STATE RETIREMENT AND PENSION SYSTEM J

BOARD OF TRUSTEES
FOR THE

OF MARYLAND
MINUTES OF MEETING

October 19, 2000

The Board of Trustees for the State Retwement and Pension System of Maryland met 1 the
Boardroom of the SunTrust Bullding, 120 East Balumore Street, Baltimore, Maryland, at

G930 am

There were present Richard N Dixon, Charman, Arthur N Caple, Jr | George

R Tydings, Debra B Humphnes, William D Brown, Carl D Lancaster, Frank P Casula,
Morrs L Krome, G Bruce Harnson, Ah & Alems, Trustees, and Peter Vaughn, Secretary
Agency stalf members also attending were Hamet B Granet, Robert Femstein, Asssstant
Attorneys General, Carol Boykin, Cheel Investment Officer, J Howard Plemes, Director of
Legislavon, Rick Harmson, Cheel Fuancial Officer, Thomas Gighott, Chiefl Internal
Auduor, Pairicia Scolt, Admansstrator, and Janet Nathanson, Admemistrative Oificer

Matthew I Riven, Department of Legislative Services, and Eugene M Kalwarsk) of Milliman
and Robertson were also present

Minutes

Actuaral

Valuation Results

On motion made by Mr Casula and seconded by Mr Caple, the Minutes of
the regular meetngs of the Board of Trustees for the State Retrement and
Penston Systern of Maryland, held on September 19, 2000, were approved as
amended 1o refleet that Colonel David B Muchell was present at the
September 19, 2000 meeting

Mr Eugene M Kalwarsks of Milliman and Robertson, Inc reviewed the
principal results of the June 30, 2000 actuanal valuation of thc State
Retirement and Pension System of Maryland

The aggregate Employer Contmbution Rate dropped from 9 31% to 7 98% for
Fiscal Year 2002 due pnmanly to a 1 29% mvestment gam  Major Krome
restated that he believed that the Employer contnbution rate should not go
below the employee contnbution rate, Mr Caple echoed the same sentiment

After discussion, on motion made by Mr Casula and seconded by Dr Alerm,
the Board voted to 1) approve the zctuanal assumptions as nwmn%mded by
the actuary, and 2) to adopt the Employer Contribution Rates for Fiscal Year
2002 for the several systems as recommended by the actuary  Charman



Municipal Corporation 3
Funding Study

1’320

Dixon, Mr Tydings, Ms Humphres, Mr Casola, and Ma;fm‘ Krome
regstered yea vowes Mr Caple, Mr Brown, Mr Lancaster, and M!ff Homson
registered nay votes  Dr Alem abstained  The Secretary was directed to
certify to the Secretary of Budger and Management and to the Governar, the
individual rates shown m Exlubit A

Mr Eugene M Kalwarski of Milliman and Robertson reported on the
Mumcipal Corporation Fundmg Study He reviewed the history of the
funding of mumeipal fundmg corporanons and thewr past rends  He next
reviewed the special issues m funding the mumieipal corporations and made
recommendations regarding these sssues

On motion made by Mr Casula and seconded by Dr Alenm, the Board voted
unansmously to recommend & change to the withdrawal procedures to allow a
protated return of the surplus to prospective withdrawing employers w an
armount to be determimed

On motion made by Mr Casula and seconded by Major Krome, the Board
voted unamimously 1o recommend changes to current withdrawal procedures
to transfer @ portion of assets to prospective withdrawing employers reflecting
mbndual election of benefit enhancements  Those emplovers not electing
berefit enbancements would have a higher APFR than those elecung
enhancemen!s

On mouon made by Mr Harmson and seconded by Magor Krome, the Board
voted unanimously to define the portion of surplus assets pmd out 1o future
withdrawing employers to be & proration of amounts over the 1 10%: funding
rano

On motion made by Mr Hamison and seconded by Mr Caple, the Bourd
voted unanimously to approve an asset smoothing method using 3 3-year
smuothung rather than the current J-vear method effective with 2001
valuation

On molion mude by Mr Lancaster and seconded by My Caple. the Board
voted unammously to recommend that the mvmum employer contnbution
rate for parbcipatng governmen! units s ot to be lower than 2% which 15
the same runpnum contribution rate recommended 1o be paid by the State of
Maryland

The Board duected the Secretary to recommend all of the above but the
smoothing methodology to the Jomnt Commuttee on Pensions; and the
Lemslature for thewr consideration as a legislative proposal




Executive
Pirector’s Report
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Mr Vaughn mformed the Board that the Legislative Audiors completed
thewr Fiscal Year 2000 audit on October 13 2000 with nothing significant to
report The audi report will be dated October 31, 2000

Mr Vaughn miormed the Board that an article was published m the Fall 2000
Edition of Retiree News & Notes, a quarterly newsletter distnbuted to ali
retirees, addressing the earnings limytation

Mr Vaughn iformed the Board that the firms represented at the pre-propesal
conference biding for & Custody Service with the Agency were Mellon
{(MA), Citibank {NY), State Street (MA), Bank of New York (NY), Nerthem
Trust (1L}, Deutsche-Bankers Trust (MY}, and AllFrst Trust (MDD} Mr
Yaughr will keep the Board informed as the process continues

Mr Vaughn then updated the Board on the meeting of 1he Jomt Committee on
Penstons (JCP} held in Ovtober

Ms Carol Bovkin presented the actual mvestment return results to date, and
the Ageney's asser allocanwon schedule 1o the JCP She wall report the
Agency's equity exposure at a future JOP meetmg

Mr Vaughn also updated the JCF on the current status of municipal funding
and will report back to the Commuttee in November with recommendations
from the Board of Trustees

Mr Vaughn mformed the Board that Senator Kasemever s considering State
pre-fundmg for retiree Health Insurance, and that this needs o be brought
before the Legislature
Mr Vaughn also iformed the Boand that Senator Kasemever indwated that
he would not recornmend accepting the repeal of the S-year limt on reporting
accwdental disabilitres

The Board accepted Mr Vaughn's report

On motion made and duly seconded, the E{}ard unanimously veted o meet n
Exccutivee Session to discuss proxy mssues  State Government Article Section w-
S08{a¥5) authonzes the Board to meet i cl«md session to consider the mvestment uf
public frust funds

EXECUTIVE SESSION

The Board met m Executive Session at 11 05 a m w1 the SunTrust Building to dxs:{'us&:
proxy issucs Al of the persons present at the beginming of the meeting were wesem
in Executive Session except Matthew Riven, Eugene M Kalwarsks  The chrd
adjourned 1ts Executive Session at 1145 am and returned to regular session m
complete the agenda



Investment
Committee Report

‘ Executive

Cormumttee Report

6

REGULAR SESSION

Mr Arthur Caple, Jr, Chamrman of the Investment Comnuttee, reported
on the meetmg held October 13, 2000

Mr Caple stated that 1t was not necessary to go mto Executive Session to
discuss the Real Estate Registry, but noted that all Board Trustees were aware
of current real estate imvestment actvities Mr Caple updated the Board on a
presentation made by LaSalle Investment Management on the Real Estate
Registry  On motion by Mr Caple and seconded by Dr Alenu, the Board
voted ynammously to approve the Real Estate Regestry as presented

Mr  Caple mformed the Board that Progress Investment Management
Company gave an excellent report of progress with ther new team  Mr
Caple remunded the Board that Progress Investment Management 1s a
mnonty myvestment cormpanty and the System was one of the frst to here this
pveshment manager

Mr Caple then informed the Board that the Commuttee considered expanding
the Agency Proxy Guidelnes for Shareholders  However, the current policy
ts workang and the Investment Comumittee concluded that proxy 1ssues could
be addressed as they anise

Ms Humphnies updated the Board on implementation of the new brokerage
policy  Packages contwmng the new pohicy along with reporting
requirermnents were sent to all managers  The new brokerage policy became
elfecuve when the packapes were sent out  Letters were also sent 1o all
managers addressing the new termination clause 10 thesr contract  Ms
Hurnphries will report to the Beard duning the first quarter next year on the
results from November and December

Mr Caple mformed the Board that the Investrment Committee would continue
o watch mvestment performance m light of the recent downum w the
market i
On motion by Mr Caple and seconded by Mr Casula, the Board unantmously
voted to adopt the Minutes of the meetimg held on September 15, 2000

The Beard accepted Mr Caple’s repont i

Mr Willam D Brown, Chairman of the Executive Comnutiee, reported
on the regular meeting held October 10, 2000 Exlaby B
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Mr Brown mformed the Board of Dorothy Clayhome's request for relief to
the earungs hotation offset Ms Clayborne 15 arguing that th«:’: CHNINES
lirntation and the correspondmg offset of her pension ;mxiwms a severe
financal burden A1 the time of Ms Claybome’s rmmmm& retrmg
members did not signoff on the SRA Form 127 concermng the: potential
impact of reemployment  However, that information was made avadable to
Ms Claybormne Since 1991, the Retiwement Agency has published annual
articles relatng to employment after retrement and the mpact  that
reemployment may have on pension benefits  Tn 1995, letters were sent 10 all
retired members advising them of the effects of seeking employment with a
particspating employer alter retirement

Mr Brown informed the Board of James True's request for rehef 1o the
earmungs hmitation offset Mr True retired from the Correctional Officer's
Retirement System i October 1997 Mr True was hired on a contractual
basis by Hagerstown Community College  Funding for Ins position cotres
from mmate welfare funds, no State or Federal funds are involved  Because
tus position was not funded by the State, he behieved he would not be subyect
to the carfings himutation  However, 1t 15 not the source of the funds, but
rather who the emplover 1s that determimes of there 15 an offset  Hagerstown
Community College 15 a participating employer and they are paying Mr True
By law, excess earnmgs must be offset  The Commutice recommended that
the Board deny Mr True's request

On motion made by Mr Brown and seconded by Mr Caple, the Board voted
unamimously 1o deny the request for rehief from carmings limstations for both
Ms Dorothy Clayborne and Mr James True

Mr Brown wformed the Board of Ms Pauls Despot’s request for an
extrpordhinary salary wcrease  Anpe Anundel County certified that the
merease resalted from two factors  Fuest, a 2% wncrease for her promotion
from Grant Coordinator to Executive Director for Resource Developmem
Second, 33% of her salary merease 15 atmbutable to the County s mncreasing
her posiion from 10 to 12 months  While employed by Anne Arundel
County, for several years she has been on loan to the State Department of
Education  In the past, the Board has sccepted salary ncreases when based
on employer needs  The Executive Committes recommends that thc Board
accept the extraordmary salary merease for Ms Paula f}e%pﬁl The
Retirement Agency s directed to nelude the higher salary in M&' Despot's
benefit, and adjust the benefit amount accordingly  On motion by ?e;ir Brown
and seconded by Mr Caple, the Board voted unammously to approve Ms
Despot's request

Mr Brown mformed the Board on the analysis provided by staff of Senator
Neall's proposal for pre-funding of Health Benefits While th;% 1 an
important 1ssue for the State to study, this 15 not an 1ssue for the! Board of
Trustees because the funds should not be co-mmgled with pension fimds  The
commttee will report to the Board 1f and when there are new developments
concernmg thas topic !

i
i
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Mr Brown then mformed the Board that the Commatiee recerved a favorable
determmation ruling from the IRS on the Law Enforcement Offi wm Pension
System  The Conumitice recommends that the Beoard accept, and xee:ewe the
favorable rubing on the LEOPS plan  Effective November 1, 2000 the DROP
can be mmplemented by the Agency  On motion by Mr Brown and seconded
by Major Krome, the Board voted unanmously to accept the favorable rubing
from the IRS

Mr Brown updated the Board on the Strategic System and informed thery that
no action 1& requsred af this fime

Mr Brown reported on the 2001 Legslative Package to the Board Mr
Brown indicated that at this ume, there are s1x proposals for the Jomnt
Commuttee on Pensions to consider  The Jomt Comouttee will decade on
which proposals to sponsor an November §, 2000

Mr Brown mformed the Board about concerns usmg soctal secunity numbers
on nommation forms for Trustee elections  Most members and retrees are
willmg to sign ther names o a petiwon, but they are anwilhng 1o gpive therr
social secunity number for pnvacy reasons  Mr Brown informed the Board
that staff s reviewing alternative ways for entification on nemination forms

The Board accepted Mr Brown's report

Mr Wilhiam I3 Brown, Chairman of the Audd Commuttee, reported on
the regular meetimg held on September 19, 2000

Mr Brown mformed the Board that the Cormmuttee 1s having trouble staffing
the Internal Audit Dnasion due to low salanes but that they are conunuing
thew search

Mr Vaughn informed the Board that he had recesved a Default Crder for

Faslure to Appear i the case of Marva Scolt for acoidental disability benefits
Ms Scott nformed the Agency that she did not appear because she felt that
she could not prevail  When told that the case would be ﬁ!ﬂsgd,!%eis Scott -
dgreed  Therefore, m accordance with COMAR 220304 1IC{2), Mr
Vaughn found no good cause to excuse the default and so mformed the
Board, as required m COMAR 22 03 04 11 D, that he would ssue the Default
Chrder termmating procecdings in this case 3

The Board accepted Mr Vaughn's repant
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The Board, on motion by Mr Harmison and duly seconded, unammously
approved the reports of the Medical Board i connection with applications of
members for ordimary, scodental and special retirement allowances  The
Medical Board's conclusions were reached after sts review of the evidence
provided by the claimants

‘The Board, on motion by Harnison and duly seconded, unammously

accepted and approved the supplemental reports of the Medical Board
commection with applications of members for ordmary, scordental and special
retivement allowances  The Medical Boards conclusions were reached after
its review of the evidence provided by the clawmants  The Supplemental
Report of the Medical Board 15 shown as Exhibat C

Mr Lancaster distnbuted a document titled Independent, External Review,
attached as, Exinbit D, and moved that the Board authorize an independent
review of all aspects of the Board's consderation of the Crown Central
Petroleum/Rosemore, Inc proxy 1ssues of August 15, 2000 Chairman Dixon
ruled that the moton was mappropriate and did not sceept Mr Lancaster’s
motion Mr Lancaster moved to challenge Chairman Duon’s decision not to
accept bus moton and asked that the record reflect that Mr Lancaster cited
Robert's Rudes to support hus motion Chatrman Dixon stated that the Board
sets 15 own rules and dechned to accept Mr Lancaster’s motion

There being no further business, on motion made and duly seconded, the Board adjourned at

1 55am




