





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, 2004. 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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INTRODUCTORY SECTION
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Cash Management

State Street Bank
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Relative Return Bond

AIG Global Investors Corp.
Wilton, Connecticut
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FIS Funds Management, Inc.
Philadelphia, Pennsylvania
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New York, New York

Bachow Investment Partners, III, L.P.

Bala Cynwyd, Pennsylvania

Blackstone Capital Partners, IV, L.P.
New York, New York

European Strategic Partners

I1&II, L.P. - Standard Life
of Scotland

Edinburgh, Scotland

Falcon Mezzanine Partners, L.P.
Needham, Maryland

Green Equity Investors, IV, L.P.
Los Angeles, California

Keystone Venture IV & V, L.P.
Philadelphia, Pennsylvania

Lindsay, Goldberg & Bessemer, L.P.
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PFM Advisors
Philadelphia, Pennsylvania

Asian Financial Bank
Philadelphia, Pennsylvania
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Wayne, Pennsylvania

Thomas H. Lee Equity Fund IV
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Philadelphia, Pennsylvania

Merion Investment Partners, L.P.
King of Prussia, Pennsylvania

Morgan Stanley Venture
Partners 2002 Fund, L.P.
New York, New York
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Morgan Stanley
Venture Partners IV, L.P.
New York, New York

OCM Opportunities Fund III & IV, L.P.
Los Angeles, California

Pharos Capital Partners II, L.P.
Houston, Texas

Quaker BioVentures, L.P.
Philadelphia, Pennsylvania

SCP Private Equity Partners, I & II, L.P.

Wayne, Pennsylvania
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Wayne, Pennsylvania

United Bank of Philadelphia
Philadelphia, Pennsylvania
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Partners III, L.P.
New York, New York

Real Estate Investments

AEW Capital Management
Boston, Massachusetts
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Los Angeles, California

PA Early Stage Partners, III, L.P.
Wayne, Pennsylvania

Platinum Equity Capital Partners, L.P.
Beverly Hills, California

The Retail Initiative
New York, New York
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Thomas Weisel Capital
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Israel Bonds

CIGNA Realty Corp.
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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 71 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 18 separate 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 2004, the Public Employees Retirement System had 31,026 active
members and 32,562 retired members, including 8,696 survivors and 4,624 people
receiving disability benefits.

During fiscal year 2004, the Board approved 2,396 pension applications submitted by
retiring employees, surviving spouses, beneficiaries and disabled members. The Board
processed 1,177 refunds of pension contributions to former employees and
beneficiaries of deceased members.
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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 2004 was
$73,654,396. The total unfounded accrued liability for fiscal year 2004 was
$196,302,460, 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 $247,618,909. The City’s actual contribution was
$196,601,890. The City’s contribution did meet the Minimum Municipal Obligation
(MMO) as required by the Commonwealth of Pennsylvania’s Acts 205 and 189.
However, the contribution was made after December 31, 2003, so the City was
required to include 9% interest on the payment.

INCOME

The City of Philadelphia is the largest single contributor to the Public Employees
Retirement System. The City contributed $196,601,890 or 23.1% of the total
additions to the Retirement System’s net assets in fiscal year 2004. Employees
contribute a percentage of their pay, and the percentage varies with plan membership.



Employee contributions totalled $50,534,513 or 5.9% of additions. Contributions from
the quasi-public agencies amounted to $6,224,986 or 0.7% of additions.

A major source of income is the earnings of the System’s investment portfolio. Interest
and dividends amounted to $68,375,744 or 8.0% of total additions, while securities
lending revenue increased plan net assets by $3,608,267 or 0.4% of additions.
Normal investing activity contributed $539,661,188 in capital gains or 63.5% of the
additions. Miscellaneous sources provided $1,269,700 or 0.1% towards the additions.
Together the contributions and earnings added $866,276,288 to the plan net assets.

Investment expenses of $13,033,850 and securities lending expenses of $2,803,286

resulted in a decrease to the plan net assets of $15,837,136. After investment
expenses, the plan net assets increased by $597,077,763 in fiscal year 2004.

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). Pension Consulting Alliance serves as the Board’s
consultant on the real estate segment of the portfolio.

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: 40.97% Domestic Equities; 14.11 % International
Equities; 27.31% Global Fixed Income; 5.17% Tactical Asset Allocation (TAA]
Balanced Portfolio of Stocks and Bend (Target of 60/40); 3.28% Opportunity Fund;
3.10% Relative Return Bond; 5.57% Alternative Investments; 0.03% Real Estate; and
0.43% Cash.

As of the fiscal year ending June 30, 2004, the total market value of Pension Fund
investments was $4,012,424,872 (a 2.1% increase over fiscal year 2003) vs. the value
at cost of $3,670,977,767 (a 6.6% decrease over fiscal year 2003). Accounting
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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.

EXPENSES

Pension benefit payments are the Board’s greatest current normal expense. Of the
total deductions from plan net assets of $668,033,391 in fiscal 2004, $657,549,075
or 98.4% were pension payments. Other expenses included $4,100,253 for the
refund of members’ contributions and $6,384,063 for administrative expenses.

AMENDMENTS TO CITY OF PHILADELHPIA PUBLIC EMPLOYEES RETIREMENT
CODE

Section 22-305 - Maximum Benefit Limitations ~ Bill No. 030827 (Approved by
the Mavor on December 31, 2003)

Section 22-305 was amended to incorporate maximum benefit limitations imposed by
the Internal Revenue Code. '

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, 2004, the Board elected to have the
annual financial audit of the Municipal Pension Fund performed by the accounting
firm of Mitchell & Titus, LLP.



ACTUARIAL SECTION

EXECUTIVE SUMMARY

This report presents the actuarial valuation of the costs and liabilities for the City of
Philadelphia Municipal Retirement System as of July 1, 2004 and City contributions for
the fiscal year ending June 30, 2006. This section summarizes the valuation results and
discusses changes in the System's costs and liability arising from demographic and
economic experience for the year ending June 30, 2004.

Findings summary
Table 1 shows actuarial valuation results for all divisions as of July 1, 2004.

1. July 1, 2004 actuarial valuation (dollars in thousands)

Participants
Active 28,634
Retired 19,243
Beneficiaries 8,648
Disabled 4,574
Terminated vested 809
DROP 2.853°
Total 64,761
Total annual salaries $ 1,265,953
Actuarial accrued liability $ 7,247,743
Unfunded actuarial accrued liability $ 2,914,687
Assets for valuation purposes $ 4,333,057
Funding percent 59.8%
City normal cost as percent of payroll (beginning-of-year payment) 5.404%
Fiscal 2006 funding requirements (beginning-of-year payments)
City's funding policy $  380,738>°
Minimum municipal obligation $ 306,873°

a. The City may use general state aid and state cost-of-living reimbursements to meet this commitment.
For fiscal 2003, these totaled $49,802,833.

b. Determined using estimated July 1, 2005 annual payroll. Final contribution will be based on actual
fiscal 2006 payroll. 4

c. While still active employees, the Deferred Retirement Option Plan (DROP) participants are treated as
retired for valuation purposes since they no longer accrue benefits.

Mercer Human Resource Consulting ) City of Philadelphia
0 Municipal Retirement System
1



EXECUTIVE SUMMARY

Normal cost

The total normal cost is the cost of one year's accrual of projected benefits plus
administrative expenses. The City's normal cost equals the total normal cost less
expected employee contributions. The total normal cost percentage decreased due to
lower assumed administrative expenses and the ongoing shift of active participants to the
less expensive Plan 87. The following graph is a four-year history of the total normal cost
with employee and City components as a percent of pay.

2. Total normal cost - percent of pay

9.19% 9.13% 9.16% 9.04%

10.00% -

2001 2002 2003 2004

EICity B Employee

Unfunded actuarial accrued liability

From July 1, 2003 through June 30, 2004, the unfunded actuarial accrued liability
increased $274,549,000 from $2,640,138,000 to $2,914,687,000 because:

= The valuation assets had a return of 4.6% during the year. We assume the valuation
assets will have a 9% return. This was the primary cause for the increase in unfunded

liability.

= The City contributed the amount required under the MMO, which is less than the
amortization payment under the City’s funding policy.

City of Philadelphia

Mercer Human Resource Consulting
Municipal Retirement System
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EXECUTIVE SUMMARY

» The funding policy has a one-year delay in making its plan year contribution. So the
unfunded liability receives a year of interest from any new amortization bases in the
prior year’s valuation.

= Other non-economic experience, such as mortality and retirement experience, resulted
in a small loss.

= Salary increases were less than our 5% assumption, resulting in a gain.

The impact of these factors is illustrated in Table 3.

3. Unfunded liability (millions)

2003 Unfunded liability $ 2,640

Change due to:

Plan changes $ 0

Payment schedule 42

Salary increases (41

Investment return 200

Assumption changes 0

Smaller contribution than scheduled 51

Nonactive mortality 46

Other actuarial experience (23)

Total of all changes 275
2004 Unfunded liability $ 2,915

Because the July 30, 1985 unfunded liability is being amortized with payments increasing
4.5% per year and due to the recognition of asset losses, the amortization payment is
scheduled to increase each year, reaching a maximum in 2010, and then decrease. The
total unfunded liability is scheduled to increase each year until fiscal year 2007, and then
gradually decrease. With the 1997 change in Act 205, once the funding ratio reaches
70%, the City may shift to a 10 year rolling level amortization schedule. The plan is
currently 59.8% funded and the alternative amortization schedule is not expected to result
in a lower cost to the City until fiscal year 2012.

Graph 3(A) illustrates changes in the amortization payment through 2025. Graph 3(B)
tracks the unfunded liability through 2025. -The red lines indicate actual past changes in
the amortization payment or unfunded liability and include scheduled increases and
changes because of previous plan amendments, assumption changes, gains and losses and
the impact of the Pension Obligation Bond (POB) of 1999. The yellow lines reflect
projected changes, including the future schedule of the initial July 30, 1985 unfunded
liability and known asset losses for the next two years due to the adjusted asset smoothing
method. Also included in the projected changes detailed by the yellow lines, is the switch
to the 10 year rolling amortization schedule, anticipated to be beneficial in 2012.

Mercer Human Resource Consulting City of Philadelphia
12 Municipal Retirement System



EXECUTIVE SUMMARY

3(A). Amortization schedule of payments ($’s in thousands)
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EXECUTIVE SUMMARY

City funding policy

The report shows the recommended City contributions, assuming they're paid at the
beginning of the fiscal year (July 1, 2005). If paid after July 1, the City's funding policy
has been to pay interest at 9% from July 1, 2005 to the date paid.

The resulting estimated City contributions for fiscal years 2005 and 2006 are shown in
Table 4(A).

4(A). Estimated City contributions (thousands) — beginning-of-year payment

Fiscal 2005 Fiscal 2006
Normatl cost $ 72,596 $ 71,491°
Amortization payment 276.555 309.247
Total City cost $ 349,151 $ 380,738"

a. Based on estimated July 1, 2005 annual payroll. Actual normal cost will be based on actual fiscal 2006
payroll. This payroll does not include DROP participants.

b. The City may use general state aid and state COLA reimbursements to meet this commitment. For
fiscal year 2005, they totaled $49.8 million.

Table 4(B) shows July 1, 2005 employee contribution rates.

4(B). Employee contribution rates effective July 1, 2005 (based on J@y 1, 2004 results)

Municipal Elected Police Fire
1967 Plan 3.75%2 N/A 6.00% 6.00%
Plan 87 1.99% 6.92% 5.00% 5.00%

a.  6.00% on wages over the Social Security maximum taxable wage base — $90,000 in 2005.

Quasi agency funding

Table 4(C) shows the quasi agencies funding rate as a percent of bayroll for fiscal years
2005 and 2006.

Mércer Human Resource Consulting - ’ City of Philadelphia
14 Municipal Retirement System



EXECUTIVE SUMMARY

4(C). Quasi agency funding rate as a percent of payroll

Fiscal 2005 Fiscal 2006
Valuation date July 1, 2003 July 1, 2004
Normal cost 5.249% 5.146%*
Amortization rate 38.445% 48.112%°
Total, year-end rate 43.694% 53.258%
Total, adjusted for quarterly payments 42.622% 51.951%°

a.  End of year normal cost rate, page 11, Municipal 1967 Plan.
b.  $175,386 +~ $364,534, see pages 15 and 11.
¢.  .97546 (quarterly adjustment factor) x 53.258%.

Minimum municipal obligation

The minimum municipal obligation (MMO) is the minimum required City contribution
under state law (Acts 205 and 189).

The City's funding policy differs from the MMO. The most significant differences are:

» The City uses a 34-year increasing amortization of its July 1, 1985 unfunded actuarial
accrued liability, while Act 205 allows a 40-year increasing amortization schedule.

= Act 205 was amended in July 2004 to allow for a 30-year amortization of the portion of
the July 1, 2003 unfunded liability attributable to the 2001 and 2002 calendar year
investment returns. Investment losses are usually amortized over 15 years.

» The City applies the normal cost rates to the fiscal year's actual payroll. The MMO is
based on the prior year's estimated payroll.

* No interest accumulates on the MMO if the payment is made by plan (fiscal) year-end.
This was confirmed in a telephone conversation with the Public Employee Retirement
Commission (PERC). :

= The City's funding policy and the MMO use a one-year delay in applying actuarial
valuation results to fiscal years. This July 1, 2004 valuation report determines the
City’s fiscal 2006 MMO and funding contribution. For the MMO, however, no interest
is added for the one-year delay.

= The MMO reflects amortization of prior years' City contributions above past MMOs as
actuarial gains.

Table 46 of this report summarizes the City's unfunded liability payment for its fiscal
2006 MMO. These payments reflect the 40-year funding from July 1, 1985 with
increasing payments at 4.5%.

_ The resulting fiscal 2006 MMO is summarized in Table 4(D).

Mercer Human Resource Consuiting ) City of Philadelphia
15 Municipal Retirement System



EXECUTIVE SUMMARY

4(D). Fiscal 2006 minimum municipal obligation (thousands)

Valuation report July 1, 2004
Normal cost $ 112,744
Amortization payment 235,673
Expected administrative expense 6.500
Subtotal $ 354917
Expected member contributions (48.044)
Minimum municipal obligation $ 306,873
Interest S |
Total $ 3063873

a.  Interest applies if the MMO is not paid before the plan year-end (June 30th).
b.  The City may use general state aid and state COLA reimbursement, estimated at $49.8 million, to
meet this commitment.

Funding status
The plan's funding status is measured by the ratio of actuarial value of assets to the

actuarial accrued liability. A comparison of this ratio as of July 1, 2003 and July 1, 2004
is shown in Table 4(E).

4(E). Funding status comparison (dollars in thousands)

2003 2004
Actuarial value of assets $ 4,548,145 $ 4,333,057
Actuarial accrued liability < $ 7,188,283 $ 7,247,743
Funding ratio 63.3% 59.8%
Mercer Human Resource Consulting *  City of Philadelphia

16 Municipal Retirement System



EXECUTIVE SUMMARY

Certification

Mercer Human Resource Consulting has prepared the actuarial valuation of the City of
Philadelphia Municipal Retirement System as of July 1, 2004 to determine contributions
for the fiscal year ending June 30, 2006. The valuation is based on employee and
financial data which were provided by the City of Philadelphia Board of Pensions and
Retirement, and are summarized in this report.

All costs, liabilities and other factors under the Plan were determined in accordance with
generally accepted actuarial principles and procedures, in accordance with the provisions
of current state statutes and regulations issued thereunder. The actuarial assumptions are
selected jointly by the actuary and the Pension Board and, in our opinion, are considered
reasonable. This report fully and fairly discloses the present actuarial position of the Plan
on an ongoing basis.

There have been no changes in valuation procedures or actuarial cost methods since the
last valuation of the Plan as of July 1, 2003.

We are available to answer any questions on the material contained in the report, or to
provide explanations or further details as may be appropriate.

ST
April 1, 2005

Thomas Skiavo, EA, MAAA Date
Enrollment Number: 02-6727

As a Fellow of the Society of Actuaries, | meet the Qualification Standards to provide the
statements of actuarial opinion contained in this report.

47% g e
April 1, 2005

Douglas Rowe, FSA, EA, MAAA Date
Enroliment Number: 02-2626

Mercer Human Resource Consuiting
1255 23rd Street, NW, Suite 500
Washington, DC 20037

202 331 5200

Mercer Human Resource Consulting ) City of Philadelphia
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COST DERIVATION

This section explains the Retirement System's costs. Costs are determined using the
entry age actuarial cost method. The cost estimates derived in this actuarial valuation
will be the basis for determining pension costs for the fiscal year ending June 30, 2006.
Pension costs consist of the normal cost and the unfunded liability amortization payment.

Derivation of normal cost

The normal cost is the total of the individual normal costs for all members assuming the
plan always existed and the underlying actuarial assumptions are exactly realized.
Benefits payable under every circumstance (retirement, death, disability, and termination)
are included in the calculations. Employee contributions expected to be made during the
year are subtracted from the total normal cost to determine the City's normal cost. The
City's normal cost is divided by total payroll to determine the normal cost as a percent of
pay for each division and the entire Retirement System.

Derivation of the unfunded actuarial accrued liability

The actuarial accrued liability is the total of the actuarial present value of all accumulated
past normal costs assuming the normal cost had always been contributed and actuarial
assumptions had been exactly realized.

The valuation assets are determined as of July 1, 2004, using an actuarial asset method
that spreads investment experience over a five-year period to minimize the impact of
investment volatility on the Retirement System's costs. The method measures the market
value of assets’ gains or losses against the assumed 9% investment yield, recognizing
one-fifth of the gain or loss over the current and each of the next four years. The Pension
Adjustment Fund (PAF), if any, is subtracted from the market value to determine the
assets to use for the valuation. The valuation assets are limited to be no more than 120%
and no less than 80% of the market assets.

The unfunded actuarial accrued liability is the accrued liability less the fund's assets on
the valuation date.

Experience gains and losses are the difference between the expected and actual unfunded
actuarial accrued liability (see the preceding paragraphs) on the valuation date.

The portion of the unfunded actuarial accrued liability attributable to the Dombrowski
class action suit is amortized in level dollar payments over 40 years ending June 30,
2009. The remaining July 1, 1985 unfunded actuarial accrued liability is amortized over
34 years ending June 30, 2019 in annual payments increasing 4.5% per year. Changes in
the actuarial accrued liability realized after July 1, 1985 are amortized in level dollar
payments over the following years according to Act 205: '

Mercer Human Resource Consulting : City of Philadelphia
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COST DERIVATION

s Changes in actuarial assumptions — 20 years

» Experience gains and losses — 15 years

» Active members' benefit modifications — 20 years

= Nonactive members' benefit modifications — 10 years.

For a detailed analysis of the derivation of plan costs, see Tables 5 through 15.

The resulting contribution reflects the City's funding policy which calls for a larger
contribution than the MMO determined under Act 205.

Table 46 shows the annual unfunded liability payments needed to satisfy the City's MMO
for fiscal year ending June 30, 2006.

Table 16 shows the annual payments needed to fund plan liabilities using the City’s
funding policy if the City does not move to the 10-year rolling amortization of the
unfunded. :

NOTE: Reference to Tables 5 through 15 contained in the Valuation is
omitted for brevity of Annual Report.

Mercer Human Resource Consulting ’ City of Philadelphia
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MINIMUM MUNICIPAL OBLIGATION

The minimum municipal obligation (MMO) is the minimum required City contribution
under state law (Acts 205 and 189). The City's MMO for the year ending June 30, 2006
is $306,872,602. This amount is summarized by division in Table 45 and is based on the
July 1, 2004 actuarial valuation report.

The City receives general pension state aid and cost-of-living adjustment reimbursement
from the state. The MMO includes these amounts. For fiscal 2005, the total state
payments are $49,802,833. Amounts received during fiscal 2006 may be used to meet
the $306,872,602 obligation.

The City's funding policy differs from the MMO. The most significant differences are:

The City uses a 34-year increasing amortization of its July 1, 1985 unfunded actuarial
accrued liability, while Act 205 allows a 40-year increasing amortization schedule.
The City chose to amortize the July 1, 1985 unfunded actuarial accrued liability over
the 34 years remaining in their then-existing schedule, rather than adopting the 40-year
phased-in schedule permitted under Act 205. The City's more aggressive funding
policy has resulted in larger contributions than Act 205 requires.

Act 205 was amended in July 2004 to allow for a 30-year amortization of the portion of
the July 1, 2003 unfunded liability attributable to the 2001 and 2002 calendar year
investment returns. Investment losses are usually amortized over 15 years.

The City applies the normal cost rates to the fiscal year's actual payroll. The MMO
uses the prior year's estimated payroll.

The City's actual contribution includes interest at 9% from July 1 to the payment date.
However, no interest accumulates on the MMO if the payment is made by plan year-
end as confirmed in conversations with the Public Employee Retirement Commission
(PERC).

The MMO reflects amortization of prior years' City contributions above past MMOs as
actuarial gains.

Mercer Human Resource Consulting City of Philadelphia

Municipal Retirement System
21



MINIMUM MUNICIPAL OBLIGATION

The City's unfunded liability payments towards the MMO are summarized in Table 46.
These payments reflect the 40-year funding of the July 1, 1985 unfunded actuarial
accrued liability with increasing payments at 4.5% — pre-1999 balances were adjusted to
reflect the Pension Obligation Bond.

45. MMO calculation for fiscal 2006 (July 1, 2004 valuation report)

Fiscal 2006 (dollars in thousands)

Non-Uniformed Police Fire Total

Estimated FY 2005 payroll $ 872,222 $ 346,412 $ 104,286 $1,322,921
Normal cost percent 6.943% 11.444% 12.027% 8.522%
Normal cost $ 60,559 $ 39,642 C$ 12,543 $ 112,744
Amortization payment® 123,657 87,427 24,589 235,673
Administrative expense 4278 1,670 552 6.500
Subtotal $ 188,494 $ 128,739 $ 37,684 $ 354,917
Expected member contributions (24.200) (18.223) (5.621) (48.044)
MMO® $ 164,294 $ 110,516 $ 32,063 $ 306,873

a. The portion of the unfunded actuarial accrued liability attributable to the Dombrowski class action suit
is included in the initial unfunded liability that was established July 1, 1985. For-MMO calculations, it
is amortized over 40 years ending June 30, 2025 in annual payments increasing 4.5% per year. The
City's funding policy, however, amortizes the original Dombrowski liability in level dollar payments
over 40 years ending June 30, 2009.

b. Includes general pension state aid and state cost-of-living adjustment reimbursement. For fiscal 2005,
the total is $49,803 (thousands). Also includes quasi agencies.

Mercer Human Resource Consulting City of Philadelphia
Municipal Retirement System
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GOVERNMENTAL ACCOUNTING STANDARDS BOARD (GASB)

Statement Number 25 of the Governmental Accounting Standards Board (GASB 25) is
effective for plan years beginning after June 15, 1996 and supersedes Statement Number
5 (GASB 5).

The objective of GASB 25 is to provide a-standard for disclosing pension information for
the financial reports of governmental pension plans. The financial report should include
two financial statements and two required schedules of historical information. The
financial statements and required schedules are:

= A statement of plan net assets including information about plan assets and liabilities at
the reporting date. This information is shown in the Financial Experience of the Fund
section of the report.

= A statement of changes in plan net assets including receipts and disbursements. This
information is also contained in the Financial Experience of the Fund section of the
report. '

» A schedule of funding progress including historical information about the actuarially
determined funded status of the plan and the progress made in accumulating sufficient
assets. This information should be provided for each of the past six plan years. For the
transition year and the following five years the schedules should show information for
the current year and as many prior years as available. This schedule is shown in Table
53 below.

= A schedule of employer contributions including historical trend information about the
Annual Required Contributions (ARC) and the contributions made by the employer in
relation to the ARC. This information is shown in Table 54.

53. Schedule of funding progress (dollars in millions)

Actuarisl UAAL as a
Actuarial Accrued Unfunded Percentage of
Actuarial Value Liability (AAL) AAL Funded Covered Covered
Valuation Of Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (© ((b-a)/c)
7/1/92 $1,981.8 $4,425.5 $2,443.7 = 44.78% $ 993.3 246.02%
7/1/93 2,113.9 4,502.1 2,388.2 46.95% 975.0 244.94%
7/1/94 2,225.2 4,662.6 2,437.4 47.72% 974.3 250.17%
7/1/95 2,312.1 4,850.8 2,538.7 47.66% 1,006.4 252.26%
7/1/96 2,457.2 5,098.1 2,640.9 48.20% 1,068.3 247.21%
7/1/97 2,660.9 5,318.1 2,657.2 50.03% 1,067.7 248.87%
7/1/98 2,921.3 5,586.1 2,664.8 52.30% 1,128.2 236.19%
7/1/99 4,496.8 5,862.1 1,365.3 76.71% 1,178.6 115.84%
7/1/00 4,765.0 6,193.4 1,428.4 76.94% 1,142.8 124.99%
7/1/01 4,943 .4 6,379.8 - 1,436.4 77.49% 1,180.4 121.69%
7/1/02 4,891.3 6,727.2 1,835.9 72.71% 1,207.3 152.06%
7/1/03 . 4,548.1 7,188.3 2,640.2 63.27% 1,269.3 208.00%
7/1/04 4,333.1 7,247.7 2914.7 59.79% 1,266.0 230.23%
Mercer Human Resource Consulting City of Philadelphia
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GOVERNMENTAL ACCOUNTING STANDARDS BOARD (GASB)

54. Schedule of contributions from the employer and other contributing entities

Annual Required Percentage

Fiscal Year Contributions® Contributed
1993 $ 209,352 100.0%
1994 $ 223,750 104.5%
1995 $ 212,838 100.0%
1996 $ 222,482 100.0%
1997 $ 237,016 100.0%
1998 $ 252,080 100.0%
1999 $ 256,704 586.9%"
2000 $ 168,928 108.9%
2001 $ 167,616 100.0%
2002 $ 178,239 100.0%
2003 $ 195,514 91.9%
2004 $ 253,844 79.9%

a. Dollars in thousands. For each year, the actuarial valuation provides the City of Philadelphia with the
unfunded actuarial accrued liability amortization payment as a dollar amount and the normal cost as a
percentage of payroll. The City of Philadelphia then multiplies their actual fiscal year payroll with that
percentage to get the normal cost payment. We determined the annual required contribution as the
greater of (i) the resulting amount or (ii) the normal cost plus a 40-year amortization of the unfunded
actuarial accrued liability with amortization payments increasing 4.5% per year. -

b. On February 2, 1999, the City deposited the proceeds of a Pension Obligation Bond worth
$1,250,000,000.

Statement No. 27 disclosure

Under Government Accounting Standards Board (GASB) Statement No. 27 for the
period beginning after June 15, 1997 financial statements must include new standard
reporting for pension expenditures/expenses. This section summarizes our valuation as
we understand Statement No. 27. Because these are financial statement disclosures, our
interpretation of the statements are subject to your auditor's review.

The reporting elements are:

* Annual required contributions or ARC — this is the anticipated required contribution
based on statement specific valuation methods, valuation assumptions and unfunded
liability amortization over a period, not to exceed forty years as a level payment or
level percent of pay, and amortization of contribution deficiencies or excesses.
Historically, the ARC has been shown as the contribution derived from the City’s
funding policy.

Your valuation method conforms o the entry age cost method as defined in Section B
of Statement 27. Unfunded actuarial accrued liabilities are funded on average over
17 years from July 1, 2004. Assets are valued as a five-year smoothing of gains and
losses on the market value.

Mercer Human Resource Consulting City of Philadelphia
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GOVERNMENTAL ACCOUNTING STANDARDS BOARD (GASB)

» Net Pension Obligation or NPO — is made up of a transition liability or asset equal -
to the accumulated value of contribution deficiencies or excesses over required
contributions from July 1, 1987 to Statement effective date (July 1, 1997) between the
annual pension cost (discussed below) and the employer's contribution.

During the 1994 fiscal year, the City contributed $10,000,000 more than the ARC.
Therefore, the initial NPO value at the effective date is $(9,012,000) as shown in Table
55 below.

After 1999, the “increase in the NPO” is from the recognition of:

» The 15-year open amortization of the NPO as of the beginning of the year.
» Differences in the City’s funding policy contribution and the actual contribution.

* Annual pension cost — is equal to the ARC plus one year's interest on NPO and ARC
adjustment to avoid double counting of NPO and interest on NPO.

The following table summarizes the GASB Statement disclosure for fiscal years 1994
through 2004.

Mercer Human Resource Consulting City of Philadelphia
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FINANCIAL SECTION




CITY OF PHILADELPHIA
MUNICIPAL PENSION FUND
STATEMENT OF PLAN NET ASSETS

ASSETS

Cash on Deposit and on Hand
Investments at Fair Value
Securities Lending

Accounts Receivable

Due from Brokers

Interest and Dividends Receivable
Due from Other Funds

Due from Other Governmental Units
Other Assets

Total Assets
LIABILITIES

Vouchers Payable

Accounts Payable

Salaries and Wages Payable
Due on Securities Lending
Due to Brokers

Accrued Expenses

JUNE 30, 2004

Funds Held in Escrow and Advance Deposits

Deferred Revenue
Other Liabilities

Total Liabilities

Net Assets Held in Trust for Pension Benefits

30

EXHIBIT A-1

$ 9,916,549
4,012,424,872
376,596,754
6,145,642
33,018,157
10,497,357
9,767,890
2,464,962
11,220

$_4,460,843,403

$ - 96,806
2,864,503
96,987
376,596,754
102,518,440
901,908

4,327,348
233,976

. 487,636,722

$ 3,973,206,681




CITY OF PHILADELPHIA
MUNICIPAL PENSION FUND
STATEMENT OF CHANGES IN PLAN NET ASSETS

FOR THE FISCAL YEARS ENDED JUNE 30, 2004 AND 2003

Additions:
Contributions:
Employer's Contributions
Employees' Contributions
Other Contributions

Total Contributions
Investment Income:
Interest and Dividends

Gain (Loss) from Sale of Investments

(Less) Investment Expenses
Securities Lending Revenue

(Less) Securities Lending Expenses

Net Investment Income
Miscellaneous Operating Revenues

- Total Additions

Deductions:
Personal Services
Purchase of Services
Materials and Supplies
Employee Benefits
Pension Benefits
Refunds of Members' Contributions
Securities Lending Expenses
Other Operating Expenses

Total Deductions

Net Increase

Net Assets Held in Trust for
Pension Benefits - July 1, 2003

Prior Period Adjustment

Revised Net Assets Held in Trust for
Pension Benefits - July 1, 2003

Net Assets Held in Trust for
Pension Benefits - June 30, 2004

June 30, 2004

EXHIBIT A-2

June 30, 2003

$ 202,826,876 179,756,512
50,534,513 52 545,414
253,361,389 232,301,926
68,375,744 74,402,243
539,661,188 7,338,709
(13,033,850) (11,293,483)

3,608,267 4,954,813
(2,803,286) (3,921,326)
595,808,063 71,480,956
1,269,700 2,381,918
850,439,152 306,164,800
3,251,517 3,030,023
1,375,320 1,968,759
122,348 109,945
1,244,307 1,194,503
657,549,075 462,327,355
4,100,253 4,880,715
390,571 362,455
668,033,391 473,873,755
182,405,761 (167,708,955)

3,790,800,920

3,958,509,875

3,790,800,920

3,958,509,875

$ 3,973,206,681

$_3,790,800,920
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CITY OF PHILADELPHIA
MUNICIPAL PENSION FUND

ANALYSIS OF MEMBERS' CONTRIBUTIONS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Balance, July 1, 2003

Additions:
Regular Payroll Deductions
Installment Repurchase Deductions
Payments Through City Treasurer
Retirees' Pension Payments
Net Change in Liability for Deceased Pensioners
Net Change In Liability for Pensioners' Unexpended
Contributions
Adjustments to Members' Contribution Accounts
Unclaimed Withdrawal Checks Deposited

Total Additions
Deductions:
Withdrawals
Retirements

Adjustments to Members' Contribution Accounts

Total Deductions

Net Change in Year

Balance, June 30, 2004

32

Municipal ~ Municipal Fire Police
Division - Division - Division - Division -
Old New New New
$203,351 $341,200 $71,092,950 $122,399,304
- 1,904 2,413,067 5,420,067
- - 89,566 77,173
- - 597,789 433,980
- - 164 16,624
- - - 57,862
- (11,737) 5,265,904 6,699,077
- (9,833) 8,366,490 12,704,783
- - 36,925 216,972
- - 13,131,150 20,579,265
- - 13,168,075 20,796,237
- (9,833) '(4,801,585) (8,091,454)

$ 203,351 $331457 $66,291,365 $114,307.850




EXHIBIT A-3

Municipal Municipal Municipal Fire Police
Elected Revised Revised Revised - Division Division -
Officials Plan 60 Plan 87 Plan 93 Old Old Total

$1,883,527 $286,631,782 $7,229,601 $43,146,946 . $16,810,515 $68,743,253 $618,482,519

184,496 13,994,516 6,690 9,230,626 2,863,400 11,505,962 45,620,728
1,305 184,040 - 398,511 145,871 149,553 1,046,019

- 1,082,476 10,962 480,679 167,815 86,947 3,760,648

- 49,784 9,181 - ; - 75,753
82,623 171,205 (8,348) (42,240) 261,102
4,455,784 85,317 10,781 58,097 16,563,223

- 30,560 - 609 - 195 31,364
268,424 20,868,365 26,833 10,187,394 3,187,867 11,758,514 67,358,837
1,662 1,411,981 3,125 1,588,802 147,946 692,840 4,100,253
82,623 27,416,907 9,317 643,500 142,146 354,910 62,359,818
84,285 28,828,888 12,442 2,232,302 290,092 1,047,750 66,460,071
184,139 (7,960,523) 14,391 7,955,092 2,897,775 10,710,764 898,766

$2,067666 $278671,259 $7,243992 $51,102038 $19,708290 $79454,017 $619,381,285
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EXHIBIT A-4
CITY OF PHILADELPHIA
MUNICIPAL PENSION FUND
* ANALYSIS OF FUND BALANCE
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Reserve for Members' Reserve for Payment of Pensions Total
Contributions and All Other Purposes Reserves

Balance, July 1, 2003 $618,482,519 $ 3,172,318,401 $ 3,790,800,920

Additions:
Contributions: ]
Employees $50,503,148 -
Quasi-Public Agencies - 6,224,986
City Appropriations - 196,601,890
Commonwealth of Pennsylvania - -
Total Contributions 50,503,148 202,826,876
Interest:
Members' Reinstatements - 178,607
Interest on Long-Term Investments - 67,827,705
Interest on Short-Term Investments - 369,433
Accrued Interest as of June 30, 2003 - -
Total Interest - 68,375,745
Members' Contributions Transferred to
Reserve for Retirements - 62,359,818
Adjustments for Liability to Deceased
Pensioners 261,102 -
Adjustments to Members' Unexpended
Contributions 16,563,223 -
Adjustments for Accrued Death Benefits - 160,273
Net Income (Loss) from Investment Managers - 198,333,975
Net Appreciation(Depreciation)/Fair Value of Investments - 341,327,212
Other Additions:
Unclaimed Withdrawal Checks Deposited 31,364 -
Refunds and Cancelled Checks - Prior -
Years' Pensions - 321,119
Miscellaneous Receipts - 987,013
Miscellaneous Fund Balance Adjustment 505,447
Adjustments to Members’ Contributions - -
Total Other Additions 31,364 1,813,579

Total Additions 67,358,837 875,197,478 942,556,315

Deductions:

Withdrawals 4,100,253 -
Retirements 62,359,818 -
Adjustments to Members' Contributions - -
Administrative Expenses - . 6,272,809
Payments to Pensions and Benefits - 657,549,075
Investment Manager Expenses - 13,194,123
Net Appreciation(Depreciation)/Fair Value of Investments -
Adjustments for Liability to Deceased

Pensioners - -
Adjustments for Accrued Death Benefits - -
Adjustments to Members' Unexpended ’

Contributions - 16,563,223
Adjustments for Employees Unexpended
Vacation Time - 33,350
Miscellaneous Fund Balance Adjustment - 77,903
Total Deductions 66,460,071 693,690,483 760,150,554

Balance, June 30, 2004
- $619,381,285 $ 3,353,825,396 $ 3,973,206,681

The accompanying notes to financial statements are an integral part of this statement.
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CITY OF PHILADELPHIA EXHIBIT A-5
MUNICIPAL PENSION FUND
STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

35

Balance, July 1, 2003 $ 16,927,127
Receipts:
From Members:
Contributions 48,645,256
Interest 166,322
Repayment Fees 8,301
Payroll Deductions Accrued at June 30, 2003 1,249,816
Total Receipts - Members 50,069,695
From Operating Funds Appropriations-Current Year's Requirements 186,834,000
From Pension Bond Proceeds -
Prior Year's Appropriations -
PA Act 205 Grant -
Revenue from Police and Firemen's Pension Funds -
Interest on Long-Term Debt Securities -
Interest on Short-Term Debt Securities 369,433
Accrued Interest Receivable at June 30, 2003 -
Sale or Maturity of Long-Term Debt Securities 10,796,387
Sale or Maturity of Equity/Debt Securities 536,949,935
Gain(Loss) on Sale of Investments 90
Refunds and Cancelled Checks Deposited 504,045
Reimbursement for Normal City Costs, Quasi-Public Agencies 3,760,024
Accrual Due from Quasi-Public Agencies at June 30, 2003 2,151,439
Other Receipts 1,352,877
Total Receipts 792,787,925
Total Available for Disbursement 809,715,052
Disbursements:
Pensions and Benefits 657,414,940
Withdrawals 4,100,253
Administrative Expenses 17,336,938
Equity/Debt Securities Purchased 106,000,000
Long-Term Investments Purchased 14,946,372
Total Disbursements 799,798,503
Balance, June 30, 2004 9,916,549




CITY OF PHILADELPHIA
MUNICIPAL PENSION FUND
SUMMARY SCHEDULE OF INVESTMENTS

Repurchase Agreements

U.S. Government Securities
U.S. Government Agency Securities
Corporate Bonds

Corporate Equity

Mutual Funds

Collateralized Mtg Obligations
Other Bonds and Investments
Short Term Investment Pools
Non-Categorized Mutual Funds
Real Estate

Financial Agreements

Total Municipal Pension Fund

JUNE 30, 2004

Par Value

152,689,483
254,045,664
371,584,054

29,078,913
51,876,780
107,725,406

31,329,515
200,126,132

O
o
124

|

$ -
160,805,548
255,783,653
375,079,079
2,459,501,646

29,336,792
52,388,287
106,704,047

31,329,015
200,049,700

SCHEDULE A-1a

Market Value

$ -
160,376,229
254,932,813
394,724,245
2,826,804,615

29,280,095
54,653,215
106,717,369

19,473,292
165,462,999

$ 1,198,455,947

$ 3,670,977,767

$ 4,012,424,872
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DIVISION
MUNICIPAL
FIRE

POLICE

TOTAL

CITY OF PHILADELPHIA
PUBLIC EMPLOYEES RETIREMENT SYSTEM

ANALYSIS OF MEMBERSHIP

ACTIVE MEMBERS
6/30/03 6/30/04

22,063 21,717
2,452 2,297
7,126 7,012

31,641 31,026
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