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To the People of the City of Philadelphia: 
 
 

The Board of Pensions and Retirement hereby submits the Annual 

Report of the Retirement System for City of Philadelphia 

employees for the fiscal year ending June 30, 2005.  The report 

consists of three sections:  An introductory section which contains 

a brief summary of the Board’s activities and identifies the 

administrators and professional consultants of the Retirement 

System, an actuarial section which details the methods of costing 

and funding current and future benefits to members and 

beneficiaries of the Retirement System, and a financial section 

which contains the System’s financial statements, membership 

and pension data, and investment statistics. 
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       Appointed April 4, 2005 
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January 2, 1990. 

 
John A. Reilly Local No. 22, Philadelphia Firefighters 

Union.  Serving as Employee Elected 
Representative since November 1976. 

 
William Rubin AFSCME District Council 33.  Serving 

as Employee Elected Representative 
since November 2004. 

 
Carol Stukes AFSCME District Council 47.  Serving 

as Employee Elected Representative 
since September 29, 1994. 

 
Ronald Stagliano Fraternal Order of Police.  Serving as 

Employee Elected Representative since 
November 2004. 
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CONSULTANTS 
 
 

ACTUARY 
 

William M. Mercer, Incorporated 
Washington, D. C. 

 
AUDITOR 

 
City Controller 

And 
Mitchell & Titus, LLP 

Philadelphia, Pennsylvania 
 
 

LEGAL COUNSEL 
 

City Solicitor 
And 

Blank Rome LLP 
 
 

GENERAL INVESTMENT CONSULTANT 
 

Fiduciary Investment Solutions, Inc. 
Philadelphia, Pennsylvania 

 
 

ALTERNATIVE INVESTMENT CONSULTANTS 
 

CRA RogersCasey 
Darien, Connecticut 

 
Franklin Park  

Bala Cynwid, Pennsylvania 
 

CUSTODIAN BANK 
 

State Street Bank 
Boston, Massachusetts 
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INVESTMENT MANAGERS 
 
U. S. Equities 
 
Ark Asset Management    Aronson + Johnson + Ortiz, LLC 
New York, New York    Philadelphia, Pennsylvania 
 
Boston Partners Asset Management  Chicago Equity Partners 
Boston, Massachusetts    Chicago, Illinois 
 
Cooke & Bieler     Emerald Advisors 
Philadelphia, Pennsylvania   Lancaster, Pennsylvania 
 
Lord, Abbett & Company    Navellier & Associates 
Jersey City, New Jersey    Reno, Nevada 
 
New York Life     J. & W. Seligman & Co.  
New York, New York    New York, New York 
 
Seneca Capital Management   Turner Investment Partners 
San Francisco, California    Berwyn, Pennsylvania 
 
Wellington Management    Wells Capital Management 
 Company, LLP     Minneapolis, Minnesota 
Boston, Massachusetts 
 
 
International Equities 
 
 
Fidelity Investments    Mondrian Investment Partners 
Boston, Massachusetts    London, England 
 
Northern Trust     Philadelphia International Advisors 
Chicago, Illinois     Philadelphia, Pennsylvania 
 
Global Fixed Income 
 
Deutsche Asset Management   Fidelity Investments 
  Investment Services Limited   Boston, Massachusetts    
Philadelphia, Pennsylvania 
 
Western Asset Management Co. 
Pasadena, California 
 
Tactical Asset Allocation    Cash Management
 
Mellon Capital Management Corp.  State Street Bank   
San Francisco, California    Boston, Massachusetts 
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Relative Return Bond 
 
AIG Global Investors Corp. 
Wilton, Connecticut 
  
Opportunity Fund 
 
Capital Prospects     PFM Advisors 
Stamford, Connecticut    Philadelphia, Pennsylvania 
 
Alternative Investments 
 
Ascend Ventures, L.P.    Asian Financial Bank 
New York, New York    Philadelphia, Pennsylvania 
 
Bachow Investment Partners, III, L.P.  Behrman Capital III L.P. 
Bala Cynwyd, Pennsylvania   New York, New York 
 
Blackstone Capital Partners, IV, L.P.  Columbia Capital Equity Partners 
New York, New York       II & III QP, L.P. 
       Alexandria, Virginia 
 
European Strategic Partners   Fairview Capital II & III, L.P. 
I & II, L.P. – Standard Life    Farmington, Connecticut 
  of Scotland 
Edinburgh, Scotland 
 
Falcon Mezzanine Partners, L.P.   Fenway Partners Capital Fund II, L.P. 
Needham, Maryland    New York, New York 
  
Green Equity Investors, IV, L.P.   GS Capital, L.P. 
Los Angeles, California    Wayne, Pennsylvania 
 
Keystone Venture IV & V, L.P.   Kohlberg Investors V, L.P. 
Philadelphia, Pennsylvania   Mt. Kisco, New York  
     
Thomas H. Lee Equity Fund IV   Lindsay, Goldberg & Bessemer, L.P. 
  & V, L.P.      New York, New York 
Boston, Massachusetts 
 
Littlejohn Fund IIII, L.P.    LLR Equity Partners, L.P., I & II 
Greenwich, Connecticut    Philadelphia, Pennsylvania 
 
Meridian Venture Partners, L.P.   Merion Investment Partners, L.P. 
  & MVP Distribution Partners, L.P.  King of Prussia, Pennsylvania 
Radnor, Pennsylvania 
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MGIC Mortgage Marketing Corp.   Morgan Stanley Venture  
Milwaukee, Wisconsin    Partners IV & 2002, L.P.   
        New York, New York 
 
Nogales Investors Fund I, L.P.   OCM Opportunities Fund III & IV, L.P. 
Los Angeles, California    Los Angeles, California 
     
PA Early Stage Partners, III, L.P.   Pharos Capital Partners II, L.P. 
Wayne, Pennsylvania    Houston, Texas 
 
Platinum Equity Capital Partners, L.P.  Quaker BioVentures, L.P. 
Beverly Hills, California    Philadelphia, Pennsylvania 
 
The Retail Initiative     SCP Private Equity Partners, I & II, L.P.  
New York, New York    Wayne, Pennsylvania 
        
Sterling Capital Partners II, L.P.   TCW/Crescent Mezzanine    
Northbrook, Illinois       Partners II & III, L.P. 
       Los Angeles, California 
 
Technology Leaders I, II & V L.P.   TGP Partners II & III, L.P. 
Wayne, Pennsylvania    Fort Worth, Texas 
 
United Bank of Philadelphia   Thomas Weisel Capital     
Philadelphia, Pennsylvania      Partners, LP 
       San Francisco, California 
 
Wicks Communications & Media                       State of Israel Jubilee ISS 
  Partners III, L.P.                                               Israel Bonds 
New York, New York  
 
 
Real Estate Investments 
 
AEW Capital Management    CIGNA Realty Corp. 
Boston, Massachusetts    Hartford, Connecticut 
 
Heitman Capital Management Corp. 
Chicago, Illinois  
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MISSION 
 
The Board of Pensions and Retirement was charged under the Philadelphia Home Rule 
Charter with the creation and maintenance of an actuarially sound Retirement System 
providing benefits for all City employees.  The Ordinance (Bill No. 907) implementing 
the present Retirement System was formally approved by City Council on December 3, 
1956, and the System became operational effective January 1, 1957.  The enactment 
of Bill No. 907 superseded the Act of Assembly approved May 20, 1915, P.L. 566, 
under which the Pension Fund had previously been governed. 
 
The Board, as defined in the Home Rule Charter, is composed of the Director of 
Finance, who serves as chairperson, the Managing Director, the City Solicitor, the 
Personnel Director, the City Controller and four members who are elected by the Civil 
Service employees of the City of Philadelphia.  The elected members serve a four-year 
term of office. 
 
The 9-member Board formally approves all benefit applications, but its major role is 
that of “trustee”, to ensure that the Retirement System remains actuarially and 
financially sound for the benefit of current and future benefit recipients.  The Board, 
with the assistance of its professional consultants, develops the policies and strategies 
which will enable the Board to successfully execute its fiduciary obligations. 
 
The Executive Director, aided by a staff of 72 personnel, administers the day-to-day 
activities of the Retirement System. 
 
 
MEMBERSHIP 
 
The Public Employees Retirement System provides benefits to police, fire and civilian 
workers of the City of Philadelphia through the administration of pension plans 
adopted from 1915 to the present.  In addition, the Board of Pensions administers (but 
does not fund) a pension plan for the employees of quasi-public agencies (the 
Philadelphia Parking Authority, the Hospitals and Higher Education Facilities 
Authority of Philadelphia, the Philadelphia Municipal Authority, the Philadelphia 
Housing Development Corporation, and the Philadelphia Regional Port Authority). 
 
In fiscal year 2005, the Public Employees Retirement System had 30,106 active 
members and 32,889 retired members, including 8,672 survivors and 4,538 people 
receiving disability benefits. 
 
 
During fiscal year 2005, the Board approved 1,633 pension applications submitted by 
retiring employees, surviving spouses, beneficiaries and disabled members.  The Board 
processed 1,249 refunds of pension contributions to former employees and 
beneficiaries of deceased members. 
 
 

6



 
FUNDING 
 
The Municipal Pension Plan Funding Standard and Recovery Act of December 1984 
(Act 205) mandated funding methods for all municipal pension plans in the 
Commonwealth of Pennsylvania.  Under the provisions of Act 205, the Municipal 
Retirement System is required to fund the actuarial liability accrued after July 1, 1985 
on a level dollar payment method.  In effect, the cost of current pension obligations 
must be satisfied annually. 
 
The unfunded actuarial liability which had accrued prior to July 1, 1985 is being 
amortized over a 40-year period with payments increasing at the rate of 6% per year.  
This debt portion will be satisfied on June 30, 2019. 
 
A class action suit, Dombrowski v. City of Philadelphia, was instituted against the City 
of Philadelphia asserting that the funding level was insufficient to maintain an 
actuarially sound system as required by the City Charter.  The Philadelphia Court of 
Common Pleas ordered that the judgment in the Dombrowski case was to be 
amortized in level dollar payments over 40 years, ending June 30, 2009. 
 
Act 205 requires that an actuarial valuation be performed annually and that an 
experience study, covering a 5-year period, be conducted every 4 years to insure that 
the pension costs derived by the actuary are accurate and based on valid historical 
experience. 
 
In January 1999, the City issued $1.29 billion of 30-year pension obligation bonds 
having an overall rate of 6.61% with a goal of reducing the City’s unfunded pension 
obligation liability.  
 
The normal cost to the Public Employees Retirement System for fiscal year 2005 was 
$74,345,334.  The total unfounded accrued liability for fiscal year 2005 was 
$301,443,860, including $2,024,000 for the Dombrowski annual payment. 
 
Under the City’s funding policy, the recommended contribution for the City for the 
current year amounted to $349,525,295.  The City’s actual contribution was 
$290,624,000.  The City’s contribution did meet the Minimum Municipal Obligation 
(MMO) as required by the Commonwealth of Pennsylvania’s Acts 205 and 189. 
 
 
INCOME 
 
The City of Philadelphia is the largest single contributor to the Public Employees 
Retirement System.  The City contributed $290,624,000 or 39.8% of the total 
additions to the Retirement System’s net assets in fiscal year 2005.  Employees 
contribute a percentage of their pay, and the percentage varies with plan membership.  
Employee contributions totalled $49,328,140 or 6.8% of additions. Contributions from 
the quasi-public agencies amounted to $8,615,221 or 1.2% of additions. 
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A major source of income is the earnings of the System’s investment portfolio.  Interest 
and dividends amounted to $74,571,116 or 10.2% of total additions, while securities 
lending revenue increased plan net assets by $8,499,493 or 1.2% of additions.  
Normal investing activity contributed $321,234,088 in capital gains or 44.0% of the 
additions.  Miscellaneous sources provided $358,422 or .01% towards the additions. 
Together the contributions and earnings added $753,230,480 to the plan net assets. 
 
Investment expenses of $15,012,132 and securities lending expenses of $7,564,803 
resulted in a decrease to the plan net assets of $22,576,935. After investment 
expenses, the plan net assets increased by $730,653,545 in fiscal year 2005. 
 
 
INVESTMENTS 
 
The 9-member Board of Pensions and Retirement plays an active role in the 
determination of investment policy and strategy.  All major decisions with regard to 
the portfolio are approved by the Board based upon the recommendations of its 
investment consultant and managers and the Board’s in-house investment staff.  
Fiduciary Investment Solutions, Inc., the Board’s Investment Consultant, oversees the 
management of the portfolio by investment management firms (a listing of these firms 
is presented on Pages 2-5).  
 
The investment policy developed by the Board provides the framework for the 
investment of funds.  However, the manner in which the Board invests its funds is 
constrained by legal statutes.  Investments of the Public Employees Retirement 
System must be made in compliance with Section 22-1001 of the Public Employees 
Retirement Code and the regulations for the investment of similar State funds as set 
forth in the Act of March 1, 1974 (P.L. 125, No. 31), as amended (71 Pa. C.S. Section 
5931). 
 
As part of its overall investment policy, the Board approved an asset allocation 
strategy which has as its goal the identification of the mix of broad asset classes that 
most efficiently balances the need for achieving a 9% rate of return with the desire to 
minimize the possibility of capital loss.  This strategy is periodically reviewed by the 
Board for possible fine-tuning to ensure that it remains dynamic and reflective of 
market conditions. 
 
The current portfolio structure is: 43.16% Domestic Equities; 16.19% International 
Equities; 20.61% Global Fixed Income; 4.96% Tactical Asset Allocation (TAA) Balanced 
Portfolio of Stocks and Bond (Target of 60/40); 3.48% Opportunity Fund; 3.00% 
Relative Return Bond; 5.87 % Alternative Investments; 0.00% Real Estate; and             
2.45% Cash. 
 
As of the fiscal year ending June 30, 2005, the total market value of Pension Fund 
investments was $4,022,634,018 (a 0.3% decrease over fiscal year 2004) vs. the value 
at cost of  $3,547,963,701 (a 5.8% decrease over fiscal year 2004).  Accounting 
principles require the recognition of the assets at fair value and the resultant 
unrealized gain or loss shown as an addition or deduction to plan net assets.  
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EXPENSES 
 
Pension benefit payments are the Board’s greatest current normal expense.  Of the 
total deductions of $602,072,216 from plan net assets in fiscal 2005, $590,653,605                     
or 98.1% were pension payments. Other expenses included $4,641,536                     
for the refund of members’ contributions and $6,777,075 for administrative expenses. 
  
   
AMENDMENTS TO CITY OF PHILADELHPIA PUBLIC EMPLOYEES RETIREMENT 
CODE 
 
Section 22-501 – Service-Connected Death and Health Care Benefits – Bill No. 
040755 (Enacted by City Council February 10, 2005) 
 
Section 22-501 was amended to provide that service-connected health care benefits 
continue to a dependent child beyond 18 years of age if the child is and remains 
dependent because of physical or mental infirmity.  This provision applies retroactively 
to applications approved by the Board on or after January 23, 1986(the effective date 
of the original legislation on service connected death and health care benefits). 
 
Section 22-400 – Disability Benefits – Bill No. 040326 (Enacted by City Council 
without the Mayor’s Approval February 17, 2005) 
 
Section 22-401 relating to Service-Connected Disability Benefits and Section 22-402 
relating to Ordinary Disability Benefits were amended to eliminate reductions in the 
pension benefits of retirees engaged in gainful employment.  Retirees (other than a 
uniformed fire employee or Sheriff’s Department employee) receiving a service-
connected or ordinary disability were subject to this earnings offset until the age of 
sixty-five.    Bill No. 040326 was enacted retroactive to July 12, 1993. 
 
 
REGULATIONS OF THE BOARD OF PENSIONS AND RETIREMENT 
 
Regulation No. 7 – Application of Court Ruling Abolishing Common-Law 
Marriages (Became Effective October 22, 2004) 
 
On September 17, 2003, the Commonwealth Court issued its decision in PNC Bank 
Corporation v. Workers’ Compensation Appeal Board (Stamos), 831 A.2d 1269 holding 
that the time has come to abolish the doctrine of common law marriage but that this 
decision should be given a purely prospective effect.  The Court will recognize as valid 
only those Pennsylvania marriages entered into pursuant to the Marriage Law 
procedures. 
 
At its regular meeting held on September 16, 2004, the Board of Pensions and 
Retirement adopted Regulation No. 7 to guide the members of the Retirement System, 
the public, the bar and the courts as to its interpretation of Commonwealth Court’s 
language with regard to the “purely prospective effect”. 
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PROFESSIONAL SERVICES 
 
Professional consultants are retained by the Board of Pensions and Retirement to 
provide expertise and support necessary for the administration of the Public 
Employees Retirement System.  A list of those firms rendering professional services to 
the Board is presented on Pages 2-5. 
 
 
AUDIT 
 
The City Controller’s Office, which is independent of the City of Philadelphia 
Administration, audits all operational transactions of the Board of Pensions and 
Retirement.  For the Fiscal year ending June 30, 2005, the Board elected to have the 
annual financial audit of the Municipal Pension Fund performed by the accounting 
firm of Mitchell & Titus, LLP.          
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CITY OF PHILADELPHIA 
 

PUBLIC EMPLOYEES RETIREMENT SYSTEM 
 

ANALYSIS OF MEMBERSHIP 
 
 

ACTIVE MEMBERS 
 

 
DIVISION    6/30/04   6/30/05 
 
MUNICIPAL    21,717   21,190 
 
FIRE         2,297       2,214 
 
POLICE        7,012        6,702 
 
 
TOTAL    31,026   30,106 
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