth investment styles.The 1999plan targeted50% of U.S. Stocks to be indexed.

Fair Value asof December 31, 199: U.S. Stocks had a $10,773.1 mill ion fair value,38.3% of the total
fund’s $28,116.7million fair value onDecember 31, 1999.

Number of Investment Advisors: SERShad contracts with 16 externd invedment advisorsto manag
U.S. Stockportfolios.

Number of Investment Portfolios SERShad 20 U.S. Stock porffolios managd by the 16 investrrent
advsors

Type of Investment Portfolios: As of December 31, 1999,84 5% of the SERSU.S. Stock dlocaion was
in large/medium captalization stock strategies and 15.8% was in mediunysmell cagptalization stock
strateges. The portfolios within the U.S. Stock area can be classfied by investnentstyle: valueat 6.5%;
growth at 19.0%; andcore at 74.3%. SERShad19 actively managed portfdios (46.6%of U.S. Stocks) and
one indexed portfolio (53.4% of U.S. Stocls). The active managrs search out supeior investment
oppotunities, while the indexedportfolio provides broad core diversficaion and is desighedto provide
market perfamanceatalow cost.
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*Fair Value

of Portfolio

U.S.Stock asof 12/31/99

Investment Advisar I nvestment Style ($in millions)
1. Barclays Globallnvestors S& P 500Index $5,7%.1
2. AXA Rosenberglnvestment Management equtizedlong/short U.S. market neutral 106.1
AXA Rosenberglnvestment Management Russell 2500,industry and risk faciorsneutal 256.9
3. Alliarnce Capital Maragement large capgrowth stocks 499.4
4. Dietche & Field Advisers small caprelative value stocks 119.3
5. Emeral Advisers PA stocks 124.8
6. Fidelity Management Trust Conpany S& P 500, risk cortrolled 236.0
7. First Quadrant equitizedlong/short U.S. market neutral 112.2
8. Iridian Asset Management mid capprivate businessvalue 396.9
9. J.P. MorganInvestment Management S& P 500, risk cortrolled 264.9
10. Martingale Asset Maragement equitizedlong/short U.S. market neutral 102.7
11. Mellon Equity Asociates PA stocks 103.7
Mellon Equity Associates - Special Equity Russell 2500,industry and risk faciorsneutal 334.7
12. Montag & Caldwell large capgrowth stocks 408.3
13. Provdent Investment Coursel (PIC) large/med capaggressive growth stocks 843.8
PIC Stellar Fund small capgrowth stocks 244.8
14. Stardish Ayer & Wood equtizedlong/short U.S. market neutral 105.9
15. Trinity Investment Management large/med caplow p/e stocks, 34 industry neutral 613.2
Trinity Investment Management small cap low p/e stocks, 33 indugry neutral 91.2
16. Zevenbergen Capitd large/med capgrowth stocks 53.2
Total $10,7731

*Includesstocksand cash which the managerhad available for invegment
Numbers may not add dueto rounding.
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Summaryof International Stock
Investments

asse classe SERS usesto diversfy theinvestrrentsof the Fund. SERS's investment plan diversifies
stockinvestnentsand balances stock managment styles. SERS cortracts with exterral invegment
advisors to manage portfolios.

I ntemaional and U.S. Stocks comprisethe Stock aset class. Interndaiond Stocks is oneof eight major

Pdicy: Stock invegments are employed by the Fund primarily becaise thar expected large retun
premums versusinflation will, if redized, help preseve anderhane thereal value of the Fundoverlong
periodsof time. The Stack assé classisto bemanaged on atotd return bags.

SERS's longterminvestment obedive in the Intematonal Stock as€t classis to achiewve atotal retumn, net
of fees,tha exceed thetotal return of the SERS Intemationd Stock CustomIndex.

SERS’s1999 Investment Plan targeted a long-term alocaion of 20% of as®ts to Internaiond Stocks.
The 2000 Investment Plan allocatd an additional 1% alocation to Interrational Stacks, or 21% of the
Fund.It targeted18% in developedmarkets allocating 80%to large captalization stockstrategesand20%
to mediunmysmall capialization stock straegies. The remaining 3% was allocated to emergng market
stocls.

Fair Value asof December 31, 199: Internaiond Stocks had a $6,4%.2 mill ion fair value, 23% of the
total fund’'s $28,116.7 million fair value on Decenber 31, 1999. The fair value of forward exchange
contradsin the currencyoverlay programamountedto $34.1mill ion.

Number of Investment Advisors: SERShad contracts with 11 externd invedment advisorsto manag
Internatond Stock portfolios. In addtion, SERShad contracts with 2 externd advisors to manag a
currencyoverlayprogram

Number of Investment Portfolios: SERShad 13 stock portfdios managed by the 11 investnentadvisors
in the Interndiond Stock areaand2 portfolios for the currency overlay progam

Type of Investment Portfolios: As of Decenber 31, 1999, 78.1% of SERSInterndional Stock allocation
wasin large capitaization stock strategies and 21.9% wasin mediunmysmall capitalization stack strateges
SERS had11 actively managdinternaional portfolios and two indexed portfolios.
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International Stock
Investment Advisar

I nvestment Style

*Fair Value
of Portfolio
asof 12/3109
($in millions)

10.

11.

Barclays Globallnvestors
Europefunds

Australiaand New Zealam funds

Credit Suisse Asset Management

GAM Interretional Managemert

Marathon Asset Management

Mercuy Asset Management International
J.P. MorganInvestment Management
Morgan Stanley DeanWitter I nvestment Mgt
Morgan Stanley DeanWitter Investment Mgt
Pictet International Managemert

Scottidh Widows Investment Maragement

Seligman Herderson Co.

Templeton Invesiment Coursel

Pareto Partners

Record Treasury

Europe- index

Australiaand New Zealam - index
EAFE & emergng markets - growth
Pacfic Basn ex Japan

Europe- value seciors
medium/small cap- growth

Japan berchmarkrisk control
Asiaex Japan

EAFE - value

75%small cap /25%emergng markets
Europe- growth and value

medium'small cap- UK growth, other
countries value

EAFE & emergng markets - value

Total Intemational Stocks

currercy overlay
currency overlay
Total Currency Overlay

Total International and
Currency Overlay

*Includesstocksand cash which the managerhad available for invegment
Numbers may not add dueto rounding.

$7778
47.6
825.7
214.7
396.0
727.2
427.7
158.4
738.2
561.5
410.7

289.2

884.3

$6,459.2

$ 262

7.9

$ 341

$6,498.3
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Summaryof Fixed Income
Investments

The SERS Investnent Plan diversfies Fixed Inconme investnents and balances Fixed Income

erd Income is oneof eight major asetclasestha SERS usedo diversify the investmentsof the Fund.
managementstyles. SERScontrads with external investmentadvisars to manage portfolios.

Pdicy: The Fixed Income asse classis enployed by the Fund becawse of its ability to generte curen
income from interest payments,increase the value of the Fund through the reinvestment of thoseintered
payments,serve as a Bendit Paynment Resene during periodsof finangal stress, sene asa hedg against
disinflation and/or deflation and help diversify the overdl Fund.The Fixed Income assetlass is managd on
atotal return basis.

In the Fixed Income asse class, SERS’s longterm investnent objedive is to achieve a tota return, net of
fees,that exceedsthetotal return of the SERSCusbm Fixed Incone Index.

SERS's 199 Invesiment Plan targeted an eventud allocaion of 24% of assds to the Fixed Income asst
class. Of this anount, 75% wastargeted to the core strateges and 25% to spedcalty strateges. The speadalty
strateg es includesubordinated debt, high yield/special credts andcommercia mortgage backed seaurities.

SERS’'s2000 Investment Plantargets an eventud alocaion of 185% of ases to the Fixed Income assé
class. The five andonehalf (5¥2%) targetedrediction fromthe 1999Planin fixedinconeis being realocated
to equties, which providesthe Fund with higherlongtermexpectdreturnsthanfixed income. As aresut of
the evolving natureof the fixed incone market, the wholedoan mortgage and private placenent portfolios
were moved from the spedalty cakegory to the core category becaisethe characteristics of those portfolios
can be considered more coredike. Within fixed incane the alocaion beweencore strateges and specidty
strategies now known as high yield strategies, is 80% and 20% respedively.

Fair Value as of December 31, 1999: Fixed Income had a $5,103.4million fair value, 18.2% of the total
Fund’s$28,1167 million fair value,on Decenber31,1999.

Number of Invegment Advisors. SERShad contrads with 11 externd investrent advisors to manage
portfolios within the Fixed Income assetlassas of Decenber31,1999

Number of Investment Portfolios: SERShadatota of 12 portfolios within the Fixed Incorne assetlass.

Type of Investment Portfolios: The Fixed Income asseftclass is dividedinto core andhigh yield segnents.
Core pottfolios invest in relaively liquid, higher quality; fixed income secuities tha meet return
disinflation/d€flation, bendit payment resene and diversification needsof the Fund. High yield portfolios
focuson delt ingrumentsoffering higher return premiums and different risk charateristics thantradtiona
fixed income securities.

Core: SERShad seven actively managd core bord portfolios with a market value of $3,4®.8
million andonepassively managed corebond portfolio with afair valueof $6733 million. The combindion
of core portfoliosrepresenied81.24 of theas®t class. The core portfolio segmentof the as®t classincludes
exposue to both interretional and globd fixed income.

High Yield: SERShadone corporate high yield portfolio with a fair value of $825.1million, one
high yield commercial mortgage-baclked secuities portfolio with a fair value of $132.6 million, and one
subordnated delt portfolio with a fair value of $2.2 million tha invests in profitade Pennsyvania
companies. In addtion, thereis aspedal credts portfolio with a valueof $0.3 million thatis winding down.

39 Commonweadth of Pennsylvania State Employees’Retirement Sysiem



*Fair

Value
of Portf olio
asof
Fixed Income 12/3199
Invegment Advisor Invegment Style ($ millions)

Core
1. FischerFrands Trees& Waitts, Int’l aciveinterrationd $570.4
2. JohnHanockMutualLife Insurance privateplacenents 185.8

Company
3. Legg MasonRealEstate Advisors whole-doanmortgages 110.7
4. MellonBond Assaiates domestic —index 673.3
5. Miller, Anderson & Sherrerd acive domesticfixedincome 944.0

Miller, Andeasan & Sherrerd acive globalfixedincome 900.2
6. J.P. MorganInvestmentManagement acive domesticfixedincane 729.4
7. Smth Graham& Co. acive donesticfixedincane 29.3

Specidty
8. BerwindFinancial Group PA Capital Fund 2.2
9. Fiddity ManagmentTrug Company conmercialmortgage bacledsecurities 132.6
10. W.R. Huff Assé¢ Managment high yield bords 825.1
11. TrustCompanyof theWed spedal credits 0.3

Specal Credts Fundlll

Total $5,103.4

*Includes secuities and cashthat the manager had available for investmet
Numbers may not add dueto rounding.
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Summaryof Cashlnvestments

shis one of eight major assetclasses SERSusesfor investmentsof the Fund.The SERS Investnent
Plancallsfor minimizing cashbdanceswhile meetingcashflow requrements.

Pdicy: Cashlnvestmentsareenployedby the Fundto provide for SERSs liquidity needsand to accunmulate
fundsfor future permanert investment. The Cash assé class is to be managed on atotal return bags, with the
exceftion that tenporaryinvestments may alterndively be evaluatedon a yield—to—maturity basisgiven their
extremely shortmatuiities.

In the Cashassetclass,SERS’slong term investment objectivesareto acheve a total return, net of fees tha
excedls the totd return on 90 day U.S. Treasuy Bills. SERS’s199 Investnent Plan targetedan eventual
allocation of 0% of asses to the Cash assé class.

Fair Value as of Decenber 31, 199: Cas not allocatal to managersfor investmenthada $166.4million
fair value, 0.6% of thetotal Fund's$28,15.7 million fair value onDecenber31,1999.

Number of Invegment Advisors. In accadarce with SERSs 199 Investnent Plan, SERS utilizes the
PennsivaniaState Treasiry Departnentto manag its cashaccaunts.

Number of Investment Portfolios SERScashportfolio is managd by the Pennsyvania State Treasuy
Depatment.

Type of Investment Portfolios SERS Cashasse class currertly enploys a money market short—term
investmentstrategy; the State Treasuy managesthe portfolio. The portfolio also contansthe uninvestedcash
balarceshdd by othe SERS investnentadvisorsin other assé classes.

In theaggrecate, State Treasury managed $672.2milli on on behalf of SERS andSERS’s externd invedment
advisorsasof December 31, 1999.
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Summaryof Tactical AssetAllocation
Investments

Tacical Assd Allocation (“TAA”) is one of eight major asset classes SERS uses to diversify the
investmentsof the Fund. It is SERSprectice to cortract with external investment advisors to manage
portfolios.

Currerly, the TAA asset class contains one investirent strategy -- the Enhaned US 70/3 Tactical Asst
Allocation Fund (“Enharced 70/30 TAA”). The Enhanced70/3 TAA strategy shifts assets among stocls,
bondsard cash. SERScortrads with an exterral invegmentadvisor, Bardays Global Investors(“Barclays”),
to manage the portfolio.

Pdicy: SERS's 2000 Investment Plan targets an allocaton of 5.0% of asststo the TAA asst class. This
objective is unchangedfrom the 1999PIan.

Fair Value as of December 31, 1999: SERSinvestment in the Barclays Enhanced70/30 TAA Fund hada
$1,333.6million fair value, 4.7%of SERStotal fund’s $28,116.7million fair value onDecember 31,1999.

Number of Investment Advisors: SERShad a contract with one externd invegment advisor to manage a
TAA portfolio as of Decenber31,1999.

Number of Investment Portfolios: SERShadone TAA portfolio managed by theoneinvestment advsar.

Type of Investment Portfolio: The Barclays Enharced 70/30 TAA Fund is designed to offer an efficiert,
low cog meansof providing downsideprotedion of assés through the adive allocéion between stocks,
bonds and cash, while at the sane time seekng abow—narket retuns relaive to a fixed bendimark
conprisedof 70% stocks and 30%bonds

The Barclays TAA Fundutilizesthreeof Barclay's collecive funds(Equty Index Fund,Long-Term Fixed
Income Fund,andthe Shat-Term Assd Allocaion CashFund). Proprietary tecinology is usedto estaldish
the optimal as®t mix anongthesefunds, and adjus the mix of thesefunds. The mix will vary aseconoric
and captal market conditions chang. Under equilibrium condiions, the Enhanced 70/30 TAA Fund will
hawe 70% of asseés invested in the Equity Index Fund, 30% of as®ts invested in the Long-Term Fixed
Income Fund,and0% in the CashFund.As of Decentoer31, 1999,the actud asset mix of the Fundwas 70%
stock 30% bonds and 0% cash.
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Summaryof Real Estatelnvestments

SERS's investment plan diversifies Real Estate investnents and balances red estate managment
tyles. In accordane with the plan, SERS cortracts with extend investment advsorsto manage
portfolios.

E:uity Red Estte is oneof eight major asse classes SERS uses tadiversify theinvestmentof the Fund

Pdicy: Equity Real Estate investmentsare genemly long-tem, illiquid invesimentstha due to their high
correlation with inflation provide aninflation hedge and, dueto thdr low correation with stocks andbonds,
provide diversificaion within the total portfolio. It is expeded that the long-tem totd return (income and
appreiation) for real estatewill fall betweenthoseof stocks andbonds The Equty RealEdate asé classis
to be managed on atotal return basis.

In the Equity Real Estte assefclass, SERS’slongtem investment objedive is to achiee a total return that
exceelsthetotal return of the NCREIF Index.SERS’s2000Investment Plantargeteda long-term allocation
of 8% of as®tsto the Equity RealEstae as®t class. Thisrepresets a 2% redudion fromthe 1999Plan.

Investments are made through commingled fund investments, limited partnerships, REITs and separate
accoun portfolios where SERS ownsthe propertiesdirectly or with other co-investors SERSS Equity Real
Estate partfolio guidelines provide for diversification by:

e Transacion structure;

*  Propaty type;

* Geogaphiclocation; and
* Dewelopnentphase

Fair Value as of September 30, 1999 Real Estatt had an estimated $2,344.2 million fair value,
approxmately 8.3% of the total funds Decenber 31, 1999fair value.This fair value represers September
30, 1999acual numbersadustedfor cashflows that occurredin thefourth quarter 1999.

Number of Investment Advisars: SERShad contracts with 22 externd invegment advisorsto manag red
estde portfolios as of December 31,1999.

Number of Investment Portfolios SERS hadinvestnentsin 38 real estate portfolios managd by the 22
investment advisors.

Type of Investment Portfolios: As of Septermber 30, 1999,the compostion of the rea estate portfolio was:
36% pooled funds, 64% separate accourts;, 31% office, 7% indudrial, 14% retail, 12% residenial, 14%
hotd/motel, 7% timber, 15% othe; 182% Penrsylvania,25.8% Eag excl. PA, 20% West, 22% South,11%
Midwest, 3% Internatond; and 25% of the fair value of the separate accownts was investedin nineeen
investmentslocaedin Pennsylvania.
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Fair Value

SERS of Portfolio
Real Estate Initial Property Transaction asof 9/3009
Investment Advisor Funding Type Structure ($in millions)
1. Allegis (now UBS-Brinson):
CERESA | 06/30/83 Office,industial equity ownershp $ 02
PMSA 09/30/83 Diversified equity mortgages 52.5
RESA 06/3//84 Diversiied equty ownershp 51.9
Multifamily Trust 08/02/99 Residential equity ownership 12.2
2. Apollo—AREFIII 06/26/08 Opportunistic equty anddebt 51.6
3. AEW CIIF-II 08/08/88 Industial, other equity ownershp 9.0
4. Berwind — BPG FundIV 04/20/98 Opportunistic equty anddebt 20.6
BPG FundV 11/29/99 Opportunistic equty anddebt 0.0
5. Blacksione- BREP I 022607 Opportunistic equty anddebt 51.6
BREP 11l 102299 Opportunistic equiy anddebt 0.0
6. CRA Securities 01/31/96 REITs public securities 274.4
7. ForestlnvestmentAssoc. 10/3002 Timber equty ownershp 146.1
8. Hanoock AparmentFund 09/30/86 Resdental equity ownershp 0.1
9. Heitman Capital Mgmt:
Separat acount 12/28/87 Diversified equity ownershp 402.6
CaliforniaLandVenure 12/07/89 Land equty ownershp 15
JMB GroupTrustlll 1213184 Offi ce,retail equty ownershp 11.9
10. LaSale Partners: 100103 Diversified equity ownershp 156.9
11. LeggMasonReal Estate Adv. 100103 PA diversified equity ownershp 176.9
EasternRetail Holdings 010709 Retil equty anddebt 32.6
12. Lowe Enterprises 100103 Diversified equity ownershp 317.4
13. LubertAdler Fundli 10/3008 Diversified equity anddebt 13.5
14. Miller Globa Fund IlI 01/19/99 Diversified equity and delt 1.8
15. Oxford Development 01/0907 Industial equity ownershp 44.6
16. Prudenial Senior Houshg 12/22/98 Senor housing equity anddebt 7.1
17. SSRReaty Advisors:
MIAF 09/05/89 Resdental equity ownershp 16.8
MIAF I 120792 Resdental equity ownershp 144
18. Sentinel Corp. 07/31/84 Diversified equity ownershp 54.4
19. Starwood:
SOFI IV 032407 Opportunistic equty anddebt 53.8
SOFI V 05/14/09 Opportunistic equty anddebt 18.8
20. OaktreeCapitalManagement:
TCW FundVI 042004 Opportunistic equty anddebt 39.5
OCM Opporiunity Fund 05/09/06 Opportunistic equty anddebt 51.7
OCM Opporunity Fundll 121508 Opportunistic equty anddebt 17.4
21. Wesbrook Parners:
WREF II 06/16097 Opportunistic equity anddebt 66.0
WREF Il 9/0198 Opportunistic equity anddebt 25.5
22.Goldman Sachs:
Whitehal V & VI 042004 Opportunistic equty anddebt 47.4
Whitehal V-S & VI-S 121105 Opportunistic equty anddebt 9.7
Whitehal VII & VIII 05/28/06 Opportunistic equty anddebt 30.5
Sepember30,199 Total 2,2829
4th Quarter 1999Net CashHow Adjusiment 61.3
Decenber 31, 1999 Total $2.3442

* Numbers may not add due to rounding.
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Summaryof Alternative Investments

investrentsof the Fund Ventue Captal and Private Equity. In theseareas, SERS primarily invest

in limited patneshps. The parherships are estallished by individual managment groupsthat have
beensdected by SERSfor the purpose of invesing in and managng private equty and nonmarketable
subordnaed debt postions on behdf of SERSard other limited partne's. Subassetlass definitionsare as
follows:

A Iternative Investnents comprisestwo of the eight major asset classesSERS usesto diversfy the

Venture Capital is the financingof young rapidly growing companiestha lack acces to puldic equity
or debi—arienedingtitutional funding. Venure Capta strategesare typically classiied asfollows:

SeedStag— This form of venturecapital funds companies tha are still in the conceptial phase,
i.e.,a produd and market are idertified; howe\er, the company itself hasyetto be formed. The
seednvestmentis usedto finan@ developmentof theconcep or busness plan.

Ealy Stage- This investnent phaseenphasizs companiestha hawe been formed; howe\er,
revenueshave not yet been redized. The produd has beendewloped and may have been
shippedto a friendly use for tesing. Management postions hawe been filled and the teamis in
place.

Late Stage— At this stage, venturecapitali stsfund companieswith provenrevenuesthat are in the
process of expanding. Typically, these conpanies,if substntially profitable, are neaing a
strategc sale to another company or an initial public offering. In othe cases,a “bridge”
financing may be usedto supply neeckd capital for operations or expangon.

Private Equity conssts of altermative forms of private investnent differertiated from conventiona
venturecaptal investng aspreviously desribed. Primarily, these partnerships investin the equity ard
subordnaed delt of estadishedconpanies Private Equity, howe\er, can aso include other forms of
non{raditonal invesing such as investmentsin oil and gas interegs and in hedg funds. Distinct
strateges currenty usedby SERS areasfollows:

Leveraged buyout (“LBQO”) finandng enabks conpanies to be acquired through the use of
borrowed funds or a conmbination of debt and equty capitl. Typicaly, the assés of target
conpaniesserve ascollateal for loars originatedin the tramsadion. The loansare subseqently
repad from the acqured companys cashflows. SERSinvestsas an equity parnerin LBO
parneships. As such, SERS paricipatesin potertial profits resdting whenLBO exits occu,
typicdly reging higherrewardsthanconpanydebtholders.

Distressed debt investing involvestheidertification of oppotunitiesin thededeveragng of debt—
ladencompanks. Investnentsare usudly madein succesful conpanies,which, overtime, hawe
accunulated heaw debtloads. Distresseddebt invedors assist companiesin reducing debt and
even awiding bankuptcy by providing patient capital. The new capital caries terms which
usualy indudeanequity stake in the restructuredfirm.

Secondey patnershpsacauire intereds in estaldishedprivate equity funds. Secondaryinvesting
can often times be lucrative in two ways. 1) the parneships are purchasal at significart
discaints to net assé value and 2) the purchasefrequenty occus as the acquired partnerships
begn toredize profits, therebyredueng risk in theas®t class.
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Pdicy: SERS's long term investment objective for Alternaive Investnentsis to aclieve a total
retun, net of fees, tha exceed market retuns for similar types of altemative investnents, or
benchnark return data furnishel by SERS’S Altemative Investnents Consutant. SERS’S 2000
Investrment Planprgeds an annudizedtota return of 14%. In addition, the Plan targets aneventia
allocation of 11.0% to Alterretive Investments which is conprised of an alocaion of 2.0% to
Venture Captal and 9.0% to Private Equity.

Fair Value as of September 30, 1999: The assé classtota fair value stoal at $18 hillion, represening
approxmately6.6% of theFund. Subassetlassmarket values andfundpercertageswereasfollows:

Total Commitments  Fair Value Percent Allocaion

(millions) (millions) to Total Fund
Venture Captal $1,160 $76¢ 2.7%
Private Equity 2,203 1,102 3.9%
Total Alterretive Investments $3,363 $1,862 6.6%

Number of Limited Partnerships: As of Segenber 30, 1999, SERShad made commitments (and had
begun funding) 106 Alternative Invesimentslimited partnerships; 48 conmitmentswere madeto Venture
Capital partnersips and 58 to Private Equity partnerships. (This includessewen partnersips - six Venure
Capital and one Private Equity - that are now “inactive,” i.e, in the liquidation phase) In addiion, Board
appoinmentsduring the fourth quater of 1999includedsix Ventue Capita parneship and three Private
Equity partnerships.

ZThe Verture Capitalfair value includesthe stock distribution account, which wasvalued at$145 million
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Alternative InvestmentProgram

Venture Capital

parhemships. Nineteen of these patnerships are committed to invest in Pennsyvania—baed

conpaniesas a pat of thar ventureinvestment focus. The® partneshps usetheir beg efforts to
make venturecapital investmentsin companeseither headqgarteredin Penrsylvaniaor in companies that
provide employmentfor Pennsytvaniacitizens.

The SERS Venture Captal program includes commitments to 48 venture captal limited

From the total venture portfolio, ventue captal investrents are made in 55 companieslocated in
Pennsivaniaand 23 nonPennsivania companiesthat enploy Pennsivaniaresiderts. Accading to a
studyconduted by Coopes & LybrandL.L.P. for calendaryear1999,Pemsylvaniaranked sixth in the
natonin the numberof verturetransa&tionsfinanced and fourteenthin terms of dollars appliedto ventue
financing (i.e., $565.7milli on wasinvesteq.

Anothea major portfolio objedive of the Venture Capital programis to diversify conpany investnents
acressindusties. Thoudh many venturecgpital partnershps are formed to invest in high techndogy
conpanies,venture partnerships offer varying indudry focus exposue. As of Septerber 30, 1999
SERSVenture Cagtal programwasinvestal across industy categtriesas follows:

27.8% Communications 3.3%Hardware 1.0%Environmentl
24.2% Healthcare/Botech 3.0%Manufactuing  0.5% Chemical/Materiab
17.5% Software 2.4%Industrial 0.4% Construction/Related Services
13.1% Consumer/Retal/Services  1.4% Other 0.4% Transportation
3.6% Financial Services 1.4% Electronics 0.0% Fundof Funds

The Venure Capital partnershps aso focus on specific phases in company life cycles. SERS's
investments are thereby groupedto reflect this varying finandng stage exposure and are lakeled as
follows. seedstage, ealy stage andlater stage finanang.

Findly, fund of fundsinvestmentsrepreentinvestmentswith managrswho, in tumn, investin seleced
venturefunds of diverdfied industry andstage focus. Venture Captal funds of fundsinvestmentsoffer
SERSdiversified exposue to Verture Capta limited partrerships of varied industy foci and stages
They also provide SERS with valuable ertréeinto many topperforning Ventue Capital partnershps to
which accesswould othemwise be difficult. As of Septenber 30, 1999, there weretwo Venture Capta
fund of fundsinvestmentsapproved by the Board.
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Private Equity

diversifiedby size of investnentandgeographicfocus.Non-hostileacquisitionsare puraied. Mog
trarsadions are privately negtiated rathe than auctoned, ard are conpleted with preent
managementin place.

The Private Equity progam has commitmentsto 61 buyout-oriented partnerships, which are well-

SERS’sedlevennon-U.S privateequity investmentsare conposedof nine fundsinvestingin companies
basedn theU.K. and Europe, andtwo fundsinvesting in Asiancompanies. The U.K./Europe funds plan
to take advantage of dynamic changesoccurring within Europe,including theformation of the European
Econonic Unionandcurrency harnmonization. The Asianpatnershp investnents,both of whichwere
approedin 1999 ,focuson expandedoppatunitiesin the regon creaed by atiractive valuatiors,
favoralde denmographics, and changng atitudes regarding investorsacquring significantowneiship
interests

The interndiond fund-of-fundscatgory is composedof partrerships spedalizing in late stage venture
andbuy-outinvesting. The partnerships are locaedthroughoutthe world, with a geographic emphass on
dewelopedcountries. These fundsoffer SERSimmediateanddiversiiedexpcure to limited partnerships
internationdly and provide guidancefor SERSin forming its own coreinvegment portfolio of nonU.S.
privateequity patnershps

SERS hasownership interest in five partrerships specidizing in distressal debt instruments. Many of
thee partneshps, naiond in geogaphic coverage, deal in debt obligations of finandally troulded
conpanies;the distressed debt is ultimately converted into equity in orde to producean equity-like
retun. Alterndively, some distresseddeht investrment anticipate gains from the appreiation of the debt
instrumentitself anddo not rely on converting the debtinto anequity postion.

SERS also has an intered in four partnerships that invest in secondary purchases These partnerships
hawe a natioral focusandspecalize in secordary purchasesof interests in estaldishedbuyout andventue
captal patnerships. Thebenefits of secmday purchaesare two-fold: 1) the partnerships are normally
acqured from motivated sellers at substania discownts to net as®t value; and 2) secomlaries often
provide early distribution of profits comparedto initial investrmentsmadein newfunds.
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SERSVenture Capital Committed, Drawn and Distribu ted
As of Septenber 30,1999

Capitdl Drawnis the portion of SERS capital commitments tha wasdrawnby the Genera Partner to
be placed with underlying portfolio conpanies. The Distribution column showsthe value of origind
capta andprofitsreturnedto SERS.

The Capital Committed column represets totd ddlars allocaedfrom SERS to ead limited partnership.

Financing SERS Capital Capital
Stage Initial Committed Drawn  Distribution
Limited Partnership Focus Funding ($millions)  ($millions)  ($millions)

1. Adams Capital Maregement|| Early Stage * $25.0 $0.0 $0.0
2. Advent VII Diverdfied 7/3003 25.0 25.0 67.0
3. Advent VIII Diversified 2/1/97 30.0 19.8 15
4. APA/Fostin Diversified 9/30/87 20.0 20.0 59.3
5. P/A Fund | (APA/Fostin Il) Diversfied 6/2/93 30.0 30.0 15.0
6. P/A Fund Il Diversified 4/1/97 1000 69.5 25
7. APEX Investment Fund IV Early/Later 9/1709 25.0 25 0.0
8. AtlasFund IV Early/Later 3/2309 26.0 5.3 0.0
9. Bactow Il Diversified 11/P/94 25.0 25.0 21
10. CEO Venuresl| Diverdfied 7/14/89 7.5 7.5 2.3
11. DraperFischer Jurvetson VI Early Stage 8/13/99 8.0 0.2 0.0
12. DraperTriangle Capital Corp. Early Stage * 20.0 0.0 0.0
13. Edison Ventureslll Diverdfied 3/1/94 25.0 25.0 25.9
14. Fairview Capital Minority 9/2894 10.0 7.5 2.9
15. Fairview Cagital 1 Minority 3/1/98 10.0 2.0 0.0
16. Fostin Capital Diversfied 11/25/85 10.0 10.0 10.5
17. Fostin Capital Il Diversfied 105/89 8.0 7.5 2.6
18. Frazier Heathcarelll Later Stage 2/4/99 30.0 3.9 0.0
19. GrotechPAlll Diversified 6/29/00 3.0 3.0 15
20. GrotechlV Diversified 111/93 25.0 25.0 18.4
21. GrotechV Diverdfied 9/18/98 25.0 7.6 0.0
22. HapernDennyll Early Stage 4/2898 25.0 14.6 0.0
23. HarbouVed PartnersVI Fund-of-funds 5/7/99 100.0 11.0 0.0
24. HealthcareVentureslll Diversified 7/9/92 15.0 15.0 16.2
25. HealthcareVenturesV Diversified 10A7P7 25.0 18.8 0.0
26. JPMorganPookdVenture Capital Fund-of-funds 7/8/99 100.0 17.0 0.0
27. Keystone IV Middle/L ater 7/2193 15.0 14.8 9.7
28. Keystone V Middle/L ater 122997 25.0 20.3 0.0
29. New Enterprise Asoc. VI Early/Later 3/2/94 25.0 25.0 20.4
30. New Enterprise Asoc. VI Early/Later 4/1/97 30.0 30.0 13.4
31. NEPA Ventures SeedEarly 8/29/85 2.0 2.0 6.1
32. NEPA Venturesl| SeedEarly 712492 8.0 7.5 23.0
33. NEPA Ventureslll (MidAtlantic) SeedEarly 4/1/97 20.0 12.0 0.0
34. Point Verturesl| Diverdfied 10/2/90 1.0 1.0 0.7
35. Polaris Vertures Early Stage 6/4/96 15.0 134 7.4
36. PolarisVerturesl| Early Stage 9/8/98 25.0 12.8 3.7
37. Sprout Capita VII Diversified 2/2495 18.0 18.0 0.1
38. Summit Ventures IV Later Stage 6/2705 25.0 22.5 33.1
39. Summit VenturesV Later Stage 3/9/98 37.5 16.9 0.9
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40.
41.
42.
43.
44,

* Not funded asof September 30,1999.

oA WN PR

Limited Partnership
Tecmology Leaderdll
Techmology LeaderdV
Whitney Equity Parnerslil
Wesgon Presdio Il

Wesgon Presdio Il
Total**

Inactive Funds

Limited Partnership

CEOVertures S

. Keystone |l
. PNC Venures

Pittsburgh Seed

. TDH I
. Zero Stage I

Total**

Financing
Stage
Focus

Diversified

Diversfied

Early Stacge

Diversified

Diversified

Financing
Stage
Focus

Diversified
Middle/L ater
Diversfied
Seed
Diversfied
Seed

SERS Capital Capital
Initial Committed Drawn Distribution
Funding ($millions)  ($millions)  ($millions)
1/3/97 15.0 10.5 6.5
5/13/99 35.0 35 0.0
3/12/98 20.0 17.1 0.0
1127/05 20.0 13.5 1.4
3/31/09 35.0 35 0.0
$1,124.0 $6170 $3541
SERS Capital Capital
Initial Committed Drawn Distribution
Funding ($millions)  ($millions)  ($millions)
7/1/87 8.0 1.0 1.2
111/85 10.0 10.0 22.4
11/25/85 5.0 5.0 11.9
1/13/87 2.0 2.0 1.0
11/25/85 9.0 9.0 16.0
4/30/87 20 2.0 0.3
$36.0 $29.0 $52.8

** Numbers may not add dueto rounding. Figures do notinclude stock distribution account.
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SERSPrivate Equity Invesiments Committed, Drawn and Distribu ted
At Septanber 30,1999

Capitl Drawnis the portion of SERS capital commitments that wasdrawnby the Genera Partne to
be placedwith undetying portfolio companies.The Distribution column showsthe value of origind
capta andprofitsreturnedto SERS.

The Capital Committed column represets totd ddlars allocatedfrom SERS to ead limited partnership.

SERS Capital Capital
Initial Committed Drawn Distribut ion
Limited Partnership Focus Funding ($millions)  ($millio ns) ($millio ns)

1. APAX Capital Risquelll Frarce 11/2900 $5.0 $5.1 $4.6

2. APAX German Ventures Germany 1/3001 5.2 5.2 9.5

3. APAX German Venturesl| Germany 7/1507 6.0 7.7 3.9

4. APAX UK. VenturesVI U.K. 120/97 9.0 5.1 1.7

5. APAX EuropelV PanrEurope 3/31P9 35.0 5.4 0.0

6. ABRY BroadcasPartnerslll TelecomBuyouts 4/1/97 25.0 16.0 2.3

7. ABS Capital Partnersll| National Buyouts 1/26/09 35.0 7.2 0.0

8. Apollo IV National Buyouts 8/3/98 75.0 40.7 0.0

9. AsiaPacfic Growth Fund IIl  Global Situations 9/28/99 15.0 4.5 0.0
10. BIIlI (DDJ Capital Mgt.) Distres&d Debt 8/1/97 35.0 34.4 0.1
11. Blackstore Capita 1l GlobalBuyouts 8/2694 40.0 41.3 30.3
12. Blackstone Capital 1l GlobalBuyouts 113/97 75.0 23.7 0.0
13. BrenwoodBuyout Fund National Buyouts 11/1/88 125 125 22.0
14. CerberwsInst| Parners Distres®d Debt 3/5/99 35.0 14.0 0.0
15. Charterhouse Equity Il National Buyouts 3/30P4 40.0 41.7 73.0
16. Charterhouse Equity Il National Buyouts 11A907 50.0 21.2 0.0
17. Clayton, Dubilier & RiceV Global Buyout 5/3/95 50.0 435 0.0
18. Clayton, Dubilier & Rice VI Global Buyouts 1/4/99 50.0 0.9 0.0
19. Code,Hemessy & Simmons Midwest Buyouts 9/28/89 10.0 9.7 29.2
20. Code,Hemessy & Simmons  Midwest Buyouts 711294 20.0 19.7 25.3
21. Code,Hemessy & Simmons Midwest Buyouts 8/1/97 40.0 28.7 0.1
22. Code,Hem & Simmons|V ~ Midwest Buyouts 9/16/09 100.0 5.9 0.0
23. DLJMerchant BarkingFund  GlobalBuyouts 5/2297 75.0 52.3 5.3
24. Frontenac VI Midwest 8/1/97 40.0 26.0 8.3
25. GreatHill Equity Parners National Buyouts 4/12/99 30.0 4.8 0.0
26. Gryphon Partnersll National Buyouts * 35.0 0.0 0.0
27. GTCRV National Buyouts 4/2507 11.4 10.7 1.9
28. GTCRVI National Buyouts 6/25/98 50.0 27.6 0.0
29. HancockInt'| Equity Intl Fund ofFunds 4/1/97 25.0 15.9 4.5
30. HarbouVed Int'l 1l Intl Fund ofFunds 6/22/98 40.0 4.0 0.0
31. Hellman & Friedman I Global Situations 1/7/92 25.0 23.2 38.9
32. Hellman & Friedman Il Global Situations 6/14/95 50.0 34.8 41.8
33. Helman & Friedman IV Global Situations * 75.0 0.0 0.0
34. Invemed Catalyst Fund Mid-Mkt Buyouts * 25.0 0.0 0.0
35. Kelso V National Buyouts 1/26/04 44.5 49.0 61.4
36. Kelso VI National Buyouts 7/7/98 75.0 10.0 24
37. Landmark Equity Parners 1V Secordaries 2/2895 14.9 12.4 11.6
38. Landmark Equity ParhersV Secordaries 12706 24.0 19.3 10.5
39. Lexington Capital Partnersi| Secandaries 4/1/98 40.0 8.9 2.7
40. Lexington Cap’l Parnersllil Secordaries 1/26/09 35.0 6.2 1.3

(Coninued)
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SERSPrivate Equity Invesiments Committed, Drawn and Distribu ted

(Continued)
SERS Capital Capital
Initial Committed Drawn Distribut ion

Limited Partnership Focus Funding ($millions)  ($miillio ns) ($millio ns)
41. Media CommunicaionslIl Telecom Buyouts 6/2/97 25.0 20.0 6.6
42. Media Communicafons IV TelecomBuyouts 2/5/99 25.0 1.9 0.0
43. Madison Dearbornl National Buyouts 2/23P3 15.0 14.5 13.6
44. Madison Dearbornl| National Buyouts 1/3/97 40.0 35.4 5.7
45. Madison Dearbornlll National Buyouts 4/6/99 75.0 10.6 0.0
46. Murphy & Fauver National Buyouts 1011/88 5.2 5.2 5.5
47. Newbridge Asiall Global Situations 9/3/99 15.0 34 0.0
48. Oak Hill Capital Partners National Buyouts 51799 50.0 11.0 0.0
49. OCM OpporunitiesFurd Distres®d Debt 1/12/06 24.0 24.0 7.2
50. OCM OpporunitiesFund Il Distres®d Debt 2/5/98 40.0 40.0 0.0
51. OCM Principal Distres&d Debt 11/12/96 25.0 25.0 0.0
52. Palmon EuropeanEquity PanrEuropean 7/23P9 30.0 0.6 0.0
53. RRZ Private Equity Fund PA Buyouts 11/7/96 20.0 16.3 0.0
54. SchroderVertures UK Il UK 8/29/89 10.0 8.9 19.6
55. SchroderVertures UK IV UK 4/2/96 28.8 10.6 1.9
56. SchroderEuropeanvVentures  PanEuropean 71197 77.2 15.4 13.0
57. ThomasH. Lee Equity Fund  National Buyouts 4/24/98 70.0 28.2 1.6
58. TPG Partners|| National 5/2/97 75.0 55.8 0.0
59. TCW Specal Credits V National 82504 35.0 35.0 47.0
60. VestarCaptal Partners National 5/7/97 25.0 18.3 4.9

Total** $2,12.7 $1,079.3 $5192
* Not funded as of September 30,1999
**N umbers may notadd dueto rounding.

Inactive Funds
Financing SERS Capital Capital
Stage Init ial Committed Drawn Distribut ion

Limited Partnership Focus Funding ($millions) ($millions)  ($millio ns)
1. RRZPA Fund#1 PA Buyouts 3/88 $10.1 $10.0 $19.6

Total $10.1 $10.0 $19.6

1/ Public Fundfair valuesare as of DecembeB1,199. Fair valuesfor RealEstate and Alternativelnvesment
(Venure Capital and Private Equity) are based on Sepénber 30,1999 valuationsadjusted for any cash flows during the
fourth quarter of 1999.PA investments for public marketinvegmens are valuedas of Decenber31,1999.PA
invesmentsin RealEgate are valuedas of Sepember 30, 1999. Private Equity invesments for PA conpaniesare
valuedsemi-anrually and reportedas of Septembe0, 1990.
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Actuary’s Certification

HayGroup, Inc.

Actuarial and Benefits Consultants
4301 North Fairfax Drive

Suite 500

Arlington, VA 22203

(703) 841-3100

Fax: (703) 908-3005

May 3, 2000

Mr. John Brosius

Executive Director

State Employees' Retirement System
30 North Third Street

Harrisburg, PA 17108-1147

Dear Mr. Brosius:

The purpose of this letter is to certify the actuarial adequacy of the contributions being made by the State of
Pennsylvania and other participating agencies to the Pennsylvania State Employees’ Retirement System
(SERS), and to discuss the approach currently being taken toward meeting the financing objectives of the plan.

The funding objective of the plan is set forth in the SERS code. The annual employer contribution is equal to
the sum of the following:

(1) The employer share of the normal cost.

(2) The amortization of the unfunded liabilities as of December 31, 1990 over a twenty-year period
ending on June 30, 2011.

(2) The amortization of changes in liability after 1990 over twenty-year periods typically beginning
with the July first following the effective date of the change. Changes include actuarial gains and
losses and plan amendments.

The amortization payments increase five percent a year. The employer cost is determined as a percent of
payroll, and the employer contributes that percent of the payroll of all covered members during each fiscal year.
The employer cost is the total of (1) the employer normal cost percent and (2) the amortization payment on the
outstanding liabilities. The employer contribution rate is based on the results of the actuarial valuation which is
performed annually. The most recent valuation was performed as of December 31, 1998.

All costs and liabilities have been determined in conformance with generally accepted actuarial principles and
procedures in accordance with the principles of practice prescribed by the Actuarial Standards Board. The
calculations were performed on the basis of actuarial assumptions and methods which are internally consistent
and reasonable (taking into account past experience under the SERS and reasonable expectations) and which in
combination represent the best estimate of anticipated experience under the plan.
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The actuarial valuation is based on financial and participant data which is prepared by SERS staff. The data
are reviewed for internal and year-to-year consistency as well as general reasonableness prior to its use in the
actuarial valuation. The data are also summarized and tabulated for the purpose of analyzing trends.

The actuarial valuation uses assumptions regarding future rates of investment return and rates of retirement,
withdrawal, death, and disability among SERS members and their beneficiaries. The current set of
assumptions used in the December 31, 1998 actuarial valuation were adopted by the Board and were based
on actual experience of SERS during the years 1991 through 1995. The rate of inflation is not a direct
assumption because the SERS plan does not include automatic cost-of-living adjustments. The implicit
inflation assumption is 3.0 percent a year.

The actuarial value of assets is developed by recognizing the difference between the expected actuarial value of
assets and the market value of assets over a five-year period. The expected actuarial value is last year's actuarial
value brought forward to reflect actual contributions, benefit payments and expenses, and assumed investment
income. Each year 20 percent of the difference between this expected value and the market value is recognized
in determining the current actuarial value of assets with the remaining 80 percent to be recognized over the next
four years.

Government Accounting Standards Board (GASB) Statement No. 25, Financial Reporting for Defined
BenefitPensionPlans andNoteDisclosuredor DefinedContributions Plangstablishes the range of funding
methods for the Unfunded Actuarial Accrued Liability. The minimum funding can be over a 40 year period
with payments increasing by the assumed increase in payroll. The SERS contributions increase at 5 percent
which is greater than the 3.3 percent salary growth assumption. However, the use of a 20 year amortization
period results in payments that are greater than the minimum required under GASB #25.

The Schedule of Funding Progress and Schedule of Employer Contributions included in the Financial
Section are provided as part of the accounting disclosure statements in accordance with GASB #25.

Based upon the valuation results, it is our opinion that the Pennsylvania State Employees’ Retirement System
continues in sound condition in accordance with generally accepted actuarial principles and procedures.

Respectfully submitted,
Hay Group

=N

By

Edwin C. Hustead, F.S.A.

Member American Academy of Actuaries
Enrolled Actuary No. 99-1499

HayGroup
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Summary ofActuarial
Assumptions andMethods

The investment rate of return is 8.5% per year based on an underlying rate of inflation of 3.0% per year.
The Plan uses a five—year smoothed market approach to value plan assets for actuarial purposes

Actuarial methods are specified by statute. Actuarial assumptions are suggested by the plan’s actuary
and approved by the SERS Board of Trustees

For current retirees, beneficiaries and survivors the plan uses the 1971 Group Annuity Mortality Table
set back no years for males and six years for females. For current active Employees, the plan uses the
1983 Group Annuity Mortality Table for both males and females.

The rates for probability of retirement and the probabilities of withdrawal from active service, including
death, before age and service retirements are presented in the Schedule of Active Member Valuation
Data.

The projected average salary increase is 6.8% with a range of 5.16% to 8.98%. This increase includes an
underlying assumption of 3.0% for inflation. The annual rate of salary increase for promotions and
longevity for members is presented in the Schedule of Active Member Valuation Data.

The plan uses a variation of the entry age actuarial cost method to determine the liabilities and costs
related to the System’s benefits. The method is based on the benefits and contributions for new
Employees rather than for all current Employees from their date of entry. This variation should produce
approximately the same results as the typical method over the long run. The Plan uses an amortization
period of 20 years for both unfunded liabilities and subsequent changes in the liability, including those
arising from plan amendments and actuarial gains and losses.

The Plan does not use an assumption for cost of living adjustments in the determination of actuarial
valuations.

The Plan periodically prepares a study using actual experience in order to develop assumptions to be
used in its actuarial valuations. The latest study was completed March 20, 1996, for the period January
1, 1991, through December 31, 1995.

Effective for the actuarial valuation for the year ended December 31, 1995, the Board approved changing
the investment rate of return from 9.25% to 8.5% and changing the projected salary increases from 6.7%
to a range of 5.16% to 8.98%. In addition, the Board approved the change from the 1971 Group Annuity
Mortality Table (GAM 71) to the 1983 Group Annuity Mortality Table for current and future Employees.
GAM 71 continues to apply to current retirees. In 1998, the Legislature enacted a cost of living
adjustment. This adjustment had the effect of increasing the actuarial accrued liabilities by
approximately $478 million.

The valuation was based on members of the Plan as of December 31, 1998. All census data was supplied
by the Plan and was subject to reasonable consistency checks. Asset data was also supplied by the Plan.

The actuarial computations were prepared by, or made under the supervision, of a Member of the
American Academy of Actuaries (M.A.A.A)).
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Schedule of
Active Member Valuation Data

Withdraw al From Active Employment Before Ageand Service Retirement
Annual Rate of Active Members Separating Wit hin the Next Y ear
As of Decenber 31,1998

Table A*
Male Female
Sample Wit hdrawal Death Disability Withdrawal Deah Disability
Age Years of Service Yearsof Service
0 1 5 >9 0 1 5 >9
20 12.04% 8.40% 3.50% 0.48% - - 9.51% 5.07% 5.88% 0.98%

25 1204 840 378 048 0.05% 0.03% 1057 9.10 588 0.98 0.04% 0.05%
30 905 748 375 048 0.06 0.07 10.57 10.12 575 0.98 0.04 0.13
35 870 523 315 048 007 0.14 890 731 449 0.8 0.05 0.20
40 7.67 449 263 037 010 0.21 752 490 341 061 0.08 0.29
45 725 557 205 034 017 0.38 6.40 441 306 051 0.09 0.46
50 707 358 152 032 026 0.53 775 435 273 0.60 0.17 0.69
55 599 301 133 030 044 0.70 6.45 565 256 0.56 0.28 0.87

60 - - - - 068 0.80 - - - - 0.32 1.02
Annual Rate of Retirement Annual Rate of Salary Increase
Table B* Table C
Sanple Full Benefits Age Increase
Age Male Female 20 5.5%
50-58 13.0% 3.0% 25 55
59 13.0 13.0 30 5.3
60 17.0 26.0 35 4.6
61 19.0 21.0 40 4.0
62 51.0 43.0 45 3.5
63 26.0 28.0 50 2.8
64 26.0 28.0 55 2.1
65 51.0 50.0 60 1.8
66 34.0 35.0
67 26.0 33.0
68-79 24.0 24.0
80 100.0 100.0
ReducedBenefits i _ i
Male Female * The assumptions pre$nted in Table A.and Table B on thispage
were basdon a reviewof SERS's expeiencefrom 1991through
30 1.0% 1.0% 1995.The ratesare the probabilitiesthat an eventwill occurin the
35 1.0 1.0 yearafter the valuation. For instance,the male retirement rate of
40 1.0 1.0 17.0%at age60 meansthat 1700of evely 1,000male Employees
45 1.0 1.0 age 60 and eligible for full benefts are expectedto retire before
50 1.1 1.0 theyreachage61.
55 1.6 1.0
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Active Members by Age and Years of Service

Y earsof Service

Average
AgeGroup 0-4 5-9 10-14 15-19 20-24 25-29 30Plus Total Salary
Male

<20 11 - - - - - - 11 $ 20,078
20-24 596 4 - - - - - 600 22,872
25-29 2,860 989 10 - - - - 3,859 30,652
30-34 2,521 3,253 712 18 - - - 6,504 36,332
35-39 1,839 2,419 2,389 974 49 - - 7,670 37,947
40 - 44 1,707 1,910 2,169 2,165 1,161 88 - 9,200 39,666
45 - 49 1,539 1,844 1,881 1,875 2,553 1,972 60 11,724 42,605
50 - 54 1,321 1,513 1,488 1,255 1,871 3,379 1,100 11,927 46,103
55-59 770 902 918 738 800 1,534 1,571 7,233 47,790
60 - 64 369 537 528 424 353 476 751 3,438 48,854
> 65 189 259 195 141 152 147 296 1,379 52,222
13,722 13,630 10,290 7,590 6,939 7,596 3,778 63545 $ 41,853

AverageAge: 45.42

Average Service: 13.42

Yearsof Service
Average
AgeGroup 0-4 5-9 10-14 15-19 20-24 25-29 30Plus Total Salary
Female

<20 38 - - - - - - 38 $ 20,268
20-24 670 43 - - - - - 713 21,893
25-29 1,585 800 60 - - - - 2,445 26,170
30-34 1,331 1,437 824 62 - - - 3,654 29,221
35-39 1,377 1,470 1,354 1,179 118 - - 5,498 32,183
40 - 44 1,338 1,627 1,385 1,588 1,549 275 - 7,762 34,764
45 - 49 1,135 1,459 1,416 1,358 1,737 2,270 155 9,530 37,022
50 - 54 802 1,162 1,201 1,075 1,173 1,509 763 7,685 37,562
55-59 429 671 795 841 870 807 528 4,941 37,528
60 - 64 160 337 422 404 390 323 271 2,307 37,810
> 65 76 124 147 125 90 94 119 775 36,292
8,941 9,130 7,604 6,632 5,927 5,278 1,836 45348 $ 34,757

AverageAge: 45.28

Average Service: 13.56
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Active Member Valuation Data

Number Annual
Valuation Number Active Annual Average % Increase
Date Employers  Members Payroll Pay in Average Pay
31-Dec-98 107 108,893 $4,446,000,000 $ 38,898 5.3%
31-Dec-97 107 108,684 4,219,000,000 36,926 3.0
31-Dec-96 108 110,922 4,164,000,000 35,839 4.6
31-Dec-95 109 112,637 4,022,000,000 34,268 4.0
31-Dec-94 110 114,120 3,990,000,000 32,960 4.1
31-Dec-93 115 111,962 3,732,000,000 31,674 3.4
Schedule ofRetirants and
Beneficiaries Addedto and
RemovedFrom Rolls
Years Ended Decenber 31,1999through 1995
Number on Rolls Percentage Percentage
End of Changein Annual Change in
Year Additions Deletions Year Annuit ants Annuities Annuities
1999 5,610 3,401 88,043 2.57% $ 959,067,216 7.40%
1998 4,084 3,707 85,834 0.44 898,593,605 11.38
1997 5,622 3,251 85,457 2.85 801,778,597 7.01
1996 4,893 3,011 83,086 2.32 749,274,115 6.50
1995 3,783 3,482 81,204 0.37 703,568,068 5.03
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Solvency Test

Aggregate Accrued Liabilities For

) &) 3
Portion of Accrued
Active Total Liabilit ies
Active Members  Actuarial Actuarial Coveredby Reported
Valua- Member Retirants& (Employer Accrued Valuation Assds
tion Contri- Bene- Financed Liability of (@D} ()] (3 Funded
Date butions ficiaries Portion) (AAL) Assds Ratio

(Amountsin Thousands)
31-Dec-98 $2,904,232 $ 7,200,000 $ 8,253,667 $18,357,899 $20,670,711 100.0% 100.0% 100.0% 112.6%
31-Dec-97 2,748,177 6,951,411 7,588,825 17,288,413 18,565,136 100.0 100.0 100.0 107.4%
31-Dec-96 2,646,630 6,027,333 7,262,653 15,936,616 16,841,069 100.0 100.0 100.0 105.7
31-Dec-95 2,499,485 5,649,454 6,918,266 15,067,205 15,510,309 100.0 100.0 100.0 102.9
31-Dec-94 2,352,731 5,039,221 6,350,104 13,742,056 13,991,485 100.0 100.0 100.0 101.8
31-Dec-93 2,170,593 4,806,907 5,236,236 12,213,736 13,060,613 100.0 100.0 100.0 106.9

31-Dec-92 1,994,567 4,621,318 4,872,529 11,488,414 11,769,388 100.0 100.0 100.0 102.4
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Analysisof Financial Experience

Gains & Lossedn Accrued Liabilities
Resulting from DifferencesBetweenAssumedExperienceand Actual Experience

Type of Activity

1998 1997 1996

Gain(Loss) from Investment Earnings

Demographic Assumptions
Pay Increases

Contribution Income

Other

Gain(Loss) During Year From
Financial Experience

Non Recurring Items:
Inclusion of Step Rate
Bonuses in Retirment Pay

Supplemental Annuities

Composite Gain(Loss)

$1,099,095 $ 814468 $ 396,986

(14,752) 23,754 190,630
(193,945) 83,253 (196,568)
- - 23,676
133,685 (22,670) 41,010
1,024,083 898,805 455,734
- (58,597) -
- (478,000) -

$1,024,083 $ 362,208 $ 455734
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Trend Data*

Employer
Contribut ion
Rate
Member
Contribut ion
Rate

Employer
Contribut ions
Member
Contribut ions

Average
Annual
Compensdion

Fair Value
of Assds

Actuarial Value
of Assds

Accrued
Actuarial
Liability
Funded Ratio

Total Benefits
and Refunds

Average
Persion

Annuitantsand
Beneficiaries

Active
Employees

1999 1998 1997 1996 1995 1994 1993
N/A 5.00% 6.70% 7.28% 7.69% 10.27% 8.92%
5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
$ 270,718 310,501 324,093 373,902 384,506 342,927 304,122
$ 224,928 221,618 212,556 209,581 201,719 193,204 190,360
N/A $ 38,898 36,926 35,839 34,268 32,960 31,674
$28,093,181 24,123,358 21,311,771 18,492,216 16,342,809 13,330,276 13,700,887
N/A 20,670,711 18,565,136 16,841,069 15,510,309 13,991,485 13,060,613
N/A 18,357,899 17,288,413 15,936,617 15,067,205 13,742,056 12,213,736
N/A 112.6% 107.4% 105.7% 102.9% 101.8% 106.9%
$1,229,348 1,062,155 1,021,721 928,344 879,712 796,371 768,797
$12,520 12,027 10,555 10,150 9,801 9,456 8,731
88,043 85,834 85,457 83,086 81,204 80,835 80,690
108,035 108,893 108,684 110,922 112,637 114,120 111,962

* All dollar amounts are in thousands, except Average Pension and Average Annual Compensaion.
N/A —Value not available pending release of the 1999Actuarial Valuation Report.
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Summary ofPlan Provisions

T

Benefit and Contrib ution Provisions as of Decenber 31,1999

he State Employees’ Retirement System makes provision for retirement, disability, and death
benefits for all State Employees and certain other eligible groups. The major provisions may be

summarized as follows:

Class A

Class C

Class D=3

Class E-1

Class E-2

Eligible Employees
All regular State Employees as well as Employees of certain
Commissions and Authorities and all Employees of state—owned
educational institutions and the State University (unless such Employees
have joined the Public School Employees’ Retirement System or TIAA-
CREF). All Employees who become members (or who rejoin the
Retirement System) on and after March 1, 1974, except Judges and
District Justices.

Liquor Law enforcement officers and other officers and certain
Employees of the State Police who have been members and Employees
continuously since prior to March 1, 1974.

Members of the General Assembly who have been members and
Employees continuously since prior to March 1, 1974.

Judges.

District Justices.

Age and Sevice Requir ements for Supea annuation (full formula benefits)

Class A

Classes C

Class D=3

Class E-1

Class E-2

Age 60, with three years of service, except for members of the General
Assembly, enforcement officers, correction officers, psychiatric security
aides, and officers of the Delaware River Port Authority; for whom the
requirement is age 50 with three years of service. Members of Class A
with 35 or more years of credited service are entitled to full formula
benefits regardless of age. State Police Officers can retire on full benefits
after age 50 or with 20 years of service. Capitol Police and Park Rangers
can retire on full benefits at age 50 with 20 years of Capitol Police or Park
Ranger service.

Age 50, with three years of service.
Age 50, with three years of service.

Age 60, with three years of service; or 35 or more years of credited
service, regardless of age.

Age 60, with three years of service; or 35 or more years of credited
service, regardless of age.
(Continued)
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Formula for Supe annuation Annuity

high three—year average salary of the member multiplied by the years and fractions of credited

T he standard single—life annuity applicable to members of Class A and Class C is equal to 2% of the
service.

The applicable single—life annuity for Class C State Police and Class A State Police is a minimum of 50% of
highest annual salary if the member has over 20 but less than 25 years of service. With more than 25 years of
service the benefit is a minimum of 75% of highest annual salary.

The annuity paid to a member shall not exceed the member’s highest salary during any period of 12
consecutive months of creditable service.

The annuity for other classes of members is obtained by multiplying the standard single—life annuity by a
class multiplier as follows:

Class Multiplier
D-3 3.75
E-1 2.0 for each of the first 10 years of judicial service
dropping to 1.5 for each subsequent year of judicial
service.
E-2 1.5 for each year of judicial service.

NOTE: There are conditions under which long—service members or members retiring at
advanced ages may receive somewhat larger benefits than those described above.
Further, benefit limitations exist for most members of Class D-3.
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Scheduleof Additions
to Plan Net Assets

Years Ended December 31,1999through 1994
(Dollar Amountsin Thousands)

Employer Contributions

% of Annual Net
Year Member Covered Investment
Ending Contributions Dollars Payroll Income Total
1999 $ 224928 $ 270,718 6.0% 4722671 $ 5,218,317
1998 221,68 310,501 7.0% 3,359,84 3,891,%3
1997 212,%6 324,038 7.7% 3,320169 3,856818
1996 209,81 373,9@ 9.4% 2,509330 3,092813
1995 201,719 384,5® 10.0% 3,322362 3,908587
1994 193,04 342,97 9.2% (94,809 441326
Additions to Plan Met Assets
1900 85218
1998
19407
1996
1945
1994 441
$(1,000) & $1,000 $2,000 $3,000 $4,000 $5,000 $6,000
(Amounts in Millions)
Membear Contributions U Emgplover Confributions B investment Income
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Scheduleof Deductions

from Plan Net Assets

Years Ended December 31,1999through 1994

(Amountsin Thousands)

Refund of
Year Benefits Contribut ions Administrative Total
1999 $1,218,133 $11,215 $19,146 $1,248,494
1998 1,050,870 11,285 18,221 1,080,376
1997 1,008,648 13,08 15,542 1,037,53
1996 918,218 10,15 15,062 943,06
1995 869,905 9,807 14,431 894,143
1994 788,330 8,041 15,566 811,87
Deductions from Plan Net Assets
I I I I
1599 $1.248
1550 %1.080
1997 $1.037
1996 |
1985 [I SR04
1994 $812
! ! |
¥ $200 =00 3600 £800 $1.000 $1,200 1,400

Hanefits

[Amaoums in Millions)
Coontribution Refunds

B Administrative
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Scheduleof Benefit Expensesby Type

Years Ended December 31,1999through 1995
(Amountsin Thousands)

Retirement Tranders
Year Normal Early Deah Disability Survivor Beneficiary & Other Total
1999 $690840 $366515 $58,6/5 $50,86 $36,80 $7,28 $7,4% $1,218,133
1998 623980 276428 57,465 45,01 34,681 7,527 5,08 1,050,870
1997 576,53 294,87 50,28 40,898 32,08 6,871 7,129 1,008648
1996 550,57 236,388 53,7® 37,7% 30,45 6,892 2,886 918,218
1995 525,63 222,55 43,364 35,5% 27,820 6,239 8,519 869,95
Benefits by Type
1990 ﬁ $1,218
1998 I 5101
1997 Bl st.000
1956 i $018
1905 | SBT0
]
8- S200 S0 $600 S800 1,000 51,200 1,400
$200 $400 $600 $800 $1,000 $1200 $1,4®
Mormal Earty Diesth Disability 0 Survhar B Beneficiary B Transiers & Cbher
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Scheduleof Retired Members

by Type ofBenefit

As of Deeember 31,1999

<1%

Twe? Types
19%

Amount of Total Total
Monthly Monthly Number of Type of Retirement
Benefit Bendits Retirees 1 2 4 5 6 7
$ 1to 500 $ 9,194,81 35,899 14,558 1,376 14,539 620 4,715 91
501 t01,000 17,643,65 24,533 15,235 3,084 4,512 262 1,391 49
1,000to 1,500 14,685,00 12,015 7,174 840 3,494 84 396 27
1,500to 2,000 11,030,B1 6,397 3,796 192 2,258 18 122 11
2,000to 2,500 7,356,842 3,313 2,014 36 1,179 13 68 3
2,500t0 3,000 5,949,96 2,167 1,293 10 834 6 24 -
Over 3,000 14,061,43 3,719 2,506 7 1,158 16 31 1
Totals $79,922,88 88,043 46,576 5,545 27,974 1,019 6,747 182
of Retiremeant
B 1 - Superannuation
m 2 - Disabled
4 - Early
5 - Baneficiary
6 - Survivor
7 - Alternate Payee
Retired Members by Type
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Scheduleof Retired Members
by Option

As of Deeember 31,1999

Amount of Total Total
Monthly Monthly Number of Option Sdeded
Benefit Bendits Retirees FRA 1 2 3 4 Other
$ 1to 500 $ 9,194,81 35,899 10,383 13,521 7,729 3,237 373 656
501 t01,000 17,643,65 24,533 8,038 8,685 4,044 2,598 875 293
1,000to 1,500 14,685,00 12,015 3,379 4,128 2,053 1,630 713 112
1,500to 2,000 11,030,B1 6,397 1,733 1,990 951 1,050 643 30
2,000to 2,500 7,356,842 3,313 866 892 511 551 476 17
2,500to 3,000 5,949,96 2,167 600 620 350 339 247 11
Over 3,000 14,061,43 3,719 1,406 940 379 563 411 20
Totals $79,922,88 88,043 26,405 30,776 16,017 9,968 3,738 1,139

Options

FRA - Full Retir ement Allowance

Opt. 1 - Annuity for Lifewith beneficiary receiving remainder of Present Value when member dies.

Opt. 2 - Annuity for Lifewith beneficiary receiving sane annuity when member dies.

Opt. 3 - Annuity for Lifewith beneficiary receiving one half the members annuity amount when member dies.
Opt. 4 - Member designs a different plan approved by SERS not covered under the above option.
Other - DeathBerefit and Domestic Relation Order

Retired Members by Option

f:‘f;:' = \-Dpt. 4

4%
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Scheduleof AverageAnnual

Benefit Payment Amounts

Superannugion

Early Retirement

As of Dee@mber 31,1999

Disability

Beneficiary and
Survivor

Age Male Female Male Female Male Female Male Female
Under25 - - - - - - $ 1,474 $19,116
2529 - - - - - - 10,840 26,532
30-34 - - $ 109 $ 963 $ 7,103 $ 7,625 8,058 6,434
35-39 - - 1,630 1,535 9,710 8,946 3,730 6,176
4044 - - 2,136 2,024 9,353 9,130 2,731 9,036
4549 - - 4,192 2,954 10,268 9,768 3,141 6,068
5054 $30,368 $18,073 14,432 7,014 11,235 10,652 6,126 7,303
5559 31,236 19,492 16,953 10,032 10,681 9,392 4,538 8,721
60-64 23,002 14,530 15,530 10,269 9,527 8,806 5,383 8,060
6569 17,741 11,432 12,689 8,514 8,661 7,173 5,452 7,850
70-74 14,951 9,774 11,544 7,286 8,118 6,347 6,934 6,516
75-79 12,464 7,908 9,836 6,205 6,663 5,463 5,690 5,349
80-84 9,285 6,651 8,665 7,015 6,455 5,182 6,249 4,496
8589 9,109 6,767 8,498 7,875 5,450 4,765 3,830 4,368
90over 8,158 6,863 5,710 6,449 4,157 3,506 3,882 4,362
Averag $15,215 $ 9,137 $13,122 $ 6944 $ 9,584 $ 8,465 $ 5546 $ 5,720
Beneficiary and
Superannugion Early Retirement Disability Survivor
Total Average $12,520 $10,199 $9,013 $5,706
Penson
Tota Average Age 74.3 58.7 59.4 75.5
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Schedule ofParticipating Employers

As of Deember 31,1999

Administrative OfficePA Courts Depatment of Trangortation
BloomsburgUniversity Community Activities Depatmentof Military and VeteransAffairs
Boardof ProbaionandParole EastStroudsbuig Universty StudentAssodation
Bucks County Community College Edinbao University Senices,Inc.

Bucks County Healh Depatment Edinbao University Student Government
Bucks County Intermediate Unit EnvironmentalHearing Board

Cdlifornia Universty Student Assaiation Erie County Heath Depatment

Capitol Preservation Committee Executve Offices

Cente for Rural Pennsytvania Fishand Boa Commission

Cental Susquenanra IntemediateUnit Game Commission

Cheste Courty Heath Department Gowernor's Office

Civil Service Commission Harrisburg Area Comnunity College
Clarion University Student Assocation HistoricalandMussumCommission
Community College of Allegheny County HouseAppropriations Committee(D)
Community College of Philadelphia HouseAppropriations Committee(R
Delaware Courty Community College Houseof Represeriatives

Delawae River Joint Toll Bridge IndependenRegulatory Review Conmission
Delawae River Port Autharity IndianaUniversity Student Co-op
Delaware Valley Regond Planrning Commission InsuranceDepatment

Depatmentof Aging Joint Legidatve Consevation Committee
Depatment of Agriculture Joint StateGovernnmentCommission
Depatment of Banking Kutztown University Stucent Services
Depatmentof Community & Econonic Development Lancager-Lebanonintermediae Unit
Depatmentof Conservation & Natural Resouces Legslative Budget & Finance Committee
Depatmentof Corrections Legislaive Data Procesing Cente
Depatmentof Education Legslative ReferenceBureau
Depatmentof EnvironmentalProtedion Lehigh Carban Community College
Department of General Services Lieutenant Governor's Office

Depatment of Hedth Liquor Contol Board

Depatment of Laborandindusty LocalGovernment Commission
Depatmentof Pulic Welfare Lock HavenUniversity Student Co-op
Depatment of Revenue Luzerne Courty Community College
Depatment of State Luzernelntermediae Unit

Department of the Audtor Generd Mangield Universty Community Services

(Coninued)
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Schedule of Participating Employers (continued)
As of Dee@mber 31,1999

Milk Marketing Board Public Schal EmployeesRetirement System
Millersville Student Services Public Utility Commission

Montgomery CountyCommunity College ReadingAreaCommunity College
Northanpton Community College Riverview InternmediateUnit

Officeof Attorney Genera SecuitiesCommission

Officeof Liquidatons Senat of Pennsyvania
PennsivaniaCollege of Technology Shippensbug Studem Assaiation
PennsivaniaConwvention Centa Authority Slippery Rock Studemn Government
PennsivaniaHealth Care CostContainmentCoundl  Stat EmployeesRetirenentSystem
PennsivaniaHousingFinance Agency State Ethics Conmmission
PennsivaniaEmergencyManagmentAgency Stae Public Schod Building Authority
PennsivaniaHigherEducation AssstantAgency State Systemof Higher Educaton
Pennsivanialnfragructure Investrment Authoiity Stae Tax Equdizaton Boad
PennsivaniaMunicipal Retirement System SusquehnnaRiver Basn Conmission
PennsivaniaPort Authority Treasiry Depatment

PennsivaniaPublic Television Network Conmmission  Turnpike Conmission

PennsivaniaState Pdice U.S.Propety & Fisal Officefor Pemsylvania
Pennsylvania State University Wed Cheger University StudentServices
PortAuthority Trangt Corporéion WesgmorelandCounty Community College
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Deferred CompensationProgram

Implementation
ct 198781 assiged to the SERS Board of Trusieesthe regponsbility to egaldish and monitor an
Internal Revenue Code Section 457 Deferred Compensabn Program for Commonwealthofficers
and employeesthrough which members may voluntarily build retirement savngs by defering a
portion of salary to sekcted investment options. Through the Requestfor Propaosal process, SERS
selected The CopelandCompaniesasThird Party Administrator of the Deferred CompensatiorProgram

Growth of the Program
ver the past four years the Progranis assés hawe almosttripled in value from approximately $306
million to over $913million. As of Decenber 31,1999, there were over 37,500active and inacive
paricipartsin the Program Almost 35%of all Commonweath enployeesparticipatein the Program
The amountof annu# patticipart deferralsnealy doubledfrom $53million in 1995, to $97 million in 1999

Deferred Compensation Program Asse Growth 1995-1999

($in millions)
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1999 Highlights
verallegidative andadninistrative changeswere madeto the Commonwealthof Pennsivania
efered Compensaion Programin theyear1999. Of noteare the following:

e Asrequredbyfedera law,457(D planasseés are heldin trug for the exclusive benefit of plan
pariciparts andbendiciaries,effective Janwary 1, 199.

e TheProgramallows for anin-senice distribution, not to exceed $5,00 for inadive accaints.

* Investmenttrarsfer restrictionswere nolonger limited to onetranscion per quater. Tranders may
be madedaily betweenfunds.

- Programwebsiteenhacementsallow for trarsfer transadions to be conpletedonline.
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