Minutes

BOARD OF TRUSTEES
'FOR THE
STATE RETIREMENT AND PENSION SYSTEM
OF MARYLAND

MINUTES OF MEETING

August 21, 2001

The Board of Trustees for the State Retirement and Pension System of
Maryland met in the Boardroom of the SunTrust Building, 120 East
Baltimore Street, Balumore, Maryland, at 930 am  There were
present Richard N Dixon, Chairman, William Donald Schaefer, Vice-
Chatrman, Secretary T Elotse Foster, Arthur N Caple, Ir, Frank P
Casula, Mygo Moms L Kiome, Carl D Lancuster, Debra B
Humphnes, Trustees, and Peter Vaughn, Secretary  Agency staff
members also atending were Margaret A Bury, Retrement
Adrmmstrator, Robert Femnstem, il Leiner, Rachel Cohen, Assistant
Attomeys General, Carol Boykin, Chief Investment Officer, Tracey
Ray, Deputy Chef Investment Officer, Thomas Gighott, Chief Intemal
Auditor, Gwendolyn Mulkey, Executive Assocrate, Howard Plemes,
Legislative Drrector, Rick Hamison, Chief Financial Officer, and Gary
Senbner, Chief Information Officer

Robert Silberman, Atomey for Joy Richards, Ted Smuth and Marsha
Craver were also mesent
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i Ms Humphnes noted that her vote was incorrectly recorded as negative
regarding the Maryland Chanties Campaign 1ssue Ms Humphnes

Investment
Commuttee Report

should have been recorded as posiive  The correction was recorded as
part of the record

On motion made by Mr Casula and scconded by Major Krome, the
Minutes of the regular meetings of the Board of Trustees for the State
Retirement and Pension Systemn of Maryland, held on July 17, 2001,
were approved as amended

s s gt

Mr Arthyr Caple, Charrman of the Investment Commuttee, reported on
the Investment Commutiee meetng held August 10, 2001

Mr Caple stated that the Comumttee recommended that the Board
approve the Real Estate Registry  On motion made by Mr Casula and
secanded by Ms Humphnes, the Board voted unammously to approve
the Real Estate Registry
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Mr Cuple then reported that the Commtice recommended the
termination of Harbor Intemational for asset allocation reasons, m order
to tmplement an earhier decision by the Board of Trustees to reduce 1ts
itemational eguity allocation to approximately 20% of total plan
assets  The account was valued at $457 nulhon as of July 31, 2001
On moton made by Mr Caple and seconded by Ms Humphnes, the
Board voted unammously to termnate Harbor International for asset
allocation reasons

Mr Caple advised the Bouard the Comnutiee recommended engaging
State Street Bank to assist the System with transitomng out of the
Harbor Account The Commnttee asked Staff to develop a report on
transition manager selection 1ssues  On motion made by Chauman
Dixon and seconded by Mr Casula the Bowd voted to approve the
engagement of State Street Bank and directed the report be issued
Messrs Caple, Casula, Chairman Dixon, Vice-Chayrman Schaefer,
Secretary Foster, Mayjor Krome and Ms Humphnes regstered yea
votes Mr Lancaster registered a nay vote
‘

Mr Caple then advised the Board that the Commuttes recommended the
turmg of Anel Capital Management as a mud cap value manager, (a)
where fundig will equal 50% of the Harbor proceeds or approximately
$225 nulhon based upon a valuation of the Harbor account on July 31,
2001, and (b) with a benchmark equal to the Russell Mid Cap Value
mndex + a prermium of 150 basis points m alpha + fee  On motion made
by Mr Caple and seconded by Ms Humphnes, the Board voted
unammously to hire Anel Capital Managers as a mud cap value
manager

Mr Caple advised the Board that the Commtiee recommended the
hinog of Trust Company of the West (TCW) as a small-to-mud cap
vilue manager, (a) where funding will equal 50% of the Harbor
proceeds or approximately $225 mullion based upon a vafuation of the
Harbor account on July 31, 2001, and (b) with a benchmark equal to the
Russell 2500 Value mdex + a premuum of 150 basis pomts i alpha +--
fec  On motion made by Mr Caple and seconded by Ms Humphries,
the Board voted unanimously to hire TCW as a small-to-mud cap value
manager

Mr Caple recommended to the Board the approval of Consent to the
purchase of Progress from Liberty by Fleet without signing the consent
form Lack of signature on the consent form 15 the equivalent to
approval  This 15 a pracuce that the Board of Trustees has adopted

o
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recently for issues where concern has not been expressed over the
proposed transachions  On motion made by Mr Caple and seconded
by Mr Casula, the Board voted unamimously to approve the Consent of
purchase of Progress from Liberty by Fleet without sigrnung the consent
form

Mr Caple also recommended to the Board the approval of Consent to
the acqusiion of ISS (Instiutional Shareholder Services) by Proxy
Momtor without sigming the consent form  On motion made by Mr
Caple and seconded by Mr Casula, the Board voted unammously to
approve Consent to the acquisiton of ISS (Insututional Sharcholder
Services) by Proxy Momtor without sigmng the consent form

Mr Caple requested the approval of the Commttees appointment of
Mr Robert W Schaefer to the Minonty Sub-Commuttee as the public
member on the Sub-Committee, replacing the vacancy created by Mr
Howard B Colhoun  On motion made by Mr Caple and seconded by
Mr Casula, the Board vated unanimously to approve the appomtment
of Mr Robert W Schaefer to the Minonty Sub-Commuttee as the
public member on the Sub-Commuttee

The Board accepted Mr Caple's report

The Board considered the report of Stephen I Nichols, sitting as
Admumstrative Law Judge for the Office of Admimstrative Heanngs, in
connection with the appeal of Joy Richards Ms Rischards appealed the
Medrcal Board's demal of acaidental disability benefits  The Medical
Board reasoned that they did not believe that her disability was the
natural and proximate result of an accident that occurred m the
performance of duty

The Admumstrative Law Judge, upon consideration of the record, and
following a heanng, affirmed the Agency's decision and concluded that
Ms Richards's disability was not the “natural and proximate result” of
a work-related accident that allegedly occurred on May 12, 1998
Therefore, her apphication for accidental disability benefits should be
denmed

Mr Robert Silberman, attomey for Ms Richards, presented his

arguments opposmg the Agency's position and the Admimstraive Law
Judge's recommendations Ms Bl Lewer, attomey for the Agency,
addressed the Board and argued that the Board should adopt the
Admumstrative Law Judge’s recommendations  The Board deferred
further consideration to executive session

The Board considered the report of Eleanor A Wilkmnson, sitting as
Admumstratrve Law Judge for the Office of Administraive Heanings, in
connection with the appeal of Marsha Craver  Ms Craver appealed the
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Medical Board's denial of special disability benefits  The Medical
Board reasoned that they did not believe that her disabihity arose out of
or in the course of the actual performance of duty

The Admimstrative Law Judge, upon consideration of the record, and
following a heanng, affirmed the Agency's decision and concluded that
Ms Craver's disability did not anse out of or 1n the course of the actual
performance of duty  Therefore, her apphcation for accidental
disability benefits should be demied

Ms Craver presented her arguments opposing the Agency's posion
and the Admumstrative Law Judge's recommendations Ms Jill Lemer,
attorney for the Agency, addressed the Board and argued that the Board
should adopt the Admimstrative Law Judge's recommendations  The
Board deferred further consideration (0 executive session

5 The Board considered the report of Wilham I D Somerville, situng as
Adminsstrative Law Judge for the Office of Admimsirative Hearings, 10
connection with the appeal of Ted Smith  Mr Smuth appealed the
Retirement Agency’s demal of ordinary disabibity benefits  The
Agency reasoned that Mr Srth, by state law was not enuitled to
ordinary disability benefits

The Admimstrative Law Judge, upon consideration of the record, and
following a hearning, affirmed the Agency's decision and concluded that
because Mr Srnth was reured, he was meligible to apply for disabihity
benefits, Therefore, his apphcation for ordinary disabihity benefits
should be derued

Mr Smuth, presented his argpuments opposing the Agency’s position
and the Admumstrative Law Judge's recommendanons  Ms Rachel
Cohen, attorney for the Agency, addressed the Board and argued that
the Board should adopt the Admumstrabve Law  Judge's
recommendations  The Board deferred further consideration to
executive sesston

On motion made by Mr Caple and seconded by Mr Casula, the Board unanimously
voted to meet i Executive Sesston to consider the appeals of Joy Richards, Marsha
Craver and Ted Smuth State Government Article Section 10-503¢a)(1 () authonzes
the Board to meet in closed session to exercise a quast-judicial function

(Y
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EXECULIVE SESSION

The Board met in Executive Session at 11 07 a m 1n the SunTrust Building to consider
the appeals of Joy Richards, Marsha Craver and Ted Smuth All of the persons present
at the beginning of the meeting were present tn Executive Session except the
following  Robert Silberman, Attormey for Joy Richards, Ted Smuth and Marsha
Craver The Board adjourned ils Execulive Session at 1130 am and returned to
regular sesston to complete the agenda

Joy Richards

Marsha Craver

Ted Srruth

Executive
Director’s Repont
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The Board considered the record of Joy Richards  Following a
discussion, a motion made by Major Krome and seconded by Secretary
Foster, to accept the Adrmimstratrve Law Judge’s Proposed Findings of
Fact and Conclusions of Law farled with a vote of two-to-five  Major
Krome and Secretary Foster registered yea votes  Vice-Chairman
Schaefer, Ms Humphnes, Messrs  Lancaster, Caple, and Casula
registered nay voles

On motion made by Mr Lancaster and seconded by Mr Casula, the
Board voted 5 - 1 to grant Ms Richards accidental disability benefits
Chairman Dixon, Vice-Chwrman Schaefer, Messrs  Lancaster, Caple
and Casula registered yea votes Ms Humphnes registered a nay vote
and Major Krome abstained

The Board considered the record of Marsha Craver Following 4
discusston, on motion made by Mr Lancaster and seconded by Vice-
Chairman Schaefer, the Board voted to reject the Admumstrauve Law
Judge's Proposed Findings of Fact and Conclusions of Law and grant
Ms Craver's request for special disability retirement benefils  Vice-
Charman Schaefer, Messrs  Lancaster, Caple and Casula and Ms
Humphries registered yea votes, Chiurman Dixon, Secretary Foster, and
Major Krome abstamed

The Board considered the record of Ted Smuth - Following a discussion,
on motion made by Ms Humphnes and seconded by Mr Casula, the
Board voted unammously 1o adopt the Admimstrative Law Judge's
Proposed Findings of Fact and Conclusions of Law and denied Mr
Smuth’s request to apply for ordimary disability reurement benefits

Mr Vaughn remunded the Board that the meeting date for the
September Board meeting had been changed from Tuesday, September
18, 2001 1o Thursday, September 20, 2001

@,
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Mr Vaughn next informed the Board that the Agency has engaged a
vendor to distnbute the Maryland Chanues Campaign mformation Mr
Vaughn noted that Maryland Chanues won't have all of the forms unul
at least August 30, 2001, which 1s ten days late and will push back the
mahing unti at least September 11, 2001

Mr Vaughn also noted that he contacted the Secretary of States Office
about active employees social security numbers and addresses beng
given to the Maryland Chanoes for the purpose of chantable
sobertabon  Mr Vaughn spoke with Micky Trella, Director of
Charnties and Legal Services, and expressed the Boards concerns over
sharing active employees personal mformation Ms Trella said she
behieved 1t was 1 the best interest of the State to provide the
mformation but understood the Board's concern

Mr Vaughn mformed the Board that the Agency closed the books for
the fiscal year ending June 30, 2001 n record ume  Mr Vaughn noted
that all the necessary adyustments to the file and the reconcihation of the
data had been made and the books closed by July 26, 2001 Mr
Vaughn thanked Ms Marge Bury and Ms Cheryl Hagen and her staff
for all thewr extra efforts

Mr Vaughn adwised the Board that the Agency has been sued by
Carroll County Government 1n connection with their withdrawal from
the system 1n 1985 At the advice of counsel to Board decided to
deliberate in Executive Session

On mouon made by made and duly seconded, the Board unammously
vated to meet m Executive Session to discuss the Carroll County
fawsuit - State Government Article Section 10-508(a)(7)&(8) authonzes
the Board to meet in closed session o discuss pending hitigation with
staff

EXECUTIVE SESSION

The Board met in Executive Sesston at 1135 am 1n the SunTrust
Buwlding to discuss the Carroll County lawsuit Al of the persons
present at the begimming of the meeung were present in Executive
Session except the following Robert Silberman, Auomey for Joy
Richards, Ted Smuth and Marsha Craver The Board adjourned 1ts
Executive Session at 1150 am and retumed to regular session 1o
complete the agenda

©
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REGULAR SESSION

Mr Vaughn then updated the Board on the DROP program  The State
Police DROP' Program currently has 54 Reuirees enrolled with an
aggregate balance of $1 2 mulhon The Leops DROP Program which
started November, 2000, has 32 Retrees enrolled with an aggregate
balance of $393 nullion

Mr Vaughn Informed the Board that Ms Debra Bacharach, the new
General Counsel to the Board, was scheduled to begin her employment
with the Retirement Agency on Monday, September 10, 2001

The Board reviewed and accepted the System’s financial statements and
mvestment performance compansons for the period ending June 30,
2001 for the State Retirement and Pension System of Maryland

The Board accepted Mr Vaughn's report

Mayor Krome, Vice Charrman of the Executive Cormruttee, reported on
the meeting held August 14, 2001

Mayor Krome then asked Exccutive Director, Peter Vaughn, to update
the Board on the 2002 Budget Request

Mr Peter Vaughn presented the Retirement Agency’s FY 2003 budget
request  He noted that as submutted by the Agency, the request for
$21,219,892 1s $108 under the target set by the Department of Budget
and Management (larget was $21,220,000) Mr Vaughn stated that the
principal differences in the budget for FY2003 were n the following
areas

£556,855 for COLA’s, increments and benefits of existing staff
$190,731 for conversion of 4 contractual positons o permanent
l}()ﬁk{k{}ﬂﬁ

$81,273 for travel and traiming {restores DBM cut)

$98,500 for outside contract 10 convert mucrofilm to wnagmg (involves
years from 1979 to 1983}

$67,550 for increases to postage costs, both volume and rates
($220,908) reduction of 7 contractual positions

/
Mr Vaughn indicated that the one unknown i the FY2003 budget
mvolves the Strategic System Project  He indicated that 1t should be
clear that there 15 a need for more tme to complete the project, although
a new “go-live” date 1s yet to be agreed upon  As the Retrement
Agency continues 1o work with Syscom on the completion of the
project, it 1s unknown 1f the Agency will incur any addinonal costs that
will be payable into the FY2003 admmstrative budget He indicated
that «f this occurs, there would be about $3 5 mullion m cap room to
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seek necessary budget amendments  After viewing the addional data
from Syscom, and after determiming what tems are covered by the
existing contract, the Agency will know 1f there are addstional costs 1t
should absorb

Mr Vaughn again reminded the Board that he beheves that Syscom
will honor 1ts commitments to complete thus project  He noted that
Syscom must sansfy our needs if 1t 1s to market this product (o other
states  In addion, the Agency 1s holding a portion of the funds from
completed and approved deliverables unul the completion of the
project, and there 15 alsa a performance bond

Mr Vaughn stated that he has sent letters Lo the pension and budget
comimittees about potential delays  He will keep the General Assembly
informed, as more information becomes known

Executive Commitee recommends to the Board of Trustees that it
accept the Retirement Agency's FY 2003 budget request as submtted
On motion made by Major Krome and seconded by Mr Caple the
Board unammously approved the FY2003 budget request and forward
it 1o the Governor's office

Major Krome advised the Board that the Exceutive Commitiee denied
Ms Clementing Carr a heanng concerning the selection of Option 4,
by her stster, the late Celestine Carr Ms Carr beheved that her sister,
who was suffenng from termunal cancer, should not have been
permitted to make a deciston on an option for her retirement without
help She s seeking to change the opuon selection to Option |

After careful consideration and advice of Counsel, the Executive
Commutiee decided that 1t could not honor Ms Clementine Carr’s
request  The Executive Commuttee believed thal the system had
functioned properly 1 this case

The Executive Committee recommended to the Board of Trustees that
it uphold the Exccutrve Director's decision to deny Ms Carr’s appeal
for an hearing  On motion made by Major Krome and seconded by
Mr Casula, the Board voted unammously to approve the Executive
Comrmuttee’s recommendation and deny Ms Carr a heanng

Magor Krome advised the Board that the Retrement Agency had dented
a request from Dr Donnelly A Gregory to purchase service while Dr
Gregory worked m a temporary posttion for Montgomery County
Public Schools Dr Gregory clumed he worked from September 1978
through December 1, 1980 as a part-ume professional without benefits
He clams that he should be ehgble to purchase this service credit
because contibutions were deducted from his pay
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The Executive Commuttee determuned that the Retirement Agency
should contact Dr Gregory and ask him to demonstrate that
contributions were deducted from his pay from September 1979
through December 1980 If contnbutions have been deducted, staff 1s
directed to adjust his service credits accordingly  If there were no
deductions, Dr Gregory should be advised that there 13 no means for
him to recerve or purchase service credits for this peniod of ume

Major Krome mformed the Board that several months ago, the
Reurement Agency had identified a number of reurees whe are
recerving disabihty benefus (special, accidental, or ordinary) and who
are employed with a participating employer and subject to the
provisions of Section 29-115 (e) of the State Personnel and Pensions
Aruicle  Under this provision of pension law, a disability benefit may
be suspended if re-employed with a partcipating employer at a salary
equal to or greater than the average final compensation at retirement,
if re-employed with a participating employer at a salary less than the
retree's average final salary at retirement but in a postion similar o
the position held at retirement, or if the Board of Trustees determines
that the retiree has refused a re-employment offer by the retiree’s
former employer in a position comparable to the one previously held
or at a salary at least equal to the average final compensation al
retirement

Mujor Krome then mformed the Board that the Executive Commuttee
requested staff to draft a proposal to amend 29-115(e), to repeal (e)(1},
elimunate the references to compensation under (e)(2), and 1o alter (e)(3)
to provide for a temporary suspension of benefits while employed The
draft will be presented at the September Exccutive Commiltee meeting

Major Krome informed the Board that Mr Robert Dezube from
Milliman USA addressed the Executive Comimittee concerming possible
changes to dual Iife annuity options — Options 2 & 3, and pop-up
Opuons § & 6 He agam remunded the Commuttee that last year the
Board had requested changes to the re-calculanons of Options 2 & 3
when the onginal beneficiary pre-deceases the retiree The projected
costs for this proposal, however, proved prohibitive  This year, he
believed thar the Board could recommend changes that would be cost
neutral for active and deferred members and less costly for retired
members  The Commuttee directed Staff to draft a proposal for

consideration in September

Major Krome stated that Mr Peter Vaughn advised the Executive
Commuttee members of the following that he was commumcating with
Kent County Government about thewr possible participation i the
Employees' Contnibutory Pension System and the Law Enforcement
Officers' Pension System Mr Vaughn noted that the County was
seeking to receive credit for contnibutions that the County made to a
defined contnbution plan for s employces  Duning the first 5 years,
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these contributions are constdered employer dollars  After the member
15 vested, the dollars are the employees’ momies  The County indicates
its employees are willing to agree to transfer thewr contributions to the
State to cover, i part, habtlities Kent County would icur for enrolling
in the System with all prior past service credits

Mr Vaughn stated that he 15 not totally comfortable with the County’s
proposal  He believes 11 1s more appropniate to transfer employee
contnibutions as mandatory employee contnbutions to be placed in
individual accounts  In this manner, « a member withdraws, that
member recerves a refund of pnor employee contnbutions  Mr
Vaughn also has requested indemmification in the event that there 1s
hiigation from members who are part of the transfer He also has
agreed that the County should seek a prvate letter ruling from the
Internal Revenue Service to confirm any agreement on the transfer of
employee contnbutions before 1t occurs, whether the transfer 1s i
compliance with the TRS code, and to request 414(h) pickup for future
member contributions

Mr Vaughn concluded hus remarks by noting that he 1s sull tallung to
Kent County and that no definite decisions have been reached He will
contimue to update the Executive Commutte  He did request that the
Comnuttee approve the Retirement Agency cosigmng the request for
private letter rubing should 1t be deterrmined that the prvate letter ruling
15 needed, and that the Agency's signature 1s necessary to obtain the
IRS response

Executive Commutiee recommended to the Board of Trustees that Mr
Vaughn be authonized to cosign a request for private letter ruling if, on
the advice of legal counsel, the signature 1s needed to obtam the rulng
On motion made by Major Krome and seconded by Mr Caple the
Board authonzed Mr Vaughn to cosign a request for pnvate letter
ruling 1f on advice of legal counsel, the signature 18 needed to obtan the
ruhng

Major Krome stated that the Investment Division 1s recommending that
a special exempuion from manager fees for alternanve mvestments be
presenied to the General Assembly for approval The Executive
Commutiee agreed and asked staff to prepare a draft for this proposal
The draft 1s to include a definion of alternative investments

Major Krome stated that Mr Gary Scnbner presented the following
monthly Strategic System update  Mr Scnbner noted that while some
progress continues to be made, 1t 15 clear to hum that considerable
differences remam between the Agency and Syscom on tesung Mr
Scribner noted that the Agency met with Syscom on July 31, to discuss
testing documentation and the continuing need for detaled design
documentation Syscom has 1mphied that such detaled documentation
will result m addinonal costs He requested a breakdown for these

@
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costs  Mr Scribner also indicated that when this informabion s
recerved, 1t would be evaluated agamst the existing contract to
determune f any additional costs are appropriate

He continued by stating that staff has continued to work on vanous
scenaros for tesing  There 1s great detai] involved n all areas, and 1t
will be determuned at a later date the appropriate amount of testing for
each scenano He noted that these testing scenaro deal with the vanous
vital areas of the system

Mr Scnbner stated that the Agency received Syscom’s testing plan on
August 10, 2001  His bnef review dicates 1t sl lacks sufficient
detwl The Agency will be reviewing the plan and discussing 1t with
Syscom mn the next week In concluding his remarks, he stated that the
test schedule proposed by Syscom mdicates a revised go-live date of
June 2002

The Board accepted Mayjor Krome's report Exhibit A

The report of the Audit commuttee meeting was deferred until the next
Board meeting

The report of the Agency for offsets of certain retirees was accepled by

the Board Mr Lancaster asked Mr Vaughn 1if there was anything
under the law that could be done about the Earmngs Limatation
Recovery, Mr Vaughn stated that under current law, there was nothing
that could be done The Board, on motion made and duly seconded by
authonzed the reduction of the pensions of affected retirees as provided
for under the cunent law [State Personnel and Penstons Article Sections
22-406 (b)2) and 23-407 (bX2)] The pensions offset are based on
calendar 2000 earmings that will be offset from pension benefits pad in
fiscal year 2001 Exhin B

The Board, on motion made and duly seconded accepted and approved
the reports of the Medical Board 1n connecuon with apphicanons of
members for ordinary, acadental and special retrement allowances
The Medical Board's conclusions were reached after s review of the
evidence provided by the clumants Exiubi €

The Board, on motion made and duly seconded the Board unammously
accepted and approved the supplemental reports of the Medical Board
in connection with applications of members for ordmary and accidental
and specral renrement allowances  The Medical Bourd's conclusions
were reached after its review of the evidence provided by the claimants
The Supplemental Report of the Medical Board 1s shown as

Extubu D
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There being no further business, on motion made and duly seconded,
the Board adjourned at 1245 pm

Respectfully submutted,

Peter Vaughn, Secretary



