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Pathway Capital Management, LLC (“Pathway”) has assisted the
Los Angeles City Employees” Retirement System (“LACERS”) in
committing $544.0 million to 41 alternative investment partner-
ships as of March 31, 2001.1 LACERS’ current allocation to the al-
ternative investment asset class is 8.0% of the total pension
fund’s market value, or $568.8 million; the goal is to achieve a
5.0% allocation based on market value. As of March 31, 2001, the
alternative investment portfolic had a market value of $251.4
million, or 3.5% of LACERS’ total pension fund’s market value.

This report contains an overview of the alternative investment
environment and information regarding the investment activity
of LACERS’ portfolio during the first and second quarter of
2001.2

The following table illustrates the first quarter activity for LACERS’ alternative investment portfolio.
LACERS committed $80.0 million to five new alternative investment partnerships during the first quarter
of 2001. For a breakdown by partnershlp, p]ease refer to the Portfolio Summary included in this report.

LACERS' Altematwe Investment Portfolio

First Quarter 2001 Activity!
{$ in millions)

Cum. Mkt. Cum. Total Gain/ Incep. Qtr

Cont.b Value Dist Valuec  (Loss) IRR Returnd
$263.7 $251.4 $84.1 $335.6 $71.9 16.8% -6.3%

247.0 261.0 74.3 335.3 88.3 22.5% -5.2%

No. of
Psps.* Commit.?
Mar. 31, 2001 41 $544.0
Prior Quarter 36 464.0
(Quarter Change 5 $80.0

d Quarterly return is not annualized.
————

a As of June 30, 2001, LACERS had committed $544.0 million to 41 alternative investment partnerships.
b Includes management fees called outside of LACERS capital commitment.
¢ The total value is equal to the market value plus cumulative distributions.

$16.7 ($9.6) $9.8 $0.3 ($164)  (5.7%)

1. While the date of this report is June 30, 2001, the most recent partnership financial data available is as of March 31, 2001,

2.In the course of preparing our report, we have

relied, without independent verification other than as specifically described herein,

upon the accuracy and completeness of financial and other information publicly available or provided to us by the general part-
ners, their professional staffs, and others contacted by us. Our conclusions do not reflect an audit of any portfolio investment by

us, and are based on conditions prevailing at

the date of this report and known to us.

©2001 Pathway Capital Management, LLC. All Rights Reserved. Reproduction and/or distribution of these materials without the prior written
permission of Pathway Capital Management, LL.C is prohibited.




Torget Allocation

LACERS’ Alternative Investment Portfolio
Target Allocation as of March 31, 20011

($ in Millions)
$5600.0
y 568.8
= 8.0% Allocation (Commitment) 2529 0
$500.0 ® 5.0% Market Value Target z '
) == Commitments (7.4%)
Market Value (3.5%)
$400.0
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1. Target allocation increased from 7% to 8% during 2001.

Diversification

One of Pathway’s objectives is to create an alternative investment portfolio for LACERS that is diversified
by investment strategy. Based on March 31, 2001 market values plus unfunded capital commitments,
LACERS" exposure to the various investment strategies remained relatively constant during the first
quarter of 2001. Specifically, the venture capital strategies decreased slightly from 42.5% at year-end 2000
to 42.3% at March 31, 2001, Additionally, the portion of the alternative investment portfolio comprised of
acquisition-related strategies increased from 52.1% at December 31, 2000 to 52.4% at March 31, 2001.

Investment Strategy Diversification
(% of Market Value plus Unfunded Capital Commitments)

As of March 31, 2001
Venture Diverse  Acquisition Int'l
2.8% 6.7%

Venture Late Acquisition Large
17.0% 15.8%
Venture Early o '
22.5% Acqmsn;g)g?Medlum
. (r]

Dmtress_g;f Debt Acquisition Platform

9.0%




Performance

Due to the long term nature of the alternative investment asset class, Pathway measures performance
using a variety of methods, as illustrated in the following charts.
Ketwrmns
The following chart illustrates LACERS’ quarterly, one-, three-, and five-year, and inception returns as of
March 31, 2001. As of March 31, 2001, LACERS’ alternative investment portfolio generated an IRR of
16.8% since inception. The portfolio as a whole generated an IRR of -6.3% for the first quarter of 2001.
Essex 1V, WCAS VII, and WCAS VIII were the partnerships that had the largest impact on the portfolio
during the first quarter of 2001.

Quarterly, One-, Three-, Five-Year, and Inception Net IRRs

As of Maxch 31, 2001
- 4
|
10Q011 5%
One-Year
Three-Year 18.2%.

Five-Year
Inception . .

e - _ - — _I - e 5 = _—._:. i =‘;'|-|

-10.0% -5.0% 0.0% 5.0% 10.0% 15.0% 20.0% 25.0%
1. Quarterly return is not annualized.
LACHERS Commitments, Contribuiions and Dishuibufions

The following chart illustrates the amount of capital that LACERS has committed and contributed to 41
alternative investment partnerships as of March 31, 2001, since the inception of the program in 1995, The
chart also illustrates cumulative distributions received by LACERS since the inception of its alternative
investment program. As of March 31, 2001, LACERS received cumulative distributions totaling $84.1
million, representing 31.9% of the $263.7 million LACERS has contributed to date.

Total Capital Committed, Contributed, and Distributed
As of March 31, 2001

($ in millions)

$600.0 ¢ m Committed |
=  Contributed $544.0
Distributed
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First Quarter 2001 Significant Fvents

* WCAS VIII

LACERS’ investment in WCAS VIII experienced the largest decrease in value during the first quarter
of 2001. The $4.4 million decrease was due to the decline in value of several portfolio company
investments. = Most significantly, the Partnership’s $303.3 million investment in Winstar
Communications was written-off during the quarter, due to a loss of funding and the general
downturn in the telecommunications industry. The company subsequently filed for bankruptcy
protection under Chapter 11 on April 18, 2001. Additionally, WCAS VIII's $210.7 million investment
in Centennial Communications declined by $350.3 million, due to a 43.3% drop in the company’s stock
price during the first quarter of 2001. WCAS VIII generated a net IRR of -9.6% at March 31, 2001,
compared with 16.4% at December 31, 2000.

* Essex IV

During the first quarter of 2001, LACERS’ investment in Essex [V declined in value by $2.0 million,
mostly due to the decrease in value of several of the portfolio’s publicly traded companies. Most
significantly, the stock price of Cell Therapeutics closed at $17.94 per share at March 31, 2001, a 60.2%
drop from the December 31, 2000, closing price of $45.06 per share. Additionally, the Partnership sold
part of its investment in Cell Therapeutics at a price lower than the year-end 2000 value of the
securities sold. The net return for Essex IV decreased from 100.1% at December 31, 2000, to 35.5% at
March 31, 2001.

* WCAS VII

LACERS’ investment in WCAS VII decreased by $2.0 million during the first quarter of 2001, due
primarily to the decline in the stock price of Amdocs. Specifically, the company’s stock price fell by
27.7% during the quarter, closing at $47.90 per share on March 31, 2001. Additonally, a portion of the
Partnership’s investment in Amdocs was realized at a price lower than the December 31, 2000, value
of the investment. This resulted in a loss of $197.8 million for the Partnership during the first quarter
of 2001. WCAS VII generated a net return of 20.1% at March 31, 2001, down from 23.6% at year-end
2000.

" o e ar PERAVT A i v e i L+ A e S S S
Second Quarter 2001 Amendments and Cousents

* Navis V
Date of Approval: May 25, 2001
Subject: The General Partner is requesting an extension of the final closing
date of the Fund from May 31, 2001, to June 30, 2001.
Reason for Approval: Pathway approved this amendment to allow more investors the
opportunity to participate in the Fund without any measurable impact
to LACERS.

o A T, S
Second Uwarie

it

* Menlo VII
On April 4, 2001, Menlo VII distributed 5.0 million shares of CIENA, representing the majority of
CIENA shares the Partnership received after the company’s March 29, 2001, acquisition of Cyras
Systems. The shares distributed were collectively valued at $174.5 million, of which $163.9 million
was considered gain. LACERS received 82,594 shares of CIENA, valued at $2.9 million, compared
with a cost of $210,020. As of June 30, 2001, LACERS had received $22.4 million from Menlo VIi,
representing 448.0% of its $5.0 million commitment to the Fund.




* WCAS VII

WCAS VII distributed 1.9 million shares of Amdocs on May 8, 2001, valued at $118.0 million, or 21.1
times the realized cost basis of $5.6 million. LACERS received 16,450 shares of Amdocs common stock,
valued at $1.0 million, compared with a cost of $59,334. This btings cumulative distributions received
by LACERS from WCAS VII to $13.9 million as of June 30, 2001.

Recent Commitiments

Trident Capital Fund V, L.P.

Industry Focus:

Geographic Focus:

LACERS Commitment: $15.0 million
Fund Size: $658.1 million
LACERS’ Ownership: 2.3%
Partnership Closing Date: January 17, 2001
Investment Strategy: Venture capital - Early
Industry Focus: Communicaticns and internet companies
Geographic Focus: Diversified
Austin Ventures VIIL L.P.
LACERS” Commitment: $15.0 million
Fund Size: $1.5 billion
LACERS” Ownership: 1.0%
Partnership Closing Date: January 29, 2001
Investment Strategy: Venture capital - Early
Industry Focus: Internet, communications and semiconductor companies
Geographic Focus: Southwestern United States
Whitney V, L.P.
LACERS’ Commitment: $10.0 million
Fund Size: $1.1 billion
LACERS’ Ownership: 0.9%
Partnership Closing Date: January 31, 2001
Investment Strategy: Venture capital - Late

Communications, financial, healthcare, information technology, and
transforming industries

United States, Europe and Asia

Madison Dearborn Capital Parters IV, L.P,

LACERS’ Commitment: $25.0 million

Fund Size: $4.0 billion

LACERS” Ownership: 0.6%

Partnership Closing Date: January 31, 2001
Investment Strategy: Acquisition - Medium
Industry Focus: Diversified
Geographic Focus: Diversified




CVC Furopean Equity Partners IIT, L.P,

LACERS Commitment:
Fund Size:

LACERS’ Ownership:
Partnership Closing Date:
Investment Strategy:
Industry Focus:
Geographic Focus:

Compan
AFR Holdco, Inc.
Alliance Data Systems, Inc.
Amatek
AntFactory Ltd.
Carolina Broadbkand, Inc.
Centennial Cellular Corp.
ClearSource, Inc.
Colo.com
Conseco, Inc.

$15.0 million

$3.5 billion

0.4%

January 31, 2001
Acquisition - International
Diversified

Pan-European

Partnerships
OCM, OCM II

WCAS VII, WCAS VIII
CVC, CVCII

CVCIL, .H. Whitney TV
Chisholm IV, J.H. Whitney IVI

WCAS VII, WCAS VIII
Chisholm IV, J.H. Whitney [VI

Menlo VII, Menlo VIIT

OCM II, OCM III, Tom Lee TV

Control Delivery Systems Essex IV, Essex V
Council Tree Hispanic Broadcasters Madison Dearborn IfI, Madison Dearborn [V
ePeople Menlo VI, Menlo VIIL
Eurotunnel Finance Limited OCM, OCM 11
Finova Capital OCM II, OCM 111
FirstMark Communications Europe KKR 1996, WCAS VIII, WCAS IX

Global Knowledge Network
Grande Communications

WCAS VII, WCAS VIII
Austin VII, ].H. Whitney IV

GST Telecommunications OCM II, OCM III
Headstrong WCAS VIII, WCAS IX
HealthMarket Chisholm IV, J.H. Whitney IV
ICO Global Communications OCM II, OCM III
InPhase Technologies Madison Dearborn III, Madison Dearborn IV
Integrated Health Services OCM II, OCM 11
Laidlaw OCM II, OCM 1L
Lantern Communications, Inc. Madison Dearborn III, Menlo VIII
Legerity, Inc. Austin VI[, TPG III
Loewen Group International OCMII, OCM 111
Loews Cineplex Entertainment Corp. OCMII, OCM IH
Lukinter Finance B.V. OCM, OCM IT
Maidenform, Inc. OCM, OCM I
Mariner Post-Acute Network OCM II, OCM TI

Medcath Corporation

KKR 1996, WCAS VII




New Lecta CVC,CVCII
nTelos {fka CFW Comm.) WCAS VIII, WCAS IX
Pacific Aircorp OCM, OCM Il
Payless Cashways OCM, OCM III
Penn Traffic OCM, OCM II
PeopleFirst.com Madison Dearborn 11, Richland III
Premium Standard Farms OCM, OCM I
PT Indah Kiat Pulp and Paper Corp. OCM, OCM I
Reeves Industries OCM, OCM 1T
Risk Management Alternatives GTCR V, GTCR VI
SAVVIS Communications WCAS VII, WCAS VIII
Select Medical Corp. GTCR V & VI, Thoma, Cressey VI, WCAS VII
Service Corporation International OCM II, OCM 111
SHPS, Inc. WCAS VIII, WCAS IX
SIMCALA CGWIIIL, OCM I
Spalding Holdings Corp. KKR 1996, OCM
Sunbeam Corp. OCMIL, OCM 11
U.S. Loyalty Corp. WCAS VII, WCAS VIII
Valor Telecommunications Southwest, LLC WCAS VIH, WCAS IX
Waxman Industries, Inc. OCM, OCM I
Wyndham International, Inc. Apollo IV, Tom Lee IV

Zhone Investors V, LLC

Alterngiive Fnvestment Fnvivonment

Orwerall Alteraative investmant Bavizonment

KKR 1996, Madison Dearborn 111

Alternative Investment fund raising has substantially slowed from last year’s record $263.7
billion in capital commitments. The first half of 2001 raised a total of $70.8 billion in
commitments in alternative investments worldwide. Many prominent alternative investment
firms have scaled back or closed on funds below their original fundraising targets. The slow
down in the pace of fundraising should benefit investors for two primary reasons. First,
investors have a longer period of time to conduct due diligence on funds being considered for
investments. Second, a more challenging fundraising environment should result in limited
partners having greater negotiating power with general partners, resulting in more favorable
terms.

The majority of the capital raised came from U.S.-based alternative investment partnerships,
which accounted for 63.7% of the total amount raised in the first six months of 2001. The
following chart illustrates the amount of alternative investment capital raised worldwide on an
annual basis since 1990.




Annual Worldwide Alternative Investment Fundraising
($ in billions)
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Over the last one-year period, alternative investment returns have turned negative, coinciding
with the dramatic drop in the performance of the NASDAQ market over the same time period.
Specifically, U.S. venture capital firms generated a return of -1.9% for the one-year period end-
ing March 31, 2001, compared with U.S. buyout firms, which generated a return of -6.7% over
the same period. Venture capital firms have produced strong returns in the three-, five-, ten-,
and 20-year time periods, exceeding the returns of buyout firms as measured in the table below.

Performance of Albernative Investment Frms
Throngh March 21, 2001

Fund Type 1Yr 3Yr SYr 10 Yr. 20 Yr.
Venture Capital -1.9% 57.8% 44.4% 29.1% 19.3%
Buyouts -6.7% 8.2% 13.1% 14.9% 17.0%
Mezzanine 11.2% 10.8% 10.7% 11.9% 11.5%
Total Alternative Inv. -4.9% 23.5% 24.3% 21.0% 18.4%

Source: Venture Economics

Vemnture Capital BEovironment

Worldwide venture capital fundraising has slowed, compared with the rapid pace in 2000.
However, both 1999 and 2000 were atypical years for the venture capital industry, as numerous
venture capital funds raised follow-on funds in both 1999 and 2000. In fact, several prominent
venture capital funds raised three funds during the four-year period from 1997 to 2000. As a
result, it is not unexpected that fundraising during 2001 has slowed.

During the first half of 2001, venture capital funds only closed on $36.0 billion, compared with
$149.6 billion for the full year of 2000. It is anticipated that venture capital fundraising levels
for 2001 will be at least 35% below last year’s levels. U.S. venture capital firms accounted for
68.5% of the 2001 total, down from 71.3% in 2000. The chart on the following page illustrates
annual worldwide fundraising levels for venture capital firms since 1990.




Annual Worldwide Venture Capital Fundraising
($ in billions)
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During the first four months of 2001, only 11 venture-backed companies were taken public. The
sell-off in the NASDAQ market, especially of young internet companies, has left investors with
huge losses from previous IPOs. Only 18.4% of the last year’s initial public offerings (“IPO”)
were trading above their initial public offering prices.

Number of Venture-Backed IPOs by Year
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For the time being, the IPO market remains very selective as a method for venture capitalists to
exit portfolio companies. The decline in IPO activity is expected to have a negative impact on
existing venture capital partnerships by lengthening the development time for portfolio
companies. Longer holding periods and lower interim valuations will have a negative impact
on the returns of fully invested venture capital partnerships. However, for new investments
being made, the difficult IPO market combined with the declining public markets has resulted
in venture capitalists investing at a slower rate, spending more time evaluating investment
opportunities, and paying significantly lower valuations, which should have a positive impact
on eventual returns.




The performance for the venture capital asset class has declined significantly over the last quar-
ter as follow-on rounds of financing continued to decline in value or disappeared entirely. The
following table provides a further breakdown of venture capital returns by stage of investment
over ﬁve different time perlods ending March 31 2001,

Wenbure rermancs
as rs-f iz

Fund Type 1Yr 3Yr 5Yr 10 Yr. 20 Yr.

Early / Seed 1.1% 86.0% 61.2% 35.3% 23.0%
Balanced -5.7% 48.3% 38.9% 25.3% 17.1%
Later-Stage -2.0% 31.5% 28.5% 26.2% 18.0%

‘ All Venture Capital -1.9% 57.8% 44.4% 29.1% 19.3%
Source: Venture Economics

Spec il "”‘1 by Hx \qTL"Li"L‘lLHI G

Buyout funds ra1sed $26.7 billion in the first half of 2001 reflecting a slowdown from last year’s
record pace of $107.6 billion. The commitment pace slowed during the second half of 2000 and
continued into 2001. Several prominent firms have recently lowered their targets for new funds
during this difficult fundraising environment. As a result, this year’s fundraising for buyout
firms will be significantly less than last year’s. The following chart shows the annual
fundraising since 1990.

Annual Buyout Fundraising
(§ in billions)
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Source: Venture Economics
The current environment should also offer buyout firms investment opportunities in non-
technology companies that have been overlooked by the public markets over the last few years.
According to the industry trade publication Buyouts, the average purchase price multiple paid
by financial buyers is currently at the lowest level since 1995. Additionally, according to an
article in The Private Equity Analyst, valuations for private companies have declined over 30
percent since 2000. Therefore, the declining valuations of private companies over the near term
should provide significant opportunities to those investors with capital available to invest over
the next several years.
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LACERS" Alternative Investment Portfolio Summary

Second Quarter Activity
as of June 30, 2001
($000s)
Actual Estimated
343101 6/30/01
Market 2nd Qfr 2nd Otr Market Cum. Cum.
Parinership Commit. Value Contrib.  Distrib, Yalue Contrlb,' Distrib.
1995 Generation
1 WCAS VI §15,000 $13.964 50 $1,005 $12,960 $15,000 $13.860
2 OCM 11.000 5.527 Q [*] 5527 11.000 11.000
$26,000 $19,492 $0 $1,005 $18,487 $26,000 $24 860
1998 Generation
3 CVC Eyropean $10,000 $6,535 $0 $0 $6,535 $9.414 $10,769
4 CGW Southeast |1l 9.000 3.270 207 g 3477 8611 2.669
$19,000 $9,805 $207 $0 $10,013 $18,024 $14,439
1997 Generation
5 InterWest VI $5,000 $9,065 30 $0 $9,085 $5,000 $8,832
& GTCR Fund V 10,000 9718 0 0 9,718 10,000 2,762
7 KKR 1986 Fund 25,000 22,316 B 58 21,267 21,340 4,681
8 Menlo VII 5,000 7,696 3,496 4,201 4,250 22,380
9 OCMII 11.000 12,106 [¢] 33 11,373 11.000 1454
$56,000 $60,902 (5990} $4,287 $55,825 $51,590 $40,259
1998 Generatich
10 Thomas Lee IV §7,000 $6,696 $20 30 $6.716 $5,771 366
11 Kelso VI 5,000 1,784 o] Q 1,784 2,043 9
12 Apolla IV 5,000 4,746 318 Q 5,064 4,575 37
13 GTCR Fund VI 10,000 7432 200 Q 7.632 9,804 5,474
14 Thoma Cressey V| 5,000 4625 300 0 4,925 4,500 0
15 CVC Eurapean || 10,000 6,086 621 196 68511 7658 1,231
18 Essex Woodlands [V 4,000 2954 220 264 2910 2914 1,189
17 WCAS VIII 15.000 12,192 Q Q 12.192 13880 Q
$61,000 $46,516 $1,679 $461 $47,724 $51,215 $8,005
1999 Generation
18 Madison Dearbom [l $16,000 $13.080 $432 $247 $13,275 $12,336 $247
19 CGW Southeast |V 10,000 3,403 36 0 3,439 3,608 o]
2C Chisholtn IV 9,000 6,718 211 ] 6,929 6,099 174
21 Menlo VIl 18,000 12,999 Q ¢} 12,999 10,800 o]
22 OCM I 10,000 9,044 1,500 0 10,544 10,000 2
23 Richland Ifl 18,000 10,860 2,180 0 12,720 13,824 o
24 Vestar IV 17,000 2,353 1,003 0 3,357 3,606 3
25 Austin V1I 17,000 7,504 1 0 8,315 7,212 0
26 J.H. Whitney IV 25,000 20122 0 0 20,122 20,711 Q
27 Alchemy Investmesnt Plan 7,000 5760 82 79 5.042 8.208 2821
$147,000 $91,643 $6,145 $1,047 $96,742 $96,494 $3,375
2000 Generation
28 TPG U $25,000 $5.913 $0 $0 $5,013 $7,655 o
29a GTCR Fund VIl 18,750 7,457 1,781 0 8,238 9,563 0
30 VantagePoint Ventures [V 15,000 875 300 o] 1,175 1,500 0
31 Weston Presidia (V 15,000 1,281 375 1] 1,656 1,875 0
32 Thomas Les V 15,000 0 a AN 215 0
33 WCAS IX 15,000 2,067 Q 2,087 2,850 0
34 Navis V 15,000 433 10 218 508 11
35 Essex Woodlands V 10,000 846 Q 1,006 1,250 0
36 Trident V 15,000 1,255 o] 1,327 1,572 0
37 Madison Dearbom IV 25.000 Q Q 506 508 0
$168,750 $20,127 $3,170 10 $23,287 $27,493 51
2001 Generation
29b GTCR VII-A $6,250 $658 $313 4] $971 069 50
38 Menle 1X 20,000 as1 0 0 881 1,000 Q
39 Austin VIII 15,000 0 0 ¢] 0 Q 0
40 Whitney V 10,000 1,422 0 1] 1,422 1,466 Q
41 cveil 15.000 g 9 t] Q 2 Q
$68,250 32,961 $313 $o $3,274 $3.424 50
6/30/01 Total $544,000 $251,446 310,524 $6,809 $255,161 $274,240 $90,948

1. Capital contributions may exceed capital commitments dua to the inclusion of outside managemaent fees.
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