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

MINUTES OF MEETING

Qctober 15 2002

The Board of Trustees for the State Retiremient and Penswon System of Maryland met in the
Boardroom of the SunTrust Buildmg, 120 East Balumore Street, Balomore, Maryland, at
w30 am There were present Chatrman Wiiliam Donald Schaefer, Vice Chavrman Nancy
k Kopp, T Elowse Foster (armived 10 15 am), Authur N Caple, Ir (departed 11 13 am),
Debra Humphries, Willham D Brown, Carl I Lancaster, Colonel David 8 Muchell, Major
Moams L Krome, G Bruce Harrison, Trustees, and, Peter Vaughs, Secretary  Agency Staff
members also atiending were Deborah Bacharach, Robert Femstem, Carla Katzenberg and
Wl Lewner, Assistant Auoreys General, Carol Boykin, Chief Investment Officer, Rick
Harnisan, Chief Finance Officer, Howard Plemes. Legislative Director, Thomas Gighoto,
Cheef Internal Auditor Mr Joseph Coale. Public Information Officer Gary Scnbner, Chief
Information System Officer, and Gwen Mulkey, Executve Associale

Ao present were Mary Jo Newlle, Maryland State Teachers Association, Anne Gawthrop,
Department of Legislative Services, Glonz Bledsoe, and her attorney Jamice Bledsoe, Lavemne

Barnum, and Dean Kenderdine, Office of the Comptroller
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On monion made by Major Krome and seconded by Mr Lancaster, the
revised mnutes of the meeung of the Board of Trustees for the Suae
Retrement and Pension System of Maryland, held on August 20, 2002, were
unanmmously approved

On motion made by Mr Lancaster and duly sevonded, approval of the
minutes of the Executive Session of the Board of Tiustees for the State
Returement and Pension System, held on August 200 2002 was deferred 1o the
end of the agenda for discussion g
¥

-
On motion made by Vice Charrman Kopp and seconded by Major Krome, ghé
Board voted o approve the regular munutes of the rmeeting of the Baid ‘of

Trustees for the State Retirement and Penston System, held on September l?
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The Board considered the report of the Admimsiratve Law Judge wi

connectien with the claum of Glona Bledsoe, for acaidental disabulity benefits
The report included a report by the Medical Board and all related
documentation subrmitted by parties o the Admumstrative Law Judge are
presented

Ms Janice Bledsoe presented her chient’s opposition to the Agency’s postion
and the Admunsteative Law  Judge's recommendations  Ms Carla
Katzenberg, attormey for the Agency. eddressed the Board and argued that the
Board should adopt the Admuustratve Law Judge's recommendations
Following discussion, the Board deferred further consideration to Execulive

Sesson

The clumant. Ms Caroline Payne was not present when the case was ¢alled
The Board deferred consideration of the case to the end of the Agende

The Board considered the report of the Admimistrative Law Judge in
connection wish the clam of Laveme Bamum, for acodental disabiluy
benefits  The report, included a report by the Medieal Board and all related
documentation subnutted by parties to the Admmstrative Law Judge are
presented

Ms Barmumi opposed the Agency's position and the Adnunisuative Law
Judge's recommendations Ms Carla Katzenberg, attomey for the Agency,
addiessed the Board and argued that the Board should adopt the
Admumstrative Law Judge's recommendations  Following descussion, the
Board deflerred further conssderation o Executive Session

The claimant Ms Kay Kimble was not present when the case was called  The
Board deferred consideration of the case 1o the end of the Agenda

Mr Bugene M Kabwarsks of Milliman USA reviewed the prinaipal results

of the June 30, 2002 actuarnal valuation of the State Retrement and Pension

System of Maryland Auachment A

" i

Mr Kalwarsk: reviewed past trends, current results and future outlook | He

reviewed the asset and habihity growth, employer costs, membershup data,

mvestment returns, as well as cash flows of the System over the last 10 }lef
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The Prnciple results of the actuanal valuation as of Jure 30, 2002 g}rc&u
an aggregate State employer contribution rate of 8 06%, up stightly from | :‘tst
year Mr Kalwarsks noted the Employee and Teacher Systen contrsbulions
remamed the same as last year because the funding comdor legsslation
approved by the General Assembly last year State Police rates icreased 1o
7 58%, Judges contnbution went down to 43 74% and LEOPS rate was
reduced to 35 13% The aggregate funded status of the State System was 94 0
% down from 975 % last year The unfunded actuanal labilty rose w
$1 8 bullion from $ 55 billion the previous year Mr Kalwarsht also provided
some alternative contribution projections under different svestment return
SCENEN0s
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Mr Harnson vowced lus concern that at the October 11, 2002, Investment
Commuttee meeting, the Consultant spoke about using an 8% imvestment
return assumption Major Krome stated that he did not know if he was
confortable with 8% and suggested 1hat the Agency needed 1o work with Ems
Knupp and the Actuary to review this ssue by the next valuaton

After discussion, on motion mude by Mr Brown and seconded by Vice
Chairman Kopp, the Board voted unammously to 1} approve the actuarial
assumptions as recommended by the actuary, and 2) to adopt the Employer
Conitnbution  Rakes for Fiscal Year 2004 for the seversl systems as
recommended by the actuary The Secretary was directed (0 cemtify o the
Secretary of Budget and Management and to the Govemor, the individual
rates shown w Attachment A

Vice Charman Kopp asked Mr Kalwarski about article on Milliman, USA
and habiity wnsurance  Mr Kalwarshs answered that he wants 10 work with
chents and that the hemtations fisted n the article are not fasr to chents

Mr Lancaster stated to Mr Kalwarshs that he apprecuates the stand that he
takes Major Krome states that he adnures Mr Kalwarsks's integrity

Mr Anhur Caple, Chavrman of the Investment Commuttee. reported on the
mesting held on Oclober 11, 2002 Attachment B

Mr Lancaster reported on behall of the Repl Estate Sub-computiee that

properues n Silver Spring, MD and Melville. NY had been removed from the

registry  Mr Lancaster moved that the amended real estate registry be

approved by the Board  On moton made by Mr Lancaster and seconded by

Mr Caple, the Board vated to unanimously approve the Real Estate Regr try

as amended JI
i
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Mr Caple reported that dunng the October 11, 2002 commuttee mecting ﬁs;;z.k

Capita] Management made a preseatation due to the recent departure of Enc.’

MeKissack, who was managing a mud cap value portfolio for the System! |
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Mr Caple noted that representatives from Progress Investment Manaﬂenwm
Company muade a presentation due to concems over performance, theeet
monitonng capabihities, and orgamzational 1ssues

Mr Hamson noted that progress adnutted 1o permuttng sub-managers to
purchase Fleet Boston stoch, which should be reviewed

Mr Caple advised the Board that Ms Debra Humphries, Char of the
munorty subcommuttee and Mr Dick MeSherry, Chawman of Elkins
McSherry. reviewed (1) equity transaction costs for the total plan and (2)
Maryland and munonty brokersge Ms Humphries also provided an update
an the muronty manager search, which has been delayed pending the outcome
of legal review

Mr Caple reported that Mr Cummings and Ms Bernard of EnmisKnupp
reviewed the mputs that they propose to use m therr asset allocation modeling
The results of this are 10 be discussed with the Commttee i November  On
motion made by Mr Caple and seconded by Mr Hamnison, the Board voted
unanmously 1o approve the expense of up to $15,000 dollars for Milliman,
USA 1o work with Emis Knupp on asset allocztion as requested by the
Comuttee

Mr Cuple noted that Ms Benard of EnusKnupp recommended the Board
retun Morgan Stanley Asset Management on Tier 1 of the watch list instead
of wrnunating them, at least uned after asset allocation review s finshed

The Board accepted Mr Caple’s repont

Mayor Krome , Vice Charrman of the Executive Comnuttee reported on the
meeting held October |, 2002 Attachment

Major Krome reported to the Board that the Retirement Agency recerved a
heanpg request from former Governor Marvin Mandel on behalf of retired
Captain Harry Spreer Jr, a retired member of the Maryland State Police
Reurement Systern, filing for special disabality retrement

Bince Capt Spicer took no action an hus special dsabdlaty application, the
Retwrement Agency issued a letter duted October 29, 1999 advising tEmt he
had 30 days to supply documentation to support fus case  Capt Spicer wm«*
issued final written notice via certified mai] dated January 29, 20007 thit fus
case was closed 2
Governor Mandel ;xmwdcd 7 copy of a letter sent lo th«f; Agency amlw
Executive Commuttee meeting which the Agency did not have, that requé ted
a reopening of the case wathin the time allowed bt
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Based on the new nformation, on mouion made by Major Krome nd
seconded by Colonel Mitchell the Board unanimously voted to reject Mr’
Vaughn's denal of Capt Spicet’s request and permutted Capt Spicer 1o
present fus records to the Medical Board for consideration of specl
disabhity benefits

Major Krome advised the Executive Commuttee that staff 1s requesting that s
regulation related to employment of a retirec (COMAR 2201 11) be modified
for clanty and to reflect changes 1o pension law

On motion made by Major Krome and seconded by Mr Caple, the Board
vated unammously to approve the staff’s recommendation to amend COMAR

22011t

Major Krome advised the Board that the RFP for a fiducwary audn contamed
three categones for review  He voiced s concern over evaluation of
personnel and stated that i needs clanfication  Major Krome stated that «
should be a separate item with separate controls Additonally Major Krome
stated that he 1s more than satisfied with the RFP as constructed

Major Krome stated that the RFP would be completed and if approved by the
Board, the vendors who respond to the RFP would be evaluated and a
contract awarded ‘

Mr Vaughn advised the RFP 15 subject to procurement faws & wall require
BPW approval Mr Vaughn also stated that the RFP if approved by the Board
goes 1o the Department of Budget and Management and will be advertised
mid November 1t 1s antcipated that the contract will be awarded around
March 1, 2003

Ms Humphries stated that she agrees that only a limited number of firms will
quahfy, possibly three or four at the most

Vice Chasrman Kopp stated that 1t must be done correctly and quickly The
Vice Chawrman suggested that the draft be adopted immediately in order to pot
the RFP approved, and agam suggested the need for review of the Board, o's
organization, structure, bylaws and rules

.
Mr Lancaster mquired who was RFP Murager? Mr Hamson answered Ms
Jeannte Abramsen 15 Procurement Officer and the be (Mr Hamson) s lthe
Contract Monutor  Mr Lancaster ashed who will be on the evaluation wénﬁ
Mr Hamson suggested staff and Board members  Magor Krome vc;Eumegj:red
as one Board member  The combination of 2 Board members and-3 staff w.f:; ‘
concurred to - Mr Lancaster gb_;écmd to evaluating existing staff as pmfigsah !
in the RFP T I { ‘
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Ms Humphries mquired 1f EmsKnupp would review the Investment Division
Major Krome answered that they would review investment pohicies, buat the
new consultant would assess orgamizational structure as well as policies Ms
Humphries mgqured as to why EmsKaupp couldn’t review nvestment
orgamzational structure  Magor Krome answered some of the review may be

redundant

-

2 i

Charman  Schaefer advised that the whole process 15 being made too
complicated Charman Schaefer states that he wants to know who does what,
and «f there ts a table of organization  Chairman Schaefer stated that he wants
to “get 1t done”, but that Mr Hamson's imehine would take at jeast & year

Secretary Foster advised the Board that within the Department of Budget and
Management there 1s an Office of Policy Analysis for pohicy study, and that
the Board may destre 1o rreat this as an emergency procurement

Charrman Schaefer asked why not use the services of the Policy Analysis
Office at the Department of Budget and Management  There was no suppart
for this suggestion nor the emergency procurement suggestion

Following further discussion, on motion made by Major Krome and secanded
by Vice Charrman Kopp. the Board voted to approve the RFP contents with &
vole of eight to one  Vice Charman Kopp, Secretary Foster, Colonel
Mitchell, Major Krome, Ms Humphnes, Messts Brown, Lancaster  and
Harmison registered yea votes  Chawrman Schaefer registered a no vote,
desireng DBM to review the Agency

The Board accepted Major Krome's report

Mr Vaughn reported that the Joint Commulitee on Pensions would meet on

Monday, November 18, 2002 from | ~ 5 pm wn the Jomnt Hearing room of the
Department of Legislauve Services  The topic of discussion 1s the Chaprman
1ssue The Joint Commuttee on Pensions will also meet on Monday, December
9, 2002, at 2 00 pm on other ssues noted the attachment Autachment D

Mr Vaughn advised that Mr Giglota would report on the review of
Montgomery County contributions due the System  Mr Gighott stated thit
Montgomery County agreed to the $2.011,58300 i prior Employees
Contribution not billed by the Agency, they requested a payment plan, with
50% due on January 1, 03 and the remainder due on July 1. 2003 “SeTrelary
Foster asked if there were any interest or penalties due ~Mr yi\{@hghi}
answered no if the payment was made within 30 days of the mvoce ~— ? :

i
§

Mr Vaughn reported that he recewved a Memorandum dated Sepmmhc:rgzi ,
2002, from Secretary Foster outhmng a huning freeze for all State Agmémé .
Mr Vaughn asked the Board to refer to the Memo on page 57 of the Ag&%da‘?

. i
for specifics Y
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Mr Vaughn noted that on September 27, 2002 the Victim's claim letter was
sent to of the US Attomey's office and 1o stake a clarm for resttution in the
case of US versus Alan Bond  Mr Vaughn stated that Mr Fewnstein would
address the Class action lawswit policy proposal as directed by the Board
Autacheent B

Mr Fewmstewn outhned 3 steps 1o the proposal pobey

1) Claims Momtor to review all pending class acttons (dollar thieshold $10
mulhon)

2) Evalugtion Counsel ~ Legal review and 1n-depth assessment of case and
recommendation whether to pursue class achon

3 Lwganon Counsel - a group of 3 legal firms to represent the System of
the Board agreed 1o do so

Mr Bruce Hamson questioned the $10 mulhon-dollar threshold, and stated
that 1t seemed Jow  Mr Harrson then asked how many cases occuned within
the last year  Mr Fenstemn stated between 5 to [0 Mr Hamison stated that
since the Agency s himned 1 amount of cases thar can he filed, we should go
after the most money

Mr Fewmstemn noted the evaluation counsel would not be elimble 1o figate the
case on our behalf

Vice Charrmas Kopp questioned the States option to go ot our own She
questioned whether this ssue would be reviewed? Mr Fenstem answered
yes

Mr Brown asked of the Agency checked with other Retirement systoms Mr
Feinstein answered yes several have sumlar spuations  Wisconsin,
CALPERS, New York, but there are vanations on how s done

Ms Boykm ashed Mr Fansten to explan the responsibihties delegated o
wvestment staff  Mr Fenstern stated that the services are outsourced, but
need oversight  The clams monator oversight 15 better handled by Investmery
Seaff  The Legal Division would monttor the other 2 components  Ms
Boykin stated that more data is needed

4
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Mr Brown requested that this issue be held over unnl the November Board
meetsng, which the Board agreed to- - T
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Mr Vaughn asked the Board to refer to page 85 for Budget reduction
information the Board directed the Agency to promulgate Mr Bruce
Harmson asked why 20 ~ 25% reduction came out of the Investment Dovision
Mr Vaughn stated that all department heads participated in the process, and
that the goal 18 not to reduce current services Mr Hamson wnguired about
eliminating Bond services, Ms Boykun answered that 1t depended upon Board
action  Mr Vaughn noted 2 nems (1) reducing postage by not mashing the
Statement of Benefits to members (2) ehmunating off site hotel costs for the
Board Retreat We wall have the retreat i Balumore at the Agency On
motion made by Mr Brown and seconded by Major Krome the Board
approved the recommended reductions and mstructed staff to poufy the
Department of Budget and Management of the reductions  Chaurman
Schaefer requested Treasurer Kopp attend the Agency's budgel meeting with
Secretary Foster '

Mr Vaughn iformed the Board the Board's final decision with reference to
(he Roscoe Johnson deciston was at thewr station for review  Mr Vaughn
further stated that the decision would be forwarded t the clamants

Attachment B
The Board sccepted Mr Vaughn's report

No reports were necessary for the Ad-Hoc Communications Committee and
the Ad-Hoc Benefit Improvement Sub-Comnuttee because no meetings were
held

Mr Vaughn stated that the Agency recewved a favorable outcame of the
appeal of Ibnomer Sharafeldm versus the State Reutremenl & Pension
System of Maryland Auachment G

On & motion by Vice Charman Kopp and seconded by Major Krome, the
Board accepled the reports of the Medical Board i connection \;m!x
applications of members for ordinary, accidental, and special retrement

allowances b
Anachment H |

o

On motion by Major Krome and seconded by Mr Brown, the Board
accepted the supplemental reports of the Medical Board 1n connectionjwit
apphications of members for ordinary, accidental and special retreme
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On motion made by Mr Brown and seconded by Major Krome, the Board voted
unammously to meet m Executive Session, to consider the following matters deliberations
regarding the disability appeals, obtam legal advice and discussion with staff and counsel
regarding porential hugation  State Gowt Article, Section 10-303{a}(1} authonzes the
Boaid 10 meet in closed session to exercise a quasi-judicial function  Section 10-508(a )7}
suthorizes the Board to meet m closed session to oblain legal advice, and Secuon 10-
508(a)(8) authorizes the Board to meet in closed session to consult with staff or other
mdividuals about pending or potential ligation

EXECUTIVE SESSION

The Board met in Executive Session at 12 15p m in the Boardroom of the SunTrust Building
at 120 Last Balumore Street to consider the appeals of Glona Bledsoe, Caroline Payne,
Laverne Bamum, and Kay Kimble, o discuss pending or potential hitigation, © obtamn legal
advice  All of the persons present at the begmming of the meeting were present in Executive
Sesston except the following Mary Jo Newille, Maryland State Teachers Assoctation, Anne
Gawthiop, Depariment of Legislative Services, Gloria Bledsoe, and her attomey Janice
Bledsoe, Laverne Barnum The Board adjourned s Executive Session at 1230 pm and

" returned (o regudar session to complete the agenda

Clang Bladsoe

SRR S

Carolims

Payne

REGULAR SESSION

The Board considered the record of Glona Bledsoe Following a discussion, &
motion was made by Mr Brown and seconded by Ms Humphrnies, o reject
the Admumstrative Law Judge's decision and grant Ms Bledsoe acerdental
disability benefits The motion failed with a vote of 3104 Ms Humphnes,
Messrs Brown and Lancaster registered yea votes  Vice Chawman Kopp,
Colone! Mutchell, Major Krome and Secretary Foster regstered nay votes .

On motion made by Major Krome and seconded by Vice Chairman Kuﬁpgihe
Bourd voted 1o adopt the Admumustrative Law Judges decision wiihi a vite of
six toone  Vice Chaeman Kopp, Colonel Mitchell, Magor Krome, Secretary
Foster, Ms Humphnes, and Mr Lancaster registered yea votes Mr Brown
registered & nay vote :

w e

The clarmant Ms Caroline Payne fasled to appear before the Board at ‘h% e
areanged time  The Board voted unammously to defer Ms Payne's case to a

future Board meeting
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i
it




& |
Lwem, Bimum The Board considered the record of Laverne Bamum Followng a discussion,

on motion made by Colonel Mitchell and seconded by Vice Claurman Kopp,

the Board voted unanwmously to accept the Admwmstrative Law Judge's

Proposed Findings of Fuct and Conclusions of Law and deny Ms Barmum's

request for accidental disabulity retirement benefits

Fay %imble The clawmant Ms Kay Kunble faded o appear before the Board at the pre-
arranged tme The Board voted snanimously to defer Ms Kimble's case to s
future Board meeting

(ilser Busoniess 16
Adjoursment 17 There being no further business, the meeting adjourned at 12 35 pm
Peter Vaughn
Secretary to the Board
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