Oregon Public Employees
Retirement System

An Agency of the State of Oregon

Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2002



The photographs in this annual report show a few of the many Oregon Public Employees Retirement
System members.* From cafeteria workers who serve our children nutritious lunches to legislators who
guide our state policies, PERS has members in every walk of life. PERS is proud to adminster a retirement

plan for the many dedicated public employees ensuring Oregon’s way of life.

*Space constraints limit the number of groups we can represent pictorially. For a complete listing of all agencies that are a
part of the System, see listings beginning on page 71.
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Introductory Section

PERS’ membership includes teachers, college professors, support staff, and others who work to

instill a love of learning in our youth and to provide ongoing education for adults.



Oregon Public Employees Retirement System
Letter of Transmittal

) O Public Employees Retirement System
’ regon Headquarters:
11410 S.W. 68th Parkway

Tigard, OR

Mailing Address:

P.O. Box 23700

Tigard, OR 97281-3700
(503) 598-7377
December 10, 2002 TTY (503) 603-7766

John A. Kitzhaber, M.D., Governor

Public Employees Retirement Board
Oregon Public Employees Retirement System
Tigard, Oregon 97281-3700

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the Oregon Public Employees
Retirement System (PERS or “the System”) for the fiscal year ended June 30, 2002. PERS management is responsible for
both the accuracy of the data and the completeness and fairness of the presentation, including all disclosures.

The report is divided into five sections: (1) an Introductory Section, which contains this transmittal letter, the Chair’s
Report, administrative organization, and the Certificate of Achievement for Excellence in Financial Reporting; (2) the
Financial Section, which contains the Independent Auditor’s Report by the Oregon Audits Division, Management’s
Discussion and Analysis, the financial statements of the System, and certain required supplementary information; (3) an
Investment Section, which contains the Investment Officer’s report on investment activity, investment policies, investment
results, and various investment schedules; (4) the Actuarial Section, which contains the Actuary’s Certification Letter and
the results of the biennial actuarial valuation; and (5) a Statistical Section, which includes significant PERS data.

This report includes all funds over which the Public Employees Retirement Board (Board) exercises authority. These
funds were established to provide retirement, death, and disability benefits to members; administer retiree health insurance
programs; and oversee the state-sponsored deferred compensation program. PERS currently provides services to over
300,000 members and retirees and to 861 employers.

Major Initiatives

Three major events and initiatives dominated PERS during the past year and will most likely dominate PERS into the
next year. First, the Board adopted a new policy to incorporate the latest mortality assumptions in the actuarial equivalency
factors used to calculate most member benefits. At this time, the concept is still in the rule-making process which is expected
to be completed before the end of 2002. Depending on the specific application of the Board’s policy, the rule will potentially
lower System costs by between $775 million to $2,300 million. In preparation for potential court challenges to the Board's
action, the Oregon Legislature directed that any legal action will be remanded directly to the Oregon Supreme Court for
quicker resolution.

The second dominant event that has affected and will continue to affect PERS is the preliminary ruling by the Marion
County Circuit Court that the Board misapplied 1999 earnings in its earnings crediting decision and did not implement
updated actuarial equivalency factors in a timely manner. In addition, the Court’s tentative ruling stated that the Board has
misinterpreted a specific set of statutes when calculating member benefits. As of this date, the final ruling has not been
issued and no decision has been made by the Board whether to implement the Court ruling, negotiate a settlement or appeal
the decision. Fiscal impacts from the Court ruling can be minor or significant depending on the final outcome of the legal
process.

Lastly, in 2002, the Board initiated a strategy to modernize and streamline its operations and data processing systems.
Funding for PERS’ initial plan, submitted in 2001, was not approved by the Oregon Legislature. As a result, PERS
submitted a new plan that will simultaneously stabilize its declining systems, bring in new technologies to replace the older
systems and augment and train current information technology staff so that they can operate in the new technological
environment. This strategy will be divided into a series of projects that are expected to continue incrementally through 2008.
In 2002 the Oregon Legislature approved over $7 million in funding for the first set of related projects.

Financial Information

The financial information contained in this document is presented in conformance with reporting requirements of the
Governmental Accounting Standards Board (GASB) Statements 25 (defined benefit pension plans), 26 (postemployment
healthcare plans), and 32 (deferred compensation plans). During the year ended June 30, 2002, PERS adopted GASB
Statement 34, “Basic Financial Statements and Management’s Discussion and Analysis for State and Local Governments.”
We would like to direct your attention to Management’s Discussion and Analysis which begins on page 12.
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Oregon Public Employees Retirement System

Internal Controls

Management is responsible for establishing and maintaining a system of internal controls to protect PERS assets from loss,
theft, or misuse and to ensure that adequate accounting data is compiled for the preparation of financial statements in conformity
with generally accepted accounting principles. This internal control system provides reasonable, but not absolute, assurance that
these objectives are met.

Funding

Member contributions are set by statute at 6.0 to 7.0 percent of covered salary. Employer contributions have been established
by actuarial valuations conducted biennially on odd-numbered calendar years. PERS’ funding objective is to meet long-term
benefit promises through contributions that remain approximately level as a percent of employer payroll. If the level of funding is
adequate, the ratio of assets accumulated to total liabilities will increase and more income will be available for investment.
Prudent investment of assets and the returns on those investments should increase the funding base and allow for a more stable
employer contribution rate. While recent investment losses have caused erosion in the funded status of PERS, the System
continues to be a well-funded pension system with a funded ratio of 87 percent (see page 57).

Investments

The Oregon Investment Council (OIC) has statutory authority (ORS 293.701) to establish policies for the investment and
reinvestment of PERS funds. The primary investment objective of the OIC is to make PERS investment funds as productive as
possible. At the same time, the OIC acts as a prudent investor in the management of the PERS portfolio. Descriptions of specific
OIC policies regarding diversification, performance objectives, fees, and asset allocation are found on pages 44 through 50.

Other Information

Professional Services

Professional consultants are appointed by the Board to perform services essential to the efficient operation of PERS. The
audit opinion from the Oregon Audits Division and certification from the PERS actuary are included in this report. The
consultants appointed by the Board are listed in the organizational chart on page 7.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to PERS for its Comprehensive Annual Financial Report (CAFR) for the
fiscal year ended June 30, 2001. The Certificate of Achievement is a prestigious national award recognizing conformance with the
highest standards of preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and efficiently
organized CAFR, whose contents conform to program standards. The CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for one year only. PERS has received a Certificate of Achievement for the last 11
consecutive years. We believe our current report continues to conform with the Certificate of Achievement program requirements,
and we are submitting it to the GFOA.

Acknowledgments

PERS intends to provide complete and reliable information as a basis for making management decisions, to demonstrate
responsible stewardship of assets contributed by members and their employers, and to comply with legal provisions. The
compilation of this report reflects the combined efforts of the PERS staff. Special recognition is extended to Gene Chouinard,
CPA, who coordinated the compilation of the report.

This report is being mailed to all PERS employers. Summary financial information will be reported in the PERS newsletter,
Perspectives, which is distributed to active and retired members.

The cooperation of PERS employers contributes significantly to PERS’ success and is greatly appreciated. We would also
like to express our gratitude to the staff, the Board, the advisors, and the many other people who work so diligently to assure the
successful operation of PERS.

Respectfully submitted,

LA f Lild..

James M. Voytko Dale S. Orr
Executive Director Chief Financial Officer
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Certificate of Achievement

Certiticate of
Achievement
for Excellence
in Financial

Reporting

Presented to

Oregon Public Employees
Retirement System

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2001

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting

and financial reporting.
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Oregon Public Employees Retirement System

Chair’s Report

) O n Public Employees Retirement System
2 rego Headquarters:
11410 S.W. 68th Parkway

Tigard, OR

Mailing Address:

P.O. Box 23700

Tigard, OR 97281-3700
(503) 598-7377

TTY (503) 603-7766

John A. Kitzhaber, M.D., Governor

December 10, 2002

Dear Board Members:

The 2001-2002 fiscal year challenged PERS with poor market returns and a growing unfunded actuarial
liability.

The Board is concerned about the losses incurred by the fund as a result of the declining stock market. We are
fully aware of the effects of negative returns on employers, members who participate in the variable fund, and Tier
Two members. However, while investment markets declined sharply in late 2001 and in 2002, the plan’s ability to
sustain benefits is not in question.

The Board has decided to have annual actuarial valuations so more current financial performance information
is available.

The Board’s concerns about the volatility in employer rates experienced by some local governments were
addressed by administrative rule and codified by the legislature. Local government employers can now pool assets
and liabilities for rate setting purposes to obtain greater rate stability. Pooling helps mitigate the impact on
employer rates due to demographic changes in their workforces. Unfortunately, pooling has little impact on rate
changes due to investment performance.

Ongoing litigation remains a concern to the Board and we await the final outcome of the City of Eugene vs.
PERS trial. In the case, the petitioning employers claimed their 1998 and 2000 contribution rate orders were set too
high. The plaintiffs also contended that the distribution of the 1999 earnings fund (the 2000 earnings allocation
order) was an improper use of the Board’s administrative discretion. Whatever the outcome, the Board will seek to
resolve issues resulting from the judge’s ruling.

Three special legislative sessions were held during the fiscal year ending June 30, 2002. The legislature passed
HB 4062, which provides for direct review by the state Supreme Court of any legal challenges to the Board’s
decisions regarding modifications of actuarial equivalency factor tables. The Board has been studying actuarial
equivalency factors and the need to implement modern mortality tables in benefit calculations.

Two key task forces were formed to examine PERS and make recommendations to the upcoming 72nd
legislative session. Governor John Kitzhaber is chair of the Governor’s Task Force on PERS and Representative
Tim Knopp is chairing the House Special Task Force on PERS Sustainability and Accountability.

Legislative, stakeholder, and media interest in PERS escalated this year. PERS staff responded with detailed
analyses and reports that provide insight into Oregon’s complex retirement system. Questions posed by Senator
David Nelson, Representative Tom Butler, and Representative Lane Shetterly were answered in a series of letters
written by Executive Director Jim Voytko.

Recent legislation added a 12th member to the Board and altered the composition of the Board to six public
sector members and six private industry members. The six private trustee members cannot be PERS members and
at least three of those members must have experience in investing or pension management. The transition to the
new structure has begun with the addition of Janice Deringer, an investment consultant who manages her own
company.

There are now approximately 40,000 public employees eligible to retire. This upward trend will continue as the
baby boomers age.

The Board is concerned about the degrading 1980s-era information technology system infrastructure at PERS
and will seek appropriations to transition to a new system.

For the 11th consecutive year, the Government Finance Officers Association awarded PERS the Certificate of
Achievement for Excellence in Financial Reporting for the agency’s Comprehensive Annual Financial Report. The
Board realizes the exceptional effort required to garner this award and congratulates Fiscal Services for its
outstanding work.

Sincerely, .
/é}éﬁ_ﬁ)ﬁ //; / ié‘;jm_

Dawn M. Morgan, Chair
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Oregon Public Employees Retirement System

Public Employees Retirement Board

Dawn Morgan Christine Brown Steven Bjerke Patricia Brown
Chair Vice-Chair Term expires 12-15-2002 Term expires 9-15-2001
Term expires 9-19-2004 Term expires 9-15-2004

(
/]
Janice Derringer Mark Gardiner Jeanne Garst Elizabeth Harchenko
Term expires 1-15-2005 Term expires 9-30-2002 Term expires 9-20-2004 Term expires 12-15-2002

Glenn Harrison Emile Holeman George Russell Todd Schwartz
Term expires 6-30-2003 Term expires 9-15-2001 Term expires 6-30-2003 Term expires 12-9-2002

Public Employees Retirement Board

The Public Employees Retirement Board is made up of 12 members. All are appointed by the governor and confirmed by
the Senate. Terms are three years. Board members whose terms have expired are still serving as of June 30, 2002, pending
replacement appointments being confirmed by the State Senate.

Six of the Board members must represent the private sector. Six of the members must represent the public sector. Of the
six public sector members, one must be from state management, one must hold elective office, and four must be from col-
lective bargaining units. Of the six public sector members, one must be retired.
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Public Employees Retirement System Organizational Chart

Public Employees Retirement Board

James M. Voytko
Executive Director

— Actuary:

Mark O. Johnson, F.S.A.,
Milliman USA

— Legal Counsel:

Robert W. Muir, Assistant
Attorney General, Oregon
Department of Justice
—— Insurance Consultant:
B.W. Reed Benefits, Inc.
— Medical Advisor:
Lawrence Duckler, M.D.

Oregon Public Employees Retirement System

—— Internal Auditor
L Health Insurance

— Personnel Services

— Executive Support

David Bailey

Deputy Director

Marsha Bacon
Administrator, Customer
Services Division

Customer Service Center

Deferred Compensation
Program

Publications and
Communications

Steve Delaney
Administrator, Policy, Planning
and Legislative Analysis Group

Legislative Issues

Research and Risk
Management

Social Security

Contested Case Hearings

Administrative Rules

Ed Johnson
Administrator, Information
Services Division

Image and Information
Management

Information Services

Technical Operations

Software Engineering

Dale Orr
Administrator, Fiscal
Services Division

Financial Reporting

Fiscal Operations

Auxiliary Services

Jacqueline Reep
Administrator, Processing and
Data Quality Division

Membership/
Employer Relations

Specialty Services

Retirement Services
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Financial Section

PERS members include employees of local governments who work for

a number of agencies serving Oregon’s population. The Oregon Zoo offers

opportunities to see wildlife and also cares for a number of endangered species.
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OFFICE OF THE AUDITS DIVISION
SECRETARY OF STATE Cathy Pollino

Bill Bradbury Director
Secretary of State

(503) 986-2255
FAX (503) 378-6767

Auditing for a Better Oregon

The Honorable John Kitzhaber, M.D.
Governor of Oregon

254 State Capitol

Salem, Oregon 97310-4047

The Board of Trustees

Oregon Public Employees Retirement System
11410 SW 68™ Parkway

Tigard, Oregon 97223

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying basic financial statements of the Oregon Public Employees
Retirement System (PERS), as of and for the year ended June 30, 2002, as listed in the table of
contents. These financial statements are the responsibility of PERS’ management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As discussed in Note 4, the basic financial statements present only the Oregon Public Employees
Retirement System (PERS) and do not purport to, and do not, present fairly the financial position
of the state of Oregon, and the changes in its financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of PERS, as of June 30, 2002, and the changes in financial
position thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

The management’s discussion and analysis and information listed as required supplementary
information in the table of contents are not required parts of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We

255 Capitol Street NE e Suite 500 * Salem, Oregon 97310
INTERNET: Audits.hotline @state.or.us * http://www.sos.state.or.us/audits/audithp.htm



Oregon Public Employees Retirement System

have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the basic financial statements of PERS. The accompanying supplementary
information, designated as the supporting schedules, introductory section, investment section,
actuarial section, and statistical section in the table of contents is presented for purposes of
additional analysis and is not a required part of the basic financial statements of PERS. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly presented in all material respects in relation to
the basic financial statements taken as a whole. The accompanying supplementary information
listed above has not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, we have also issued our report dated
December 10, 2002, on our consideration of the Oregon Public Employees Retirement System’s
internal control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit. That report is separately presented as an other
report, as listed in the table of contents.

OREGON AUDITS DIVISION

e

Bill Bradbury
Secretary of State

December 10, 2002
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section presents management’s discussion and analysis of the Oregon Public Employees Retirement System’s (PERS or
“the System”) financial performance during the fiscal year that ended on June 30, 2002. Please read it in conjunction with the
transmittal letter on pages 2 through 3 and the financial statements.

OVERVIEW OF THE FINANCIAL STATEMENTS AND ACCOMPANYING INFORMATION

1. Basic Financial Statements. The System presents comparative financial statements as of June 30, 2002 and 2001,
prepared on a full accrual basis. They are:
a. Statements of Fiduciary Net Assets
b. Statements of Changes in Fiduciary Net Assets
c. Notes to the Financial Statements

2. Required Supplementary Information. The required supplementary information consists of:
a. Schedules of Funding Progress
b. Schedules of Employer Contributions
c. Notes to the Required Supplementary Information

3. Other Supplementary Schedules.
a. Combining schedules show the detailed components of the Defined Benefit Pension
Plan and Postemployment Healthcare Plan.
b. Other schedules include detailed information on administrative expenses incurred by
the System and a summary of investment fees, commissions, and expenses.

The basic financial statements contained in this CAFR are described below:

The Statements of Fiduciary Net Assets show a point-in-time snapshot of account balances at fiscal year-

end. They report the assets available for future benefit payments and any current liabilities as of the statement date.
The liabilities do not include the actuarial value of future benefits. Net Assets (Assets - Liabilities = Net Assets)
represent the value of assets held in trust for payment of pension, postemployment healthcare, and deferred
compensation benefits.

The Statements of Changes in Fiduciary Net Assets show the sources and uses of funds during the fiscal year, where
Additions - Deductions = Net Increase (or Decrease) in Net Assets. This Net Increase (or Decrease) in Net Assets
illustrates the change in net assets as reported in the Statements of Fiduciary Net Assets from the prior year to the
current year.

The financial statements are prepared based on an economic resources focus and accrual basis of accounting in
accordance with Governmental Accounting Standards Board (GASB) pronouncements.

The notes to the financial statements, beginning on page 20, are an integral part of the financial

statements and include additional detailed information and schedules to provide a better understanding of the
financial statements. Information in the notes discloses the System’s organization, benefits and contributions, how
asset values are determined, and contingencies and commitments.

Because of the long-term nature of a defined benefit pension plan, financial statements alone cannot provide sufficient
information to properly reflect the ongoing plan perspective. Therefore, in addition to the combining financial statements
explained above, this CAFR includes two additional Required Supplementary Information schedules with historical trend
information.

The Schedules of Funding Progress, page 32, contain actuarial information about the status of the plan from an
ongoing, long-term perspective, in the accumulation of sufficient assets to pay pension and postemployment
benefits when due. Actuarial Liabilities in excess of Valuation Assets indicate that insufficient assets have been
accumulated to fund the future benefits of current members and retirees.

The Schedules of Employer Contributions, page 33, contain historical trend information regarding the value of
total annual contributions employers must pay and the actual contributions by employers in meeting
this requirement.
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The Notes to the Required Supplementary Information provide background information and explanatory detail
to aid in understanding the required supplementary schedules.

The Schedules of Plan Net Assets and Schedules of Changes in Plan Net Assets, pages 35 through 38, display the
components of the defined benefit and postemployment healthcare plans.

The Schedule of Administrative Expenses and Schedule of Payments to Consultants on page 39 show the costs of
managing the System. The Summary of Investment Fees, Commissions, and Expenses on page 40 provides the detail of
investment-related expenses included in the line item Investment Expense reported in the Statements of Changes in Fiduciary
Net Assets.

FINANCIAL HIGHLIGHTS

PERS’ assets exceed its liabilities at the close of fiscal year 2002, with $35,295.5 million held in trust for pension,
postemployment healthcare, and deferred compensation benefits.

Fiduciary net assets decreased by $2,794.4 million (7.3 percent) during the fiscal year, primarily due to declines in
equity markets at home and abroad.

PERS’ funding objective is to meet long-term defined pension benefit obligations and healthcare benefits. As of
December 31, 2001, the date of the latest actuarial valuation, the funded ratio of PERS was 87 percent. In general,
this means that for every dollar of future pension benefits due, PERS has approximately $0.87 of net assets available
for payment.

Revenues (additions to fiduciary net assets) for fiscal year 2002 were a negative $924.6 million, which includes
member and employer contributions of $1,542.9 million and net losses from investment activities totaling $2,468.3
million.

Expenses (deductions to fiduciary net assets) rose to $1,869.8 million during fiscal year 2002 (7.1 percent) from
$1,745.3 million during fiscal year 2001. The increase is due to PERS paying pension benefits to more retirees
and increasing healthcare payments.

FIDUCIARY NET ASSETS

The following condensed comparative summary of Fiduciary Net Assets demonstrates that the pension trust is primarily
focused on investments and net assets (reserves).

TABLE 1
FIDUCIARY NET ASSETS
(in millions)
As of June 30:
Defined Benefit Postemployment Deferred Compensation
Pension Plan Healthcare Plan Plan

2002 2001 2002 2001 2002 2001
Cash and Receivables $ 3,317.5 $ 27794 $ 44.1 $ 37.3 $ 1.2 $ 4.8
Investments at Fair Value 34,1394 37,090.5 76.0 66.7 545.1 581.2

Securities Lending Collateral 2,091.5 2,191.1 - - - -

Other 7.5 7.7 - - - -
Total Assets 39,555.9 42,068.7 120.1 104.0 546.3 586.0
Investment Purchases 2,669.7 2,306.9 1.9 1.0 0.2 3.6

Securities Lending Payable 2,091.5 2,191.1 - - - -
Other Payables 161.1 165.0 2.3 1.1 0.1 0.1
Total Liabilities 4,922.3 4,663.0 4.2 2.1 0.3 3.7
Total Net Assets $ 34,633.6 $  37,405.7 $ 115.9 $ 101.9 $ 546.0 $ 582.3
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Declining financial markets produced the second straight year of negative returns on PERS investments. The
net assets of the defined benefit pension plan decreased approximately $2,772.1 million (7.4 percent) during the
year ended June 30, 2002.

The net assets of the postemployment healthcare plan increased approximately $13.9 million (13.7 percent) during
the year ended June 30, 2002, primarily due to increases in contributions from plan members. Employer
contributions for the period actually decreased by $1.9 million (4.4 percent).

The net assets of the deferred compensation plan decreased approximately $36.2 million (6.2 percent) during the
year ended June 30, 2002, primarily due to a downturn in investment markets.

CHANGES IN FIDUCIARY NET ASSETS
Revenues - Additions to Fiduciary Net Assets

Additions to Fiduciary Net Assets needed to finance retirement benefits are accumulated through the collection of
employer and member contributions and through investment income.

Employee contributions to the defined benefit pension plan increased $21.3 million (5.7 percent) compared to
fiscal year 2001. The increase in member contributions is attributed to a continued increase in membership
and in salaries on which the contribution amounts are based.

Employee contributions to the postemployment healthcare plan increased $6.9 million (14.9 percent) compared
to fiscal year 2001. Nearly all of the increase, $6.8 million, is attributed to higher contributions to the Standard
Retiree Health Insurance Account, due to higher healthcare costs in fiscal year 2002.

Employee contributions to the deferred compensation plan increased $3.9 million (9.1 percent) compared to
fiscal year 2001. The rise is due to an increase in active members, from 17,447 to 18,270, and from changes in
the federal tax code allowing greater contributions and plan-to-plan transfers to deferred compensation plans.

Employer contributions to the defined benefit pension plan increased $350.1 million (54.8 percent) compared

to fiscal year 2001. Employer contributions were $989.1 million in fiscal year 2002 and $639.0 million in fiscal

year 2001. The increase in employer contributions resulted from several employers making additional

contributions to reduce their unfunded actuarial liabilities. Employer contributions for the period were based on rates
adopted from the December 31, 1999 actuarial valuation, and do not reflect recent investment losses.

Employer contributions to the postemployment healthcare plan decreased $1.9 million (4.4 percent) compared
to fiscal year 2001 due to actuarial rate decreases implemented on July 1, 2001.

Net investment loss and other income in the defined benefit pension plan was $1,044.0 million (30.1 percent) less
than the loss in fiscal year 2001. Actual results were a $2,422.0 million loss in fiscal year 2002 and a $3,466.0
million loss in fiscal year 2001.

Net investment loss and other income in the postemployment healthcare plan was $1.1 million (40.4 percent) more
than the loss in fiscal year 2001. Actual results were a $3.6 million loss in fiscal year 2002 and a $2.5 million
loss in fiscal year 2001.

Net investment loss and other income in the deferred compensation plan was $20.0 million (32.4 percent) less than
the loss in fiscal year 2001. Actual results were a $41.9 million loss in fiscal year 2002 and a $61.9 million loss
in fiscal year 2001.

Expenses - Deductions from Fiduciary Net Assets

Benefit payments, refunds of contributions to members who terminate PERS-covered employment, health insurance
premium subsidies, deferred compensation payments, and administrative costs comprise the System’s expenses.

Pension benefit payments increased by $109.2 million (7.0 percent). Benefit payments will continue to
increase as more members retire. There are currently approximately 40,000 members eligible to retire who
have not submitted retirement applications.

e 14 e



Oregon Public Employees Retirement System
Postemployment healthcare payments rose $10.2 million (15.3 percent). The increase is due to higher
healthcare payments made from the Standard Retiree Health Insurance Account, which were offset by higher
contributions from plan members.

Deferred compensation benefit payments increased $12.8 million (45.0 percent). Higher benefit payments
correspond with an increase in the number of retirees.

The table below shows a condensed comparative summary of the changes in fiduciary net assets and reflects the activities

of the pension trust fund.
TABLE 2

CHANGES IN FIDUCIARY NET ASSETS
(in millions)
For the Years Ended June 30:

Defined Benefit Postemployment Deferred Compensation
Pension Plan Healthcare Plan Plan
2002 2001 2002 2001 2002 2001
Additions:
Member Contributions $ 3915 $ 3702 $ 523 $ 454 $ 475 $ 435
Employer Contributions 989.1 639.0 41.6 43.5 - -
Other Sources 20.9 20.3 - - - -
Net Investment and
Other Income (Loss) (2,422.0) (3,466.0) (3.6) (2.5) (41.9) (61.9)
Total Additions (1,020.5) (2,436.5) 90.3 86.4 5.6 (18.4)
Deductions:
Benefits 1,678.0 1,568.8 - - 41.8 29.0
Other 73.6 81.3 76.4 66.2 - -
Total Deductions 1,751.6 1,650.1 76.4 66.2 41.8 29.0
Net Increase (Decrease) $(2,772.1) $(4,086.6) $ 139 % 20.2 $ (G62) $ @74
PLAN MEMBERSHIP

The table below reflects the defined benefit pension plan membership as of the beginning and end of the fiscal year.

TABLE 3
CHANGES IN PLAN MEMBERSHIP
As of June 30:
Percentage Change
2002 2001 2001 - 2002

Retirees and beneficiaries receiving benefits

General 80,433 77,920 3.2%

Police and Fire 5,649 5,303 6.5
Total 86,082 83,223 34

Current and terminated employees entitled to benefits but not yet receiving them

Vested:
General 139,419 134,766 3.5
Police and Fire 10,533 9,969 5.7
Nonvested:
General 61,609 61,328 0.5
Police and Fire 4,226 4,320 2.2)
Total 215,787 210,383 2.6
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FUNDING STATUS

The System’s unfunded actuarial liability as of December 31, 2001, was $6,095.5 million, which was derived using the
entry age cost method (see Summary of Actuarial and Unfunded Actuarial Liabilities on page 57). The 2001 unfunded
actuarial liability increased by $4,549.6 million (294.3 percent) from $1,545.9 million in 2000. The increase in the unfunded
actuarial liability resulted from a combination of poor investment returns and the statutory requirement to credit Tier One
pre-retirement member accounts with the actuarially assumed earnings rate - currently 8.0 percent.

TABLE 4
SCHEDULE OF FUNDING PROGRESS
FUNDED RATIO
(as of December 31, 2001)

100%
80%)|
60%)|
40%)|

20%)

0%
1995 1997 1999 2000 2001

INVESTMENT ACTIVITIES

During fiscal year 2002, domestic and international equities decreased approximately $880.3 million. The decrease is
attributable to the decline in equity markets. Decreases of approximately $800.3 million in the alternative equity
investment asset class can also be attributed to the decline in equity markets. Investments in fixed income securities
decreased approximately $1,029.4 million as a result of using these assets for payment of benefits and to purchase equity
investments in keeping with the Oregon Investment Council’s asset allocation policy. Real estate investments decreased
approximately $231.7 million primarily due to sales. One-year returns on asset classes and comparative benchmarks are
presented in the table below:

TABLE 5
INVESTMENT RETURN
Periods Ending June 30:

2002 2001
Total Portfolio (6.4)% (8.1)%
Domestic Stocks (16.8) (13.2)
Benchmark: Russell 3000 Index (17.2) (13.9)
International Stocks (7.9) (22.9)
Benchmark: Custom Index (1) (6.7) (21.7)
Fixed Income Segment 6.9 10.4
Benchmark: Custom Index (2) 7.4 10.6
Real Estate (3) 7.1 13.0
Benchmark: NCREIF 6.4 11.9
Private Equity (4) (10.8) (16.9)
Benchmark: S&P 500 +5% 6.0 (15.9)

(1) 90% Salomon World Equity Broad Market ex-US/10% International Finance Corporation EMG Investable Securities
(2) 90% Lehman Universal/10% SSBI Non-US World Government Bond Hedged

(3) Returns are lagged one quarter

(4) Returns are lagged one quarter
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EFFECT OF ECONOMIC FACTORS

The financial position of the System has declined during the last two fiscal years due to weak global equity markets.
Table 5 on page 16 shows portfolio returns and indexes, which are reflective of the market environment.

While benefit payments in total increased due to additional retirements, retirees who have elected to continue
participating in the Variable Annuity Account after retirement experienced a decrease in benefits of approximately 30
percent, effective February 1, 2002. This decrease in benefits was due to investment losses experienced by the Variable
Annuity Account for the period November 1, 2000, through October 31, 2001.

CONTACTING THE SYSTEM’S FINANCIAL MANAGEMENT

This financial report is designed to provide plan participants, employers, citizens, taxpayers, and others with a general
overview of the System’s finances and to demonstrate the Board’s oversight of the System. If you have questions about
this report or need additional financial information, please contact the Fiscal Services Division Administrator, P.O.
Box 23700, Tigard, Oregon 97281-3700.
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Oregon Public Employees Retirement System
Statements of Fiduciary Net Assets -

Defined Benefit Pension Plan, Postemployment Healthcare Plan,

and Deferred Compensation Plan

June 30, 2002 and 2001
Defined Post-
Benefit employment Deferred Memorandum Only
Pension Healthcare = Compensation
Plan Plan Plan 2002 2001
Assets:
Cash and Cash Equivalents $  2,250,021,481 36,998,404 $ 1,215,662 $ 2,288,235547 $ 1,646,045,560
Receivables:
Employer 34,391,924 2,074,952 - 36,466,876 49,181,385
Plan Member 19,481,521 3,961,719 - 23,443,240 28,867,409
Interest and Dividends 113,640,678 - - 113,640,678 167,659,988
Investment Sales and Other Receivables 898,543,971 -—- 38,756 898,582,727 928,567,679
Total Receivables 1,066,058,094 6,036,671 38,756 1,072,133,521 1,174,276,461
Due from Other Funds 1,419,643 1,050,955 - 2,470,598 1,275,381
Investments:
Fixed Income 10,430,374,139 - - 10,430,374,139 11,462,440,370
Equity 18,463,083,750 - - 18,463,083,750 19,349,770,012
Real Estate 1,728,688,206 - - 1,728,688,206 1,960,660,293
Alternative Equity 3,517,297,853 - - 3,517,297,853 4,317,620,470
Commingled Investments - 76,036,521 - 76,036,521 66,706,141
Total Investments 34,139,443,948 76,036,521 34,215,480,469 37,157,197,286
Securities Lending Cash Collateral 2,091,464,709 - - 2,091,464,709 2,191,140,289
Deferred Compensation Mutual Funds - - 545,089,973 545,089,973 581,176,831
Prepaid Expenses and Deferred Charges 132,677 --- --- 132,677 44,603
Equipment and Fixtures, Cost Net of Accumulated
Depreciation at 2002: $2,013,498; at
2001: $1,906,097 140,750 - - 140,750 213,873
Land and Building, Cost Net of Accumulated
Depreciation at 2002: $916,335; at
2001: $736,073 7,238,636 - - 7,238,636 7,418,899
Office Supplies Inventory, Cost 4,839 - - 4,839 5,352
Total Assets 39,555,924,777 120,122,551 546,344,391 40,222,391,719 42,758,794,535
Liabilities and Fund Balance
Liabilities:
Investment Purchases and Accrued Expenses 2,669,749,564 1,903,757 183,384 2,671,836,705 2,311,481,087
Deposits and Other Liabilities 107,811,246 -—- - 107,811,246 110,648,027
Due Other Funds - 2,354,854 115,744 2,470,598 1,275,381
Bonds Payable 53,312,936 - - 53,312,936 54,340,000
Securities Lending Collateral
Due Borrowers 2,091,464,709 - - 2,091,464,709 2,191,140,289
Total Liabilities 4,922,338,455 4,258,611 299,128 4,926,896,194 4,668,884,784
Net Assets held in trust for pension, postemployment
healthcare, and deferred compensation benefits
(Schedules of Funding Progress
are presented on page 32) $ 34,633,586,322 115,863,940 546,045,263 $ 35,295,495,525 $ 38,089,909,751

The accompanying notes are an integral part of the financial statements.
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Oregon Public Employees Retirement System
Statements of Changes in Fiduciary Net Assets -

Defined Benefit Pension Plan, Postemployment Healthcare Plan,
and Deferred Compensation Plan

For the Years Ended
June 30, 2002 and 2001
Defined Post- Memorandum Only
Benefit employment Deferred
Pension Healthcare Compensation
Plan Plan Plan 2002 2001*
Additions:
Contributions:
Employer $ 989,078,917 $ 41,578,731  $ - $ 1,030,657,648 $ 682,483,623
Plan Member 391,542,211 52,273,896 47,472,963 491,289,070 459,170,393
Other Sources 20,939,073 - - 20,939,073 20,278,204
Total Contributions 1,401,560,201 93,852,627 47,472,963 1,542,885,791 1,161,932,220
Investment Income:
Net Appreciation (Depreciation)
in Fair Value of Investments (3,192,613,017) (4,445,823) (40,800,040)  (3,237,858,880)  (4,083,586,479)
Interest, Dividends, and
Other Investment Income 983,556,869 902,103 - 984,458,972 869,623,756
Total Investment Income (2,209,056,148) (3,543,720) (40,800,040)  (2,253,399,908)  (3,213,962,723)
Less Investment Expense 213,256,215 - 1,610,137 214,866,352 317,708,291
Net Investment Income (2,422,312,363) (3,543,720) (42,410,177)  (2,468,266,260)  (3,531,671,014)
Other Income 257,155 - 544,519 801,674 1,344,631
Total Additions (1,020,495,007) 90,308,907 5,607,305 (924,578,795)  (2,368,394,163)
Deductions:
Benefits 1,677,951,252 - 41,149,643 1,719,100,895 1,597,195,885
Death Benefits 10,121,636 - - 10,121,636 9,688,541
Refunds of Contributions 46,086,912 - - 46,086,912 46,243,701
Administrative Expense 17,456,752 2,225,181 685,523 20,367,456 28,174,209
Healthcare Premium Subsidies - 24,782,256 - 24,782,256 24,187,116
Retiree Healthcare Expense - 49,376,276 - 49,376,276 39,831,041
Total Deductions 1,751,616,552 76,383,713 41,835,166 1,869,835,431 1,745,320,493
Net Increase (Decrease) (2,772,111,559) 13,925,194 (36,227,861)  (2,794,414,226) (4,113,714,656)
Net Assets held in trust for pension,
postemployment healthcare, and deferred
compensation benefits
Beginning of Year as restated 37,405,697,881 101,938,746 582,273,124 38,089,909,751  42,203,624,407
End of Year $ 34,633,586,322 $ 115,863,940 $ 546,045,263 $ 35,295,495,525 $ 38,089,909,751

*Restated, see note 10.

The accompanying notes are an integral part of the financial statements.
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Notes to the Financial Statements
June 30, 2002

(1) Description of Plan

A. Plan Membership

The Oregon Public Employees Retirement System (PERS or “the System”) provides a statewide defined benefit
retirement plan for units of state government, political subdivisions, community colleges, and school districts. PERS is
administered under Oregon Revised Statutes (ORS) Chapter 238 and Internal Revenue Code Section 401(a) by the

Employee and Retiree
Members

Retirees and beneficiaries
currently receiving benefits

6/30/2002
General 80,433
Police and Fire 5,649
Total 86.082

Current employees and
terminated employees entitled
to benefits but not yet
receiving them:

Public Employees Retirement Board (Board). For state agencies, community colleges,
and school districts, PERS is a cost-sharing, multiple-employer system. It is an agent
multiple-employer system for political subdivisions who have not elected to join the
State and Local Government Rate Pool. Participation by state government units, school
districts, and community colleges is mandatory. Participation by most political
subdivisions is optional, but irrevocable if elected. Plan assets of the defined benefit,
postemployment healthcare, and deferred compensation plans may legally be used to pay
benefits to plan members or beneficiaries of the plan for which the assets were
accumulated.

For many years, retirement programs for Oregon judges were administered by special
legislation and programs under the Judges’ Retirement Fund (JRF), established in 1963
under ORS 1.314 to 1.380. Effective August 1, 1991, the JRF was merged into the Public
Employees Retirement Fund.

The 1995 Legislature enacted Chapter 654, Section 3, Oregon Laws 1995 which has
been codified into ORS 238.435. This legislation created a second tier of benefits for

Vested:
General 139,419 those who established membership on or after January 1, 1996. The second tier does not
Police and Fire 10,533 have the Tier One assumed earnings rate guarantee, and has a higher normal retirement
Nonvested: age of 60, compared to 58 for Tier One. Any potential reductions in employer
General 61,609 contribution rates will not be realized until turnover has occurred and Tier Two members
Police and Fire 4,226 replace Tier One members. As of June 30, 2002, there were 127,109 Tier One members
Total 215.787 and 88,678 Tier Two members in the System.

B. Plan Benefits

Participating Employers

a. Pension Benefits
The PERS retirement allowance is payable monthly for life. It may be selected from 13

6/30/2002 retirement benefit options. These options include survivorship benefits and lump-sum
State Agencies 125 refunds. The basic benefit is based on years of service and final average salary. A per-
Political Subdivisions 492 centage (2.0 percent for police and fire employees, 1.67 percent for general service
Community Colleges 17 employees) is multiplied by the number of years of service and the final average salary.
School Districts 227 | Benefits may also be calculated under either a formula plus annuity (for members who
Total 861

were contributing before August 21, 1981) or a money match computation if a greater
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benefit results. Monthly payments must be a minimum of $200 per month or the member
will receive a lump-sum payment of the actuarial equivalence of benefits to which they are entitled.

Police and fire members may purchase increased benefits that are payable between the date of retirement and age 65.

A member is considered vested and will be eligible at minimum retirement age for a service retirement allowance if
he or she has had a contribution in each of five calendar years or has reached at least 50 years of age before ceasing
employment with a participating employer (age 45 for police and fire members). General service employees may retire
after reaching age 55. Police and fire members are eligible after reaching age 50. Tier One general service employee
benefits are reduced if retirement occurs prior to age 58 with fewer than 30 years of service. Police and fire member
benefits are reduced if retirement occurs prior to age 55 with fewer than 25 years of service. Tier Two members are
eligible for full benefits at age 60.

A judge member who has made contributions to the PERS Fund during each of five calendar years shall receive a
retirement allowance, payable monthly, for life. Before reaching age 60, judge members must choose the calculation
formula under which they will retire. The election is irrevocable after the member attains age 60. The two formulas, A
and B, are described below.

The Plan A retirement allowance for judge members is computed by multiplying 2.8125 percent by the final average
salary for the first 16 years of service, and 1.67 percent of the final average salary multiplied by the number of years of
service as a judge in excess of 16. For most judge members the maximum amount is limited to 65 percent of final
average salary. The Plan B retirement allowance for judge members is computed by multiplying 3.75 percent by the
final average salary for the first 16 years of service, and 2.0 percent of the final average salary multiplied by the
number of years of service as a judge in excess of 16. For most judge members the maximum amount is limited to 75
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percent of final average salary. Plan B requires a judge to serve up to 35 days per year for a period of five years as a
pro-tem judge. There is no actuarial reduction for retirement prior to age 65.

Judges’ Retirement System (JRS) members were entitled to a monthly amount equal to one-twelfth of final average
salary upon reaching age 65 with 16 years of service or at age 70 with 12 years of service.

b. Death Benefits

Upon the death of a non-retired member, the beneficiary receives a lump-sum refund of the member’s account bal-
ance (accumulated contributions and interest). In addition, the beneficiary will receive a lump-sum payment from
employer funds equal to the account balance, provided that one or more of the following conditions are met:

e The member was employed by a PERS employer at the time of death;

e The member died within 120 days after termination of PERS-covered employment;

e The member died as a result of injury sustained while employed in a PERS-covered job;

* The member is on an official leave of absence from a PERS-covered job at the time of death.

A member’s beneficiary may choose a monthly payment for life instead of the lump sum, or a combination of lump-
sum and monthly payments, if eligible. The monthly payment must be a minimum of $30 per month.

Surviving spouses of JRS members and judge members of PERS receive benefits as provided in ORS 238.055 and
ORS 238.565.

c. Disability Benefits

A member with ten or more years of creditable service who becomes disabled from other than duty-connected caus-
es may receive a non-duty disability benefit. A disability resulting from a job-incurred injury or illness qualifies a
member (including judge members of PERS) for disability benefits regardless of the length of PERS-covered service.
Upon qualifying for either a non-duty or duty disability, service time is computed to age 58 (55 for police and fire
members) when determining the monthly benefit.

Judge members of PERS who have served a minimum of six consecutive years and who become physically or men-
tally incapacitated are entitled to benefits as provided in ORS 238.555.

d. Benefit Changes After Retirement

Members may choose to continue participation in a “variable” stock investment account after retiring, and may
experience annual benefit fluctuations due to changes in the market value of equity investments.

Monthly benefits are adjusted annually for cost-of-living changes. Two percent per year is the maximum cost-of-liv-
ing adjustment. Periodically, the Oregon Legislature has granted ad hoc increases to post-retirement benefits.

e. Postemployment Healthcare Benefits

Under ORS 238.410 the Board contracts for medical and hospital insurance on behalf of retired members. Members
and their dependents are eligible for PERS healthcare coverage if the member is receiving a retirement allowance or
benefit under the System. A surviving spouse of a PERS retiree is eligible to participate if he or she was covered under
the health plan at the time of the retiree’s death.

ORS 238.420 established the Retirement Health Insurance Account (RHIA) and authorizes a payment of up to $60
from RHIA toward the monthly cost of health insurance for eligible PERS members.

To be eligible to receive this monthly payment toward the premium cost the member must: (1) have eight years or
more of qualifying service in PERS at the time of retirement or receive a disability allowance as if the member had
eight years or more of creditable service in PERS, (2) receive both Medicare Parts A and B coverage, and (3) enroll in
a PERS-sponsored health plan.

A surviving spouse or dependent of a deceased PERS retiree who was eligible to receive the subsidy is eligible to
receive the subsidy if he or she (1) is receiving a retirement benefit or allowance from PERS, or (2) was insured at the
time the member died and the member retired before May 1, 1991.

For the year ended June 30, 2002, all PERS employers contributed 0.64 percent of PERS-covered salaries to fund
RHIA benefits based on the December 31, 1999 actuarial valuation. This is included in the employer contribution rates
listed on page 23. The employer contribution rate covers the normal cost payment and an amount to amortize the
unfunded actuarial accrued liability over a period commencing on the actuarial valuation date and ending on December
31, 2027.

The employers’ contributions are advance-funded on an actuarially determined basis. Employers’ actual contribu-
tions for the fiscal year ended June 30, 2002, were $40.2 million. There is no inflation assumption for RHIA postem-
ployment benefits because the payment amount is set by statute and is not adjusted for increases in healthcare costs.
The number of active plan RHIA participants was 33,024 for the fiscal year ended June 30, 2002.

ORS 238.415 established the Retiree Health Insurance Premium Account (RHIPA) and requires the Board on or
before January 1 of each year to calculate the average difference between the health insurance premiums paid by
retired state employees under contracts entered into by the Board and health insurance premiums paid by state employ-
ees who are not retired. ORS 238.415 authorizes payment of this average difference to qualified retired state employ-
ees. Retired state employees are qualified to receive this benefit if they had eight or more years of qualifying service in
the System at the time of retirement or are receiving a disability pension calculated as if they had eight or more years
of qualifying service, but are not eligible for federal Medicare coverage.

A surviving spouse or dependent of a deceased retired state employee is eligible to receive the subsidy if he or she
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(1) is receiving a retirement benefit or allowance from PERS or (2) was insured at the time the member died and the

member retired on or after September 29, 1991.

For the year ended June 30, 2002, state agencies contributed 0.09 percent of PERS-covered salaries to fund RHIPA
benefits, based on the December 31, 1999 actuarial valuation. See health cost inflation assumptions on page 34. The
number of active plan RHIPA participants was 761 for the fiscal year ended June 30, 2002.

ORS 238.410(7) established the Standard Retiree Health Insurance Account (SRHIA). All subsidy payments from
the RHIA, the RHIPA, and contributions from retired members are deposited in the SRHIA. Payments for medical and
hospital insurance contracted for on behalf of retired members are made from SRHIA.

(2) Summary of Significant Accounting Policies

A. Basis of Presentation

The accompanying financial statements are prepared in accordance with Governmental Accounting Standards Board
Statements 25, 26, and 34, as well as generally accepted accounting principles that apply to governmental accounting
for fiduciary funds. Fiduciary funds are used to account for assets held by a governmental unit in a trustee capacity

(trust funds).

PERS’ activities are accounted for in two trust funds:

¢ Public Employees Retirement Fund:
Defined Benefit Pension Plan
Postemployment Healthcare Plan

¢ Deferred Compensation Fund:
Deferred Compensation Plan

B. Basis of Accounting

The accrual basis of accounting is used for all funds. Revenues are recognized when earned. Contributions are recog-
nized as of the date in which members’ salaries are paid by employers. Expenses are recognized when incurred.
Benefits and refunds are recognized in the month they are due and payable.

C. Budgetary Data

Only administrative expenses are subject to bien-
nial legislative budget control. The legislature exer-
cises this control at the agency level. Any unoblig-
ated balance lapses at the end of each biennium.

Encumbrance accounting is allowed only during
the biennium. All encumbrances lapse at the end of
the biennium except capital construction, capital
improvements, and contested claims.

Budgetary accounting is not consistent with gen-
erally accepted accounting principles (GAAP)
because the measurement focus is on decreases in
financial resources rather than net income determi-
nation.

The accompanying schedule reconciles adminis-
trative expenses on the budgetary basis to adminis-
trative expenses presented in the Statements of
Changes in Fiduciary Net Assets. The legislatively
approved budget includes increases approved by
the Legislative Emergency Board through June
2002.

D. Valuation of Investments

Investments are recognized at fair value, the
amount at which financial instruments could be
exchanged in a current transaction between willing
parties, other than in a forced or liquidation sale.
Open-end mutual funds, debt securities, equity
securities, option contracts, stock warrants, and
stock rights are valued at the last reported sales
price if there is an active market for the investment.
If there is not an active market for investments,
PERS relies on the Oregon Investment Council’s
consultants to establish the fair value of these
investments. When attempting to value investments
without active markets, the consultant determines if
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Legislatively Unobligated
Approved Balance at
Budget Actual June 30, 2002
2001 - 2003 Biennium:
Personal Services $ 24,420,350 $ 11,528,631 $ 12,891,719
Services and Supplies 15,116,480 9,994,702 5,121,778
Capital Outlays 215,205 34,277 180,928

2001 - 2003 Totals $ 39,752,035 $21,557,610

$ 18,194,425

Total Expenses July 1, 2001 - June 30, 2002
Budgetary Basis (non GAAP)

Biennium Adjustments to Administrative Expenses
Add:
Depreciation Expense - Other
Depreciation Expense - Building
COP Amortization
Decrease in Supplies Inventory
Increases in Compensated Absences
Costs Reflected on Prior Biennium Budget

Deduct:
Increase in Prepaid Expenses
Decrease in Accruals
Capital Outlay, July 1, 2001 - June 30, 2002
Encumbrances as of June 30, 2002

Statement of Changes in Fiduciary Net Assets -
Defined Benefit Pension Plan, Postemployment
Healthcare Plan, and Deferred Compensation Plan
for the Year Ended June 30, 2002

$ 21,557,610

107,400
180,263
25,052
513

3,934
2,875,929

65,191
960,763
34,277
3,323,014

$ 20,367,456
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there is a market for similar investments. If a market price is not available, a forecast of expected cash flows may be
used to estimate fair value, discounted at a rate commensurate with the risk involved.

E. Distribution of Earnings

By law earnings distribution to members is made on a calendar-year basis. Members in Tier One are guaranteed to
receive at least the assumed earnings rate used in the most recent actuarial valuation. That rate is now 8.0
percent. Members participating in the Variable Account and Tier Two members receive actual earnings or losses.

(3) Contributions and Reserves

A. Contributions

a. Member Contributions

Member contributions are set by statute at 6.0 to 7.0 percent of salary and are remitted by participating employers.
The contributions are either deducted from member salaries or paid by the employers. The Member Reserve,
described in Note (3)C.a., represents member contributions and earnings allocations less refunds and amounts trans-
ferred to reserves for retirements and disabilities.

b. Employer Contributions

Employer contribution rates are
determined by an actuarial formula

known as the “entry-age cost method.” State
Under this method, a “normal cost” Agencies Pol_lth_al
rate for each member is calculated. and Subdivisions

Community Police

Normal cost is a level percentage of
Colleges Schools and Fire General Judiciary

salary. Beginning at the member’s
entry into the System, the calculated
normal cost should accumulate an
amount sufficient to provide the mem- | grypoiover Normal Cost — 8.81%  1022%  12.06%  8.96%  17.65%
ber’s retirement benefit. After the
unfunded supplemental present value | Unfunded Actuarial

Employee Normal Cost 6.00% 6.00% 6.00% 6.00% 7.00%

created by this method has been deter- Liability (0.05) 1.87 0.51) (051 (7.5
mined, the employer contribution rates

are established as a level percentage of | Healthcare Benefits 0.73 0.64 0.64 0.64 0.64
salary. The rates are set to cover the

normal cost and amortize the unfunded | Total Employer Rates 9.49% 12.73% 12.19%  9.09% 10.79%

amount over a period commencing on
the actuarial valuation date and ending on December 31, 2027.

The employer contribution rate for state agencies and community colleges is 9.49 percent, for schools the rate is
12.73 percent, and for the judiciary the rate is 10.79 percent of PERS-covered salaries, effective July 1, 2001. The
rates for political subdivisions are presented in the aggregate. Actual rates for political subdivisions vary by employer
(see table above for average rate).

Based on the 1999 actuarial valuation, the Board decided to implement recommended contribution rate changes
beginning July 1, 2001.

PERS funding policy provides for monthly employer contributions at actuarially determined rates. These contribu-
tions, expressed as a level percentage of annual covered payroll, coupled with employee contributions, are intended to
accumulate sufficient assets to pay benefits when due.

Oregon Laws 2001, Chapter 945, Section 13 authorized establishing the State and Local Government Rate Pool.
Local political subdivisions were given the option to join the state of Oregon and community colleges for the actuarial
purpose of calculating employer rates. Participation by local political subdivisions in this pool will be effective for the
actuarial valuation period beginning January 1, 2002.

Separate contribution rates are adopted by the Board for all state agencies and community colleges combined, all
school districts combined, the state judiciary, and each individual political subdivision employer that did not pool.

Employer aggregate contributions to the Public Employees Retirement Fund (PERF) for the calendar year ended
December 31, 2001, were $758.7 million less $69.6 million for integration of prior plan assets by employers merging
into the System and payments of certain employers toward their unfunded actuarial liabilities from the 1999 actuarial
valuation, $1.2 million pertaining to prior year’s salaries, $1.3 million for the Benefit Equalization Fund, and $0.2
million for the Social Security program, for a total of $686.4 million attributable to calendar year 2001 activity.
Employer contributions consist of $542.9 million normal cost, $100.4 million amortization of the unfunded actuarial
accrued liability, $41.8 million to fund the RHIA, and $1.3 million to fund the RHIPA. Employer contributions attrib-
utable to the period were equivalent to 11.05 percent of the members’ aggregate annual salaries of $6,209.7 million.

Employee contributions for the calendar year ended December 31, 2001, consisted of $385.2 million less $6.2 mil-
lion for member purchases and $4.6 million of contributions pertaining to prior year’s salaries and integration of prior
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plan assets of employees merging into the System for a total of $374.4 million of employee contributions attributable
to calendar year 2001 activity.

Based on the actuarial valuation as of December 31, 1999, judiciary, state agencies, and certain political subdivi-
sions received lower employer contribution rates. Schools and other political subdivisions experienced an increase in
their employer contribution rates. The Board practice has been to implement the new employer contribution rates for
those employers who experienced a decrease and to delay implementation of the new employer contribution rates for
those employers who experienced an increase in their employer contribution rate in order to provide employers an
opportunity to budget for the increases. Due to a significant increase in employer contribution rates, based on the
December 31, 1999 valuation, the Board allowed local employers to elect actuarially equivalent rates which deferred
increases to future periods.

B. Actuarial Cost Method and Assumptions

Employer contribution rates are set using the entry age actuarial cost method. This method produces an employer
contribution rate consisting of (1) an amount for normal cost (the estimated amount necessary to finance benefits
earned by the employees during the current service year), (2) an amount for amortization of the unfunded actuarial
accrued liability over a period commencing on the valuation date and ending on December 31, 2027, and (3) an actu-
arially determined amount for funding postemployment healthcare subsidies.

C. Reserves and Designations

a. Member Reserve

The Member Reserve of $10,201.5 million as of June 30, 2002, represents member contributions and earnings allo-
cations less refunds and amounts transferred to reserves for retirements and disabilities.

b. Employer Contribution Designation

The Employer Contribution Designation of $11,966.8 million as of June 30, 2002, represents employer contribu-
tions and earnings allocations less amounts transferred to reserves for retirements and disabilities.

c. Benefit Reserve

The Benefit Reserve of $16,292.2 million as of June 30, 2002, is the amount set aside to pay future benefits. It
includes funds transferred from the individual member and employer accounts and earnings allocations, less amounts
paid for retirements and disabilities.

d. Undistributed Investment Earnings Reserve

The Undistributed Investment Earnings Reserve may be credited with investment earnings in excess of required
minimum distributions. Oregon law requires individual accounts for Tier One members to be credited at the assumed
rate of return on investments adopted by the Board for use in actuarial valuations. In previous years, this designation
has been used to meet this crediting requirement. As of June 30, 2002, the balance of this designation was zero, and is
not fully funded according to Board policy.

e. Contingency Reserve

The Contingency Reserve is a designation to be maintained and used by the Board to prevent any deficit of moneys
available for the payment of retirement allowances, due to interest fluctuations, changes in mortality rates or, other
unforeseen contingency. As of June 30, 2002, the balance of this designation was zero.

f. Unallocated Earnings Designation

The Unallocated Earnings Designation represents January through June investment earnings or losses less adminis-
trative expenses which will be distributed after member accounts have been credited with contributions. This distribu-
tion takes place in March of the following year after employer annual reports have been reconciled and contributions
have been posted to individual member and employer accounts. As of June 30, 2002, the balance of this designation
was ($1,440.7) million.

g. 2001 Deficit Reserve

The 2001 Deficit Reserve is a designation established for amounts credited to members’ regular accounts as
required by ORS 238.255. This statute requires the Board to credit Tier One member regular accounts with at least the
assumed rate of return on investments, currently 8.0 percent. As of June 30, 2002, the balance of this designation was
($605.5) million.

h. 2001 Pending Reserve

The 2001 Pending Reserve is a designation established by the Board for 2001 Tier One Regular Account Investment
losses that were attributed to employer accounts and the Benefits Reserves. The Board is studying an alternative legal
interpretation of earnings crediting statutes and has not made a final determination on allocating these losses. As of
June 30, 2002, the balance of this designation was ($1,780.7) million.

i. Retirement Health Insurance Account

The RHIA plan net assets balance represents the program’s accumulation of employer contributions and investment
earnings less premiums and administrative expenses. As of June 30, 2002, the balance of this account was $77.3 mil-
lion.

j- Retiree Health Insurance Premium Account

The RHIPA plan net assets balance represents the program’s accumulation of employer contributions and invest-
ment earnings less premiums and administrative expenses. As of June 30, 2002, the balance of this account was $2.5
million.

D4 e




Oregon Public Employees Retirement System

k. Standard Retiree Health Insurance Account

The SRHIA plan net assets balance represents the program’s accumulation of retiree contributions and interest
earnings, less premiums and administrative expenses. As of June 30, 2002, the balance of this account was $36.0 mil-
lion.

D. Administrative Costs

Costs for administering the System are funded from investment earnings and are allocated to all plans and pro-
grams administered by the System.

(4) Reporting Entity

The Public Employees Retirement Board is the governing authority of the System. It consists of 12 people appoint-
ed by the governor and subject to confirmation by the state Senate. The Board appoints an executive director to act as
the principal administrative officer of the System. The Board has independence in the operation and management of
the System. The state legislature has significant ability to influence funding, approve the System’s budget, and pass
laws governing the System.

PERS’ financial statements are prepared on the basis of a fiscal year ended June 30. The Oregon state treasury has
statutory responsibility for custody and investment of PERS assets. As a result of this fiduciary responsibility, PERS
is included as part of the primary government in the State of Oregon Comprehensive Annual Financial Report.

(5) Assets Used in Plan Operations

A. Building and Improvements

Capital construction of PERS headquarters in Tigard, Oregon, was completed May 31, 1997. Land and buildings
plus improvements are recorded at cost. The depreciation of the building/improvements is computed on the straight-
line method over the estimated useful life of 40 years.

B. Equipment and Fixtures

Equipment and fixtures are recorded at cost. These are items which are not consumed in the normal course of oper-
ations, have a useful life of more than two years, and whose value is $5,000 or more. Depreciation is computed using
the straight-line method over the assets’ estimated useful lives. Useful lives range from three to ten years.

C. Office Supplies Inventory

Office supplies inventory is reflected at cost, using the first-in/first-out (FIFO) method.

(6) Deposits and Investments

A. Cash

PERS cash and cash equivalents consist of cash on
hand, demand deposits, and fieposits in the Oregon Carrying Bank
Short Te.rm Fund, and are carried at cost. The carrying Deposits Amount Balance
amount is separately displayed on the balance sheet as Investment Mana

. . gers
cash anq cash equlvalent.s. Statutes require that -all mon- with Custodian Banks $ 1.796,337.228 $ 1,796.337.228
eys received by the pension trust fund be deposited with
the state treasurer.

PERS deposits are classified in three categories of
credit risk to give an indication of the level of risk
assumed by PERS as of year end. The three categories
of credit risk are:

1) insured or collateralized with securities held by the
state treasurer or its custodian in the name of the state of Oregon;

2) collateralized with securities held by the pledging financial institution’s trust department or custodian in the
name of the state of Oregon; and

3) uncollateralized.

As of June 30, 2002, all PERS deposits held by the state treasurer were in credit risk category “1,” except for $44.4
million of reinvested cash collateral in U.S. government and agency securities, repurchase agreements, and commer-
cial paper, which are classified as investment risk category “3.” Deposits of cash and cash equivalents from the pro-
ceeds of certificates of participation held in other banks are classified as credit risk category “3.”

Investment managers’ deposits with custodian banks consist of cash and cash equivalents that represent buying
reserves. As of June 30, 2002, there were $1,676.2 million on deposit for the accounts of the Oregon Equity Fund,
Real Estate Investment Fund, and Alternative Equity Fund investment managers and $120.1 million on deposit for
the accounts of the International Equity Fund and Global Fixed Income investment managers. These deposits, with
State Street Bank, are classified as uncollateralized, category “3.”

B. Investments

By statute, the Oregon Investment Council (OIC) is responsible for investment policy. The state treasurer is the
investment officer. ORS 293.726 allows any kind of investment that is prudent. Common stock acquisitions are limit-
ed to 50 percent of the moneys contributed. The state treasurer is prohibited from investing in common stock.
Independent investment managers selected and evaluated by the OIC make common stock investments.

State Treasury 491,895,954 637,310,218

Other Banks 2,365 2,365
$ 2,288,235,547 $2,433,649,811
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Pension Trust Fund Investments
Investment Type:

U.S. Government Securities $

U.S. Agency Securities

Domestic Corporate Securities

Domestic Stocks

International Government

and Corporate Securities

International Stocks

Asset-Backed Securities

Real Estate Securities
Investments on Securities Loan for
Securities and Tri-Party Agreement
Collateral:

Domestic Stocks

International Stocks

Subtotal Pension Plan Investments $

Risk Category Total

1 2 3 Fair Value
432,875,094  $ --- - $ 432,875,094
2,611,992,928 --- --- 2,611,992,928
2,614,903,028 - 2,614,903,028
3,755,259,168 --- 492,129,631 4,247,388,799
715,046,483 --- 715,046,483
2,835,137,252 --- 2,835,137,252
1,498,432,803 --- 1,498,432,803
605,514,796 -—- 605,514,796
1,316,489 --- --- 1,316,489
101,101,660 --- --- 101,101,660
15,171,579,701  § --- 492,129,631 15,663,709,332

Unclassified as to Risk:

Real Estate

Real Estate Mortgages

Annuity Contracts

Leveraged Buyouts

Venture Capital

Limited Partnerships

Domestic Mutual Funds

Global Mutual Funds
Investments Held by Broker-Dealers
under Securities Loans with Cash
Collateral:

U.S. Government Securities

U.S. Agency Securities

Domestic Stocks

Domestic Corporate Securities

International Stocks

International Government

and Corporate Securities

Total Pension Plan Investments

Unclassified as to Risk
Total PERS Investments

Deferred Compensation Mutual Funds

Note: Fair value amounts and reported amounts are the same.

1,732,705,739
1,731,916
6,774,169
1,247,426,921
2,603,295
2,275,441,963
8,234,473,949
3,091,204,399

694,467,981

56,325,531
452,374,864
195,838,079
554,642,619

5,759,712
$ 34,215,480,469

545,089,973
$ 34,760,570,442

PERS;
Oregon’s name for PERS; and

the state of Oregon’s name for PERS.
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GASB Statement No. 3 requires that investments be categorized to give an indication of the level of risk assumed at
year-end. Certain investment types in the PERS portfolio, such as equity real estate, mutual funds, leveraged buyouts,
and deferred compensation investments, cannot be categorized within the guidelines established by GASB Statement
No. 3. These investments total approximately $19,096.9 million in fair value.

PERS investments are classified in three categories of credit risk to give an indication of the level of risk assumed
by PERS as of year-end. The three categories of credit risk are:

1) insured or registered, or securities held by the state of Oregon or its agent in the state of Oregon’s name for

2) uninsured and unregistered with securities held by the counterparty’s trust department or agent in the state of
3) uninsured and unregistered with securities held by the counterparty, or by its trust department or agent but not in

The schedule above presents the fair value of the investments held by the state of Oregon for PERS as of June 30, 2002.




Oregon Public Employees Retirement System

In accordance with state investment policies, several outside investment managers retained by the OIC may invest in
the following types of derivative securities: futures contracts, forwards, option contracts, collateralized mortgage obliga-
tions, mortgage-backed securities, interest rate and currency swaps, or other financial instruments with similar character-
istics.

Asset-backed securities: PERS holds asset-backed securities, a type of derivative, with fair value of $1,498.4 million
as of June 30, 2002. These consist of collateralized mortgage obligations, securities issued by major banks and finance
companies, rate reduction bonds, and other asset-backed securities. Additionally, PERS holds $2,355.8 million in asset-
backed securities issued by agencies of the U.S. government, such as the Federal National Mortgage Association
(FNMA), Government National Mortgage Association (GNMA), and the Federal Home Loan Mortgage Corporation
(FHLMC).

Options: As of June 30, 2002, PERS holds long positions on call options, primarily on September 2002 euro currency
futures, and a long position on a U.S. Treasury note put option. On the same date, PERS also holds short positions on
both put and call options, primarily on U.S. Treasury Bond and Note futures for August 2002 and euro currency futures
for September and December 2002 and March 2003. The combined unrealized loss for all options at June 30, 2002, is
approximately $3.1 million.

Floating rate notes and bonds: As of June 30, 2002, PERS holds $370.2 million in floating rate notes, including $9.9
million in Brady Bonds. These bonds were developed by the U.S. Treasury in association with the International
Monetary Fund and the World Bank to restructure outstanding loans to certain governments into fixed-income invest-
ments. Repayment of bond principal is collateralized by U.S. Treasury zero-coupon bonds and other high-grade debt
instruments.

Forward exchange contracts: As of June 30, 2002, PERS has $180.4 million in open forward contracts to buy foreign
currencies, and $494.2 million in open forward contracts to sell foreign currencies, measured at forward exchange rates
effective June 30, 2002. Unrealized losses, measured as the difference between the contracted currency amounts and the
currency amounts based on June 30, 2002 forward exchange rates, total $5.0 million at June 30, 2002.

Forward exchange contracts contain credit risk in that the counterparty may default on the contract. PERS’ interna-
tional investment managers minimize credit risk by using only major financial institutions as counterparties to forward
exchange contracts. Further, State Street Bank as custodial agent is responsible for monitoring the settlement contracts.

Futures: At June 30, 2002, PERS had 4,754 open short futures contracts, with an unrealized gain of $17.2 million, and
3,972 open long futures contracts, with an unrealized loss of $1.1 million.

Investments in derivatives are generally made to manage the overall risk of the individual managers’ portfolios to a
level satisfactory to the investment management firm and in accordance with their contract with the OIC. For the year
ended June 30, 2002, the credit risk, market risk, and legal risk for these investments are not above and beyond those
risks that are apparent in the financial statements or are otherwise disclosed in the notes to the financial statements. As of
June 30, 2002, several equity index funds held futures contracts on equity indexes similar to the underlying fund hold-
ings.

C. Securities Lending

In accordance with state investment policies, the PERF participates in securities lending transactions. The state trea-
sury has, through securities lending authorization agreements, authorized its custodian to lend its securities pursuant to a
form of loan agreement. Both PERF and the borrowers maintained the right to terminate all securities lending transac-
tions on demand. There were no

significant violations of the provi-
sions of securities lending agree-
mentslduring the period of these Securities Loaned Fair Value
financial State?ments' . U.S. Government Securities $ 689,851,926
The custodian had .the a}lthorlty U.S. Agency Securities 56,888,163
to loan short-term, fixed income, Domestic Stocks 453,691,354
and equity securities and to Domestic Corporate Securities 195,838,078
receive as collateral U.S. dollar International Stocks 655,744,280
and foreign currency cash; U.S. International Government and
government and agency securities; Corporate Securities 9,813,135
letters of credit; and foreign sov- -
ereign debt of Organization of Total $2,061,826,936
Economic Cooperation and -
Development (OECD) countries. Collateral Fair Value
Borrowers were required to deliv- Cash $ 2,047,068,438
er collateral for each loan equal to Securities 108,352,378
not less than 102 percent of the
market value of the loaned securi- Total $2,155,420,816
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ty, or 105 percent in the case of international securities. The custodian did not have the ability to pledge or sell collateral
securities absent a borrower default and PERF did not impose any restrictions during the fiscal year on the amount of the
loans the custodian made on its behalf. PERF is fully indemnified against losses due to borrower default by its current custo-
dian. There were no losses during the year from the failure of borrowers to return loaned securities and no recoveries of
amounts from prior losses.

The maturities of investments made with cash collateral did not generally match the maturities of the securities loaned.
Since the securities loaned are callable on demand by either the lender or borrower, the life of the loans at June 30, 2002, is
effectively one day. On June 30, 2002, PERF had no credit risk exposure to borrowers because the amounts the PERF owes
borrowers exceed the amounts borrowers owe PERF. The fair values of the collateral received and the securities on loan
from PERF as of June 30, 2002, including accrued income, were $2,155.4 million and $2,061.8 million, respectively. For the
fiscal year ended June 30, 2002, total income from securities lending activity was $58.9 million, and total expenses for the
period were $47.0 million for net income of $11.9 million.

PERF’s cash balances held by the state treasurer are invested in the Oregon Short Term Fund (OSTF), as is the cash of
other state agencies. As of June 30, 2002, the fair values of the collateral received and the securities on loan, including
accrued income, from the OSTF were $539.8 million and $525.1 million respectively. PERF’s allocated portions of the col-
lateral received and securities on loan were $44.4 million and $43.2 million respectively. These amounts are not included in
the table on page 27.

The total cash collateral of $2,091.5 million is not categorized as to risk.

(7) Leases

Operating leases are rental agreements-where the payments are Operating
chargeable as rent and recorded in the services and supplies expense Leases
account. Should the legislature disallow the necessary funding for | 2003 $ 43.828
particular leases, all lease agreements contain termination clauses | 2004 44,452
which provide for cancellation of the lease as of the end of a fiscal 2005 45,138
year. Lease obligations decrease each year because of various lease | 2006 45,893
expirations. It is expected that ongoing leases will be replaced with | 2007 24,473
leases which have higher rental rates due to inflation. Fiscal year | Thereafter 0
2002 operating lease expenses were $44,212. Total Future Minimum

The schedule to the right summarizes the minimum lease pay- Lease Payments $ 203,784
ments for operating leases in effect as of June 30, 2002. -
(8) Deferred Compensation Plan

Deferred compensation plans are authorized under Internal
Revenue Code Section 457. The Oregon Legislature enacted Chapter 179, Oregon Laws 1997 that established the Deferred
Compensation Fund. ORS 243.400 to 243.507 established and provided for PERS to administer the state deferred compensa-
tion plan, known as the Oregon Savings Growth Plan (OSGP). As of June 30, 2002, the fair value of investments was $545.1
million.

The plan is a benefit available to all state employees. To participate an employee executes an individual agreement with
the state deferring current earnings to be paid at a future date. Participants in the plan are not required to pay federal and
state income taxes on the deferred contributions and earnings until the funds are received. Participants or their beneficiaries
cannot receive the funds until at least one of the following occurs: termination by reason of resignation, death, disability, or
retirement; unforeseeable emergency; or by requesting a de minimis distribution from inactive accounts valued less than
$5,000.

PERS contracts with CitiStreet, a joint venture between Citigroup and State Street Bank and Trust Company, to maintain
the OSGP participant records. The Oregon state treasury, as custodian of the assets, also contracts with State Street Bank and
Trust Company to provide financial services. There are nine investment options with varying degrees of market risk. Up to
four financial institutions provide investment services in mutual funds for each investment option. A participant receives a
blend of these mutual funds within the investment option. Participants direct the selection of investment options and also
bear any market risk. In prior fiscal years some account balances remained with various financial institutions for participants
who were receiving distributions and who elected not to transfer their account balances to the OSGP. On August 29, 2001,
the OIC with the support of the Board directed that these account balances be transferred to the OSGP. The state has no lia-
bility for losses under the plan but does have the prudent investor responsibility of due care.

PERS may assess a charge to the participants not to exceed 2.0 percent on amounts deferred, both contributions and invest-
ment earnings, to cover costs incurred for administering the program. Actual charges to participants, including investment
charges, for the year ended June 30, 2002, averaged 0.29 percent of amounts deferred.

Oregon Revised Statute 243.505 established a Deferred Compensation Advisory Committee to provide input to the PERS
Board. This committee is composed of seven members who meet at least quarterly.
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(9) Long-Term Debt

In 1992, PERF entered into an agreement to guarantee $50 million in taxable special revenue obligation bonds issued by
the Port of Portland on behalf of a start-up aircraft maintenance company at Portland International Airport. The company
ceased operations at the end of October 1993. Initial interest payments were made from a reserve fund established from
bond sale proceeds. This reserve fund was depleted and interest payments from the retirement trust fund commenced in
October 1994.

PERS has purchased a lease-hold interest in the facility. The value of any recovery cannot be estimated because it will
depend on whether PERS can re-lease or sell the facility, and on what terms. In October 1996, the attorney general filed a
lawsuit against the owners of the company and the consulting firm that advised the investment. At the time of this report,
some claims are still pending. The value of any recovery from pending claims cannot be estimated at this time.

The first table describes taxable obligation
revenue bonds issued and outstanding guaran-
teed by the retirement fund.

The second table summarizes the amounts

Amount

necessary to pay all future long-term guaran- Issued and  Interest

teed debt principal and interest requirements as Outstanding Rate Due Date  Issue Date
of fiscal year ending June 30, 2003, for each
fiscal year during the next five-year period |Series “A” $ 9,300,000  8350% May 15,2010 June I, 1992
ending June 30, 2007, and for the five-year | Series “B” 9,800,000 8.875 May 15,2015 June 1, 1992
periods ending June 30, 2012, June 30, 2017, | Series “C” 27,000,000 9.200 May 15,2022 June 1, 1992
and June 30, 2022.

Pamcorp Taxable Special Obligation Revenue Bonds Issued
and Outstanding

Pamcorp Debt Service Requirements to Maturity
Fiscal Series “A” Series “B” Series “C” Total Total Total
Year Principal Interest  Principal Interest Principal Interest Principal Interest Expenses
2003 $ 900,000 $ 776,550 $ -$ 869,750 $ - $ 2,484,000 $ 900,000 $ 4,130,300 $ 5,030,300
2004 900,000 701,400 - 869,750 - 2,484,000 900,000 4,055,150 4,955,150
2005 1,000,000 626,250 - 869,750 - 2,484,000 1,000,000 3,980,000 4,980,000
2006 1,100,000 542,750 - 869,750 - 2,484,000 1,100,000 3,896,500 4,996,500
2007 1,200,000 450,900 - 869,750 - 2,484,000 1,200,000 3,804,650 5,004,650
2008-2012 4,200,000 718,100 3,500,000 4,197,876 - 12,420,000 7,700,000 17,335,976 25,035,976
2013-2017 - - 6,300,000 1,136,002 5,200,000 12,190,000 11,500,000 13,326,002 24,826,002
2018-2022 - - - - 21,800,000 7,047,200 21,800,000 7,047,200 28,847,200
$ 9,300,000 $ 3,815,950 $9,800,000 $ 9,682,628 $ 27,000,000 $ 44,077,200 $ 46,100,000 $ 57,575,778 $ 103,675,778

In 1996, PERF purchased the land and began construction on a new retirement system headquarters building in Tigard,
Oregon. The construction was financed by the sale of certificates of participation. The certificates of participation were
sold on March 16, 1996, for $8.6 million at a 5.45 percent interest rate. On March 1, 2002, a new COP, Series B, was
issued at a 4.41 percent interest rate, and was used to partially refund the original Series A COP. The remaining Series A
COP has a final repayment due May 1, 2006. The Series B COP has a final repayment due May 1, 2017. The third table
describes COPs issued and outstanding. The first table on page 30 summarizes all future certificates of participation payments

PERS Building Certificates of Participation
Issued and Outstanding

Amount
Issued and Interest
Outstanding Rate Due Date Issue Date
Series “A” $ 1,400,000 5.450% May 1, 2006 March 16, 1996
Series “B” 5,870,000 4.410 May 1, 2017 March 1, 2002
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of principal and interest as of fiscal year ending June 30, 2003, for each fiscal year during the next five-year period
ending June 30, 2007, and the five-year periods ending June 30, 2012, and June 30, 2017.

PERS Building Debt Service Requirements to Maturity

Fiscal Series “A” Series “B” Total Total Total
Year Principal Interest Principal Interest Principal Interest Expenses
2003 $ 325000 $ 67473 $ 10,000 $ 303,765 $ 335,000 $ 371,238 $ 706,238
2004 340,000 52,360 10,000 303,565 350,000 355,925 705,925
2005 360,000 36,210 10,000 303,345 370,000 339,555 709,555
2006 375,000 18,750 15,000 303,075 390,000 321,825 711,825
2007 - - 405,000 302,625 405,000 302,625 707,625
2008-2012 - - 2,360,000 1,184,525 2,360,000 1,184,525 3,544,525
2013-2017 - - 3,060,000 498,225 3,060,000 498,225 3,558,225
$ 1,400,000 $ 174,793 $5,870,000 3,199,125 7,270,000 3,373,918 10,643,918

The following schedule summaizes the changes in long-term debt for the year ended June 30, 2002:

Balance Balance
July 1, 2001 Additions Deductions  June 30, 2002
Pamcorp Principal $ 46,900,000 $ -3 800,000 $ 46,100,000
PERS Building Principal 7,440,000 6,145,000 6,315,000 7,270,000
Plus: Premium (Net) - 371,676 - 371,676
Less: Deferred Gain (Net) - - 428,740 (428,740)
Total Bonds Payable $ 54,340,000 $ 6,516,676 $ 7,543,740 $ 53,312,936

(10) Change in Accounting Principle

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34, Basic Financial
Statements - and Management’s Discussion and Analysis - for State and Local Governments. In June 2001 the GASB
issued Statement No. 37, Basic Financial Statements - and Management’s Discussion and Analysis - for State and
Local Governments: Omnibus, which amended certain provisions of GASB Statement No. 34. PERS adopted the new
pronouncement, as amended, for the fiscal year ended June 30, 2002. The adoption of GASB Statement No 34.
required PERS to present Management’s Discussion and Analysis as required supplementary information preceding the
financial statements. Required financial statements for fiduciary funds are the Statement of Fiduciary Net Assets and
the Statement of Changes in Fiduciary Net Assets. The statements provide a separate column for each plan: pension,
postemployment healthcare, and deferred compensation. With the adoption of GASB Statement No. 34 the deferred
compensation fund was included in the Statements of Changes in Fiduciary Net Assets; and, therefore, prior year
amounts were restated. Beginning net assets in the Statements of Changes in Fiduciary Net Assets for memorandum
only in 2001 increased by $629,625,070.

(11) Contingent Liabilities

Several local government employers (plaintiffs) have filed lawsuits seeking to reverse the Board’s order raising
employer contributions to the PERF, the allocation of 1999 earnings to employee accounts and reserve accounts. As the
issues are the same in each case, the Marion County Circuit Court has consolidated the cases into one. The plaintiffs
are not seeking monetary damages.

Certain PERS members (intervenors) have intervened to defend the Board orders challenged by the plaintiffs and to
pursue their own challenges to two Board orders. Intervenors challenged the February 8, 2000 order that expanded the
coverage provided by a reserve account the Board had previously established. Intervenors also challenged the March
27, 2000 order allocating 1999 earnings to employee and reserve accounts.

Plaintiffs and intervenors have asked the Court to reverse the challenged Board orders, to declare their rights and the
Board’s obligations regarding the PERF, and, if appropriate, to order a redistribution of earnings previously allocated
by the Board. The claims are not covered by insurance.

On July 31, 2001, Judge Paul J. Lipscomb dismissed a number of motions brought by the petitioners and intervenors,
but ruled on several. The motions on which rulings were issued were the calculation of benefits, the use of a contin-
gency reserve, and employer participation in 1999 variable account earnings. The judge ruled in favor of the petitioners
and intervenors on some points and against them on others. He offered no remedies and made clear in his summary that
any remedies that would apply to the rulings would be determined by a subsequent trial.
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Judge Lipscomb issued his final opinion and order on October 17, 2002. He reversed three orders of the Board and remand-
ed the matter to the Board for further proceedings. The three orders that were reversed are: (1) the 1998 order establishing
employer contribution rates; (2) the 2000 order establishing employer contribution rates; and (3) the March 2000 order allo-
cating 1999 earnings of the PERF. Despite reversing these orders, the Court acknowledged that PERS is a fundamentally
sound public pension system.

On remand, the Board will be required to recalculate the 1998 and 2000 employer contribution rates and reallocate the 1999
earnings. PERS had $6.5 billion in earnings available in 1999. The revised 1998 and 2000 employer rates will likely provide
relief to PERS employers.

The details of the Court’s rulings are as follows: (1) in calculating benefits for persons retiring under the “money match”
method, employers are only required to match an amount equal to regular account earnings (not variable account earnings);
(2) benefits must be calculated on the basis of updated mortality tables that are to be implemented “immediately and fully”;
(3) the Board must fund the contingency reserve out of the 1999 earnings, in an amount to be decided by the Board (but any
amount less than 7.5 percent of 1999 earnings must be supported by good and substantial reasons); (4) the Board must exer-
cise its discretion in reconsidering the amount of 1999 earnings to be allocated to the gain-loss reserve; (5) the Board must
also exercise its discretion to allocate earnings to the benefits-in-force reserve first (to ensure sufficient funds are available in
the reserve account to pay expected benefits without additional charge to employers); and (6) the Board must exercise its dis-
cretion to credit 1999 earnings to Tier One employee accounts in a “much more prudent” fashion. The Court also ruled in
favor of the intervenor employees on their claim that the Board breached its fiduciary and contractual duties by allocating a
greater portion of 1999 earnings to employer accounts than allowed by ORS 238.660(2). On remand, 1999 earnings must be
reallocated without applying the administrative rule that governed this allocation. Petitioners and intervenors are both entitled
to recover their attorney fees (in amounts to be determined through further proceedings).

Finally, the Court suggested (but did not require) that PERS might decide on remand not to recalculate retiree benefits, but
could make up some or all of the difference from the contingency reserve, the gain-loss reserve, or count this as an administra-
tive expense.

The Department of Justice and the Board are now considering various options. It is too soon to determine how the Board
will respond to the Court’s order.

The financial impact on the fund is currently unclear. Moreover, there is a question about how the fund will make up any
losses as a result of the Court’s order.
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Required Supplementary Information
Schedules of Funding Progress
(dollar amounts in millions)

Unfunded
Assets as a % Accrued Annual Active UAL asa %
Valuation Actuarial  Valuation of Actuarial  Liabilities Member of Annual Active
Date Liability of Assets Liabilities (UAL) Payroll Member Payroll
Pension Benefits
12/31/2001  $ 45,386.1 $ 39,772.7 87.6% $5,613.4 $ 6,254.0%*%* 89.8%
12/31/2000 42,783.9 41,739.6 97.6 1,044.3 6,195.9 16.9
12/31/1999 40,395.4 39,920.9 98.8 474.5 5,676.6 8.4
12/31/1997 31,178.0 29,097.2 93.3 2,080.8 5,161.6 40.3
12/31/1995 22,794.0 20,963.6 92.0 1,830.4 4,848.1 37.8
12/31/1993 18,614.7 17,560.1 94.3 1,054.6 4,466.8 23.6
12/31/1991 14,378.7 14,679.4 102.1 (300.7) 3,887.5 (7.7)
Postemployment Healthcare Benefits - Retirement Health Insurance Account*
12/31/2001 $ 532.1 $76.5 14.4% $ 455.6 $ 6,254.0%** 7.3%
12/31/2000 543.5 62.1 11.4 4814 6,195.9 7.8
12/31/1999 495.3 41.4 8.4 4539 5,676.6 8.0
12/31/1997 473.8 10.7 23 463.1 5,161.6 9.0
12/31/1995 428.1 (3.4) (0.8) 431.5 4,848.1 8.9
12/31/1993 360.7 (6.8) (1.9) 367.5 4,466.8 8.2
12/31/1991 263.2 (11.5) 4.4) 274.7 3,887.5 7.1
Postemployment Healthcare Benefits - Retiree Health Insurance Premium Account®*
12/31/2001 $ 295 $ 3.0 10.0% $ 26.5 $ 1,954 1%+ 1.4%
12/31/2000 23.1 29 12.6 20.2 1,984.0 1.0
12/31/1999 17.2 2.5 14.5 14.7 1,802.7 0.8
12/31/1997 13.1 0.3 23 12.8 1,399.8 0.9
12/31/1995 26.5 (2.6) (9.8) 29.1 1,581.5 1.8
12/31/1993 25.9 (1.3) (5.0) 27.2 1,498.1 1.8
12/31/1991 29.3 0.0 0.0 29.3 1,440.6 2.0

*The Retirement Health Insurance Account provides postemployment healthcare benefits for eligible members for
all participating employers. When created, the account also assumed the debt of its predecessor trust fund of $11.5
million, resulting in a negative valuation of assets prior to December 31, 1997.

**The Retiree Health Insurance Premium Account provides postemployment healthcare benefits only for eligible
members who retired from state of Oregon employers. Required annual contributions did not begin until July 1,
1995, while benefits were being paid resulting in a negative valuation of assets prior to December 31, 1997.

*#**Effective in 2001 the Annual Active Member Payroll excludes the member pick-up, if any.
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Required Supplementary Information
Schedules of Employer Contributions

(dollar amounts in millions)

Annual
Required

Oregon Public Employees Retirement System

Percentage

Year Ended  Contribution Contributed
Pension Benefits
12/31/2001 $ 681.5 94.6%*
12/31/2000 635.6 95.2%
12/31/1999 545.9 96.6%*
12/31/1998 452.1 100.0
12/31/1997 440.0 100.0
12/31/1996 432.1 100.0
12/31/1995 401.4 100.0
12/31/1994 402.7 100.0
12/31/1993 399.7 100.0
12/31/1992 409.1 100.0
Postemployment Healthcare Benefits - Retirement Health Insurance Account**
12/31/2001 $ 417 100.0%
12/31/2000 41.1 100.0
12/31/1999 37.4 100.0
12/31/1998 33.7 100.0
12/31/1997 30.7 100.0
12/31/1996 28.0 100.0
12/31/1995 24.6 100.0
12/31/1994 21.8 100.0
12/31/1993 214 100.0
12/31/1992 22.0 100.0
Postemployment Healthcare Benefits - Retiree Health Insurance Premium Account™**
12/31/2001 $ 13 100.0%
12/31/2000 1.1 100.0
12/31/1999 1.7 100.0
12/31/1998 2.2 100.0
12/31/1997 2.3 100.0
12/31/1996 24 100.0
12/31/1995 1.2 100.0

*Due to a significant increase in employer contribution rates based on the December 31, 1997 actuarial valuation, the
Board allowed employers to elect to defer increases to future periods.

**The Retirement Health Insurance Account provides postemployment healthcare benefits for eligible members for all

participating employers.

***The Retiree Health Insurance Premium Account provides postemployment healthcare benefits only for eligible
members who retired from state of Oregon employers. Required annual contributions did not begin until July 1, 1995.
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Valuation Date
Actuarial Cost Method

Amortization Method

Actuarial Assumptions:
Investment Rate of Return
Projected Salary Increases
Consumer Price Inflation
Health Cost Inflation
Cost-of-living Adjustments
Method Used to Value Assets

Amortization Period

Selection of Amortization Approach

*Health Cost Inflation
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6
Year 7
Year 8

Year 9 and later
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Notes to Required Supplementary Schedules

The information presented in the required supplementary schedules was determined as part of the actuarial valua-
tions at the dates indicated. Additional information as of the latest actuarial valuation follows.

PERS

December 31, 2001

Entry Age

Level percent of salary over a period commencing on the valuation date

and ending on December 31, 2027.

8.0%

4.25%

3.5%

Graded from 9.0 % to 5.0 % over 9 years*

2.0%

The actuarial value of assets is equal to the fair market value of assets
on the valuation date, less a reserve equal to a pro-rata portion of the
investment gains (losses) over the four-year period ending on the
valuation date. Investment gains (losses), effective from January 1, 2000,
are recognized at the rate of 25.0 percent per year. The actuarial value
of assets is limited to a 10.0 percent corridor above and below the fair
market value.

26 years

Closed

9.0%
8.5
8.0
7.5
7.0
6.5
6.0
5.5
5.0

Note: The December 31, 2001 valuation will amortize the unfunded actuarial liability over a 26-year period. This
amortization period will be shortened each valuation until a 20-year amortization period is achieved.
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Schedule of Plan Net Assets -
Defined Benefit Pension Plan

Interaccount Receivables and Payables
Due from Other Funds
Investments:

Fixed Income

Equity

Real Estate

Alternative Equity

Total Investments

Securities Lending Cash Collateral
Prepaid Expenses and Deferred Charges

Equipment and Fixtures, Cost Net of Accumulated

Depreciation at 2002: $ 2,013,498; at
2001: $ 1,906,097
Land and Buildings, Cost Net of Accumulated
Depreciation at 2002: $ 916,335;
at 2001: $736,073
Office Supplies Inventory, Cost
Total Assets

Liabilities:

Investment Purchases and Accrued Expenses

Deposits and Other Liabilities

Due to Other Funds

Bonds Payable

Securities Lending Collateral Due Borrowers
Total Liabilities

Net Assets held in trust for pension benefits

June 30, 2002 and 2001
Regular Variable Totals
Account Account 2002 2001
Assets:
Cash and Cash Equivalents $ 2,229,560,738  $ 20,460,743 $ 2,250,021,481 $ 1,610,121,247
Receivables:
Employer 34,391,924 -—- 34,391,924 46,224,502
Plan Member 14,510,885 4,970,636 19,481,521 25,621,718
Interest and Dividends 112,763,674 877,004 113,640,678 167,659,988
Investment Sales and Other Receivables 894,468,522 4,075,449 898,543,971 928,525,683
Total Receivables 1,056,135,005 9,923,089 1,066,058,094 1,168,031,891

16,113,418
1,419,643

10,392,217,929
17,079,244,473
1,728,688,206
3,517,297,853

(16,113,418)

38,156,210
1,383,839,277

1,419,643

10,430,374,139
18,463,083,750
1,728,688,206
3,517,297,853

1,275,381

11,462,440,370
19,349,770,012
1,960,660,293
4,317,620,470

32,717,448,461

1,421,995,487

34,139,443,948

37,090,491,145

2,091,464,709

2,091,464,709

2,191,140,289

132,677 - 132,677 44,603
140,750 - 140,750 213,873
7,238,636 - 7,238,636 7,418,899
4,839 — 4,839 5,352
38,119,658,876 1,436,265,901 39,555,924,777 42,068,742,680
2,657,890,917 11,858,647 2,669,749,564 2,306,916,483
107,222,673 588,573 107,811,246 110,648,027
53,312,936 - 53,312,936 54,340,000
2,091,464,709 --—- 2,091,464,709 2,191,140,289
4,909,891,235 12,447,220 4,922,338,455 4,663,044,799

$ 33,209,767,641

$ 1,423,818,681

$ 34,633,586,322

$ 37,405,697,881

e35e




Oregon Public Employees Retirement System

Schedule of Changes in Plan Net Assets -

Defined Benefit Pension Plan
For the Years Ended
June 30, 2002 and 2001

Additions:
Contributions:
Employer
Plan Member
Other Sources
Total Contributions

Investment Income:
Net Appreciation (Depreciation)
in Fair Value of Investments
Interest, Dividends, and Other Investment Income
Total Investment Income

Less Investment Expense
Net Investment Income

Other Income
Total Additions

Deductions:

Benefits

Death Benefits

Refunds of Contributions

Administrative Expense

Interaccount Transfers
Total Deductions

Net Increase (Decrease)
Net Assets held in trust for pension benefits

Beginning of Year
End of Year
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Regular Variable Totals
Account Account 2002 2001
$ 989,078,917  $ - 3 989,078,917  $ 639,010,754
289,298,953 102,243,258 391,542,211 370,165,609
20,939,073 20,939,073 20,278,204
1,299,316,943 102,243,258 1,401,560,201 1,029,454,567

(2,908,673,733)
983,531,131

(283,939,284)
25,738

(3,192,613,017)
983,556,869

(4,018,479,531)
867,778,799

(1,925,142,602)

209,011,502

(283,913,546)

4,244,713

(2.209,056,148)

213,256,215

(3,150,700,732)

315,816,539

(2,134,154,104)

257,155

(288,158,259)

(2,422,312,363)

257,155

(3,466,517,271)

603,381

(834,580,006)

(185,915,001)

(1,020,495,007)

(2,436,459,323)

1,626,585,949 51,365,303 1,677,951,252 1,568,808,652
10,121,636 --- 10,121,636 9,688,541
43,876,353 2,210,559 46,086,912 46,243,701
16,470,216 986,536 17,456,752 25,374,819
(97,872,191) 97,872,191 --- ---
1,599,181,963 152,434,589 1,751,616,552 1,650,115,713
(2,433,761,969) (338,349,590) (2,772,111,559) (4,086,575,036)

35,643,529,610

1,762,168,271

37,405,697,881

41,492,272,917

$ 33,209,767,641

$ 1,423,818,681

$ 34,633,586,322

$  37,405,697,881




Schedule of Plan Net Assets -
Postemployment Healthcare Plan
June 30, 2002 and 2001

Assets:
Cash and Cash Equivalents
Receivables:
Employer
Plan Member
Interest and Dividends
Total Receivables

Due from Other Funds
Commingled Investments

Total Assets
Liabilities:
Investment Purchases and Accrued Expenses
Due to Other Funds

Total Liabilities

Net Assets held in trust for postemployment
healthcare benefits

Oregon Public Employees Retirement System

Retiree Standard
Retirement Health Insurance Retiree
Health Insurance Premium Health Insurance Totals
Account Account Account 2002 2001
$ 1,981,287  $ 104,718 $ 34,912,399 $§ 36,998,404 $ 31,132,984
2,074,952 - - 2,074,952 2,956,883
-—- - 3,961,719 3,961,719 3,245,691
2,074,952 --- 3,961,719 6,036,671 6,202,574
1,050,955 - - 1,050,955 -
73,297,090 2,739,431 - 76,036,521 66,706,141
78,404,284 2,844,149 38,874,118 120,122,551 104,041,699
- --- 1,903,757 1,903,757 932,593
1,062,148 333,674 959,032 2,354,854 1,170,360
1,062,148 333,674 2,862,789 4,258,611 2,102,953
$ 77,342,136 $ 2,510475 $ 36,011,329 $ 115,863,940 $ 101,938,746
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Postemployment Healthcare Plan

Schedule of Changes in Plan Net Assets -

e38 e

For the Years Ended
June 30, 2002 and 2001
Retiree Standard
Retirement  Health Insurance Retiree
Health Insurance Premium Health Insurance Totals
Account Account Account 2002 2001
Additions:
Contributions:
Employer $ 40,154,004 1,424,727 $ — $ 41,578,731 $ 43,472,869
Plan Member - - 52,273,896 52,273,896 45,492,117
Total Contributions 40,154,004 1,424,727 52,273,896 93,852,627 88,964,986
Investment Income:
Net Appreciation (Depreciation) (4,290,677) (155,146) - (4,445,823) (4,369,580)
in Fair Value of Investments
Interest, Dividends, and Other Investment Income -—- --- 902,103 902,103 1,844,957
Total Investment Income (4,290,677) (155,146) 902,103 (3,543,720) (2,524,623)
Less Investment Expense --- --- --- -—- ---
Net Investment Income (4,290,677) (155,146) 902,103 (3,543,720) (2,524,623)
Total Additions 35,863,327 1,269,581 53,175,999 90,308,907 86,440,363
Deductions:
Healthcare Premium Subsidies 23,627,238 1,155,018 - 24,782,256 24,187,116
Retiree Healthcare Expense - - 49,376,276 49,376,276 39,831,041
Administrative Expense 782,513 231,241 1,211,427 2,225,181 2,209,878
Total Deductions 24,409,751 1,386,259 50,587,703 76,383,713 66,228,035
Net Increase (Decrease) 11,453,576 (116,678) 2,588,296 13,925,194 20,212,328
Net Assets held in trust for
postemployment healthcare benefits
Beginning of Year 65,888,560 2,627,153 33,423,033 101,938,746 81,726,418
End of Year $ 77,342,136 2,510,475 $ 36,011,329 $ 115,863,940 $ 101,938,746
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Schedule of Administrative Expenses

For the Years Ended
June 30, 2002 and 2001
2002 2001
Personal Services:
Staff Salaries $ 8,277,473 $ 7,804,121
Social Security 631,653 595,794
Retirement 1,288,255 1,230,575
Insurance 1,293,788 1,140,286
Assessments 870,489 152,238
Total Personal Services 12,361,658 10,923,014
Professional Services:
Actuarial 302,383 401,170
Data Processing 318,414 9,629,358
Audit 214,078 168,602
Legal Counsel 514,764 501,708
Medical Consultants 102,625 83,800
Training and Recruitment 136,844 138,806
Contract Services 1,437,216 1,992,132
Healthcare Fees 2,076,037 1,913,703
Total Professional Services 5,102,361 14,829,279
Communications:
Printing 207,060 133,392
Telephone 233,882 271,921
Postage 335,682 342,888
Travel 89,266 114,229
Total Communications 865,890 862,430
Rentals:
Office Space 72,536 71,140
Equipment 53,011 60,743
Total Rentals 125,547 131,883
Miscellaneous:
Central Government Charges 512,197 302,081
Supplies 484,660 414,374
Maintenance 442,548 349,137
Non-Capitalized Equipment 159,880 45,123
Depreciation 287,663 316,888
COP Amortization 25,052 -—
Total Miscellaneous 1,912,000 1,427,603
Total Administrative Expenses: Defined Benefit Pension Plan,
Postemployment Healthcare Plan, and Deferred Compensation Plan
for the Year Ended June 30, 2002. $ 20,367,456 $ 28,174,209
Schedule of Payments to Consultants
For the Years Ended
June 30, 2002 and 2001
Commission / Fee
Individual or Firm 2002 2001  Nature of Service
Milliman USA $ 248475 $ 314,985 Actuary
William Mercer 0 86,185 Actuary
Oregon Department of Justice 385,430 501,708 Legal
Oregon Audits Division 199,477 168,602 Audit
B.W. Reed Benefits, Inc. 145,434 72,000 Health Insurance Consultant
Lawrence Duckler, MD 45,000 11,800 Medical Advisor and Expert Witness
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Oregon Public Employees Retirement System
Summary of Investment Fees, Commissions, and Expenses
For the Years Ended June 30, 2002 and 2001

International Equity Fund Managers
Acadian
Barclay’s Global Investors (EAFE)
Brandes Investment
Clay Finlay, Inc.
Driehaus Capital
Genesis Investment Management Ltd.
Lazard Asset Management
Marvin & Palmer Associates
Montgomery Asset
Rowe Price
Sanford Bernstein
Schroder Capital
TT International
Domestic Equity Fund Managers
Alliance Capital Management
Barclay’s Global Investors (all funds)
Becker Capital
Brown Capital
Equinox
Fiduciary Trust
Froley-Revy Equity
Nicholas Applegate
Northern Trust Company
Oak Associates
Peachtree Asset Management
Sanford Bernstein
Shott Capital Management
Thompson/Rubenstein Investors
Veredus Capital Management
Wanger Asset Management
Wellington Management
Winslow Capital Management
Zesiger Capital Group
Fixed Income Managers
Alliance Capital Management
Barclay’s Global Investors (Corporate Government Bond Index)
Blackrock Financial Management
Fidelity Management Trust Co.
Merrill Lynch Investment Managers
Rogge Global Partners
Wellington Management Co.
Western Asset Management
Real Estate Investment Fund Manager
La Salle Advisors (Alex Brown Realty)
Leveraged Buyout Manager
KKR
Custodian
State Street Bank
Alternative Equity Managers
2000 Riverside Capital
Aurora Equity Partners
BCI Growth
Castle Harlan
CVC European
Doughty Hanson
Exxel Capital Partners
Hicks Muse
Parthenon Investors
Pathway Private Equity
Solera Partners
TPG Partners
TSG Fund
Vestar Capital
Other Alternative Equity Fees
Real Estate Fees and Expenses
Real Estate Bond Expenses
State Treasury Fees
Securities Lending Fees
Brokerage Commissions
Other Investment Fees and Expenses
Total Investment Fees, Commissions, and Expenses -
Defined Benefit Pension Plan
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2002 2001
$ 1,519,220 $ 1,576,755
656,142 681,238
2,037,160 2,194,358
1,203,816 1,405,073
1,923,077 2,575,067
1,453,643 1,478,937
218,446 605,358
1,462,994 1,694,344
1,067,348 1,143,827
2,104,018 2,667,962
1,870,818 1,906,911
1,040,790 1,119,097
1,371,035 1,640,711
1,531,199 1,930,411
3,172,236 899,186
1,386,532 1,276,596
386,413 1,029,978
817,501 1,971,206
- 558,651
1,122,594 1,193,794
1,739,243 2,518,571
816,760 935,792
1,140,488 1,580,612
692,434 896,014
2,200,768 2,236,340
776,516 2,506,635
1,551,878 1,883,385
1,159,403 236,408
2,773,477 3,104,783
2,881,182 2,508,175
1,083,717 218,847
659,036 1,330,483
1,503,807 311,996
60,448 198,070
1,661,226 360,267
1,902,684 384,785
119,146 643,289
147,805 796,073
1,671,068 1,703,075
1,536,908 1,554,624
1,161,274<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>