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

MINUTES OF MEETING

December 17, 2002

The Board of Trusiees for the State Reummem and Pension System of Maryland met
in the Boardroom of the SunTrust Buxldma 120 East Balumore Sueet, Balumare,
Muaryland, at 930 am  There were pmar.:m Chayrman Wilhiam Donald Schaefer,
Vice Chasrman Nancy K Kopp, Dr Nancy Grasmick, Arthur N Caple, Jr. Debra
Hamphnes {armved 1000 am ), William D Brown, Carl D Lancaster, Colonel
David B Muchell, Major Moms L Krome, G Bruce Harnson, Dr Al Alemu, and
George Tydings, Trustees, and, Peter Vaughn, Secretary  Agency Staff members
also auending were Margaret A Bury, Renpement Admumstrator, Deborah
Bacharach, Roben Fenstein, Carla Katzenberg, and hil Lemer, Assistant Atiomeys
General. Caroi Boykin, Chief Imfestmt:m Officer, Tracey Ray, Deputy Chuef
Investment Officer, Rick Hammson, Chtef Financial Officer, Howard Plemes,
Legislave Director. Sherlynn Matesky,| Deputy Legislauve Director, Thomas
Gighiotty, Chuefl Internal Auditor, Joseph Cua%e: P‘abhc Informaton Officer, Gary
Senibner, Chief Informaton Officer, and Gxi;en Mulkey, Execuuve Associate

Also mesent were Mary Jo Newlle, Mfmmm State Teachers Assoctation, Anne Gawthrop,
Department of Legislauve Services, Michael Dresser, Balumore Sun, Ted Bayer, Svsmm,
Roberr Dezube, of Miliman USA, Theresa Leatherbury of Milliman USA, Brad Smuth of
Milhiman US4, Scou Elhend, auomey for Clara Proctor, Kenneth Gaudreau, attomey ff:xr
Edward Maveock, Jefferson Turner, \ancv Peters, and Dean Kenderdine, Office of zhc:

Comptroller
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Minutes ] The Minutes of the rfégu!ar meeting of the Board of Trustees for t?w
State Retirement and Pension Swwm held on November 19, 20072 were

deferred 1o Exewtm‘: S&:ssmn fr:,ar discussion and corection
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2003 Meeting
Dates

Clara Proctor

Edward Maycock

4

On monon made by Mr firaw'n and seconded by Major Krome, the
2003 meeting dates ksted below for the Board of Trustees were |
approved by the Board Maczmas scheduled for January 21, 2003,
February 18, 2003, and Mmh 18 2003, will be held in Annapolts, |
MD I"tw remainder of thf:. meetngs will be held in the Boardroom on 1
the 16" F]m:;r at 120 East E&mmwe Street The meetings are scheduled |

forthe 3° T vesday of eagh month, beginmag 1t 9 30 a m

Japuary 21, July 15
February 18 | August 19
March 18 ' September 16 !
Apnl 15 ! October 21
May 20 ! November 18
June 17 | December 16 f

The Board considered the report of the Adnumstrauve Law Judge
connectron with the {:}mm of Clara Proctor, for acaidental disability |
benefits The repon included a report by the Medical Board and all ;
related documentation subimtted by parties to the Admmstrative Law |

Judge :
' &

Mr Scott Ellund represenung Ms Procior, presented his client’s]
opposiion 1o the Agency's posmion and the Admimstrauve Law
Judge's recommendations  Ms Jill Lemer, atomey for the Ageney,)
addressed the Board and argued that the Board should adopt the
Admunsstrative Law Judge's recommendations Following chscusmm.
the Board deferred further consideration to Executive Session

;
H

H
¢

!

The Board um%ndﬁmd t?w report of the Admimstrative Law Judge m
connection with the claim of Edward Maycock, for acaidental dxsabﬁny
benefits The repont mciudeai a report by the Medical Board and all

refated dmumcnmmn submutied by parues to the Admimistrative Law

Judge i |

. Mr Kenneth Gaudwau represenung Mr  Maycock, presented hxs
chent's opposition 10 the Agency's positon and the Admimistraive Law
Judge's recommendations Ms Carla Katzenberg, attomey for the
Agency, a«:idmssed the Bc}ard and argued that the Board should adopt
the Admmstmtwe Law g,Iudge s recommendanons Following

discussion, the Bmaxd deferred further consideration to Executive
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Session |



Jefferson Tumer 5
Joyee Ejbs i
Nancy Pelers 7

Investment Computtes 8
Report

i
i
The Board considered the report of the Admunsirative Law Judge in
connectton with the cimm of Yefferson Tumner, for accidental cLaabxhty
benefits The reportiinci luded a report by the Medical Board and all
related dmumema&mﬂ subrmutted by parties to the Admmstrative Law
Judge ~

§

Mr Tumer, representing himself, presented his opposiion 10 xh
Agency's  posiwon  and  the  Admumstratve  Law  Judge's
recommendations  Ms Carla Katzenberg, awtomey for the A“encvw
addressed the Ec:raxd and argued that the Board should adopt the
Admmstranve Law }ucige: s recommendations Following discussion,
the Board deferred further consideration 1o Executive Session |

~ s
Mr Vaughn mfu:)rmf:d the Board that he received wotten cﬂnfmmtmn
that Ms Joyee Ellis withdrew her appeal for disability benefits and ahax
the case would be c:le:;sed

S

The Board considered the report of the Admimsiraive Law Judge in
connection with the eimm of Nancy Peters, for accidental cizsab;hty
benefits The report mcluded a report by the Medical Board and all
related documentation submxtted by parties to the Admumstrative Law
Judge %

Ms Peters, mpmmmmg, herself, presented her opposition o me‘
Agency's posittion and  the  Admumstrative  Law  Judge’ :»;
recommendanons  Ms il Leiner, attorney for the Agency, dddwswd
the Board and argued that the Board should adopt the Admimstrative |
Law Judge's r*-:mmmendmcnns Following discussion, the Board |
deferred further wng:cﬁemtmﬁ 1o Executive Sesston 5
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Mr Anhur Caple, Clhmz%nuﬂ of the Investment Commutiee, reported on |
the meeting held on December 13, 2002 Attachment A

Mr Caple advised the Board that Ms Kane Burke of State Street |
Analyucs reviewed the performance attinbuuon of the total plan for
FY2002 with the Comruttee Ms Burke also provided an update
through the quarter eadmg 9/30/02

Mr Caple reported xhat ansKnupp provided an update on thew
recommendation 1o tmmnme %3}&4? a manager of a former chent
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Mr Caple advised that anaKﬂupp explamed the format of a
performance report, which they will be providing to the System on a
quarterly basis Staff will continue to provide monthly performance
reports on a gross basis, and they will no longer mclude the a phas
Going forward, recommendanons for manager lerminauons by
EnnisKnupp will be based upon a vanety of factors, and alpha will no
longer be used  Based on the above, on mouon made by Mr Caple and
seconded by Dr mcms. {hw Board voted unanimously (o :amﬁtnd
manager contracts m ehmmate alphas as part of the manager
benchmarks % i

Mr Caple reported fm Enm:xé*;ﬂwpp‘s structural recommendations fé}r
asset classes The objecuve of these structural recommendations 1s 10
maximuze the hkelthood of achieving the plan’s return objectives by
crestng a structure fgnr each asset class, which reflects the benchmark
for that asset class  On mouon made by Mr Caple and seconded by Dr
Grasmuck, the Bc:wrd voted to adopt EnmsKnupp’s szmcmml
recommendations fm' asset classes

Mr Caple noted mm EnmisKnupp's recommendation that the pmﬂw:
portion of the domemc equity sector be invested in the Russell 3000
wus overturned by the Comgrattee  On motion made by Mr Caple and
seconded by Ch.ummzn Schaefer, the Board voted unammously to use
the Russell 3000 for m@md domesuc equity monies
Mr Caple advised the Board that the Commitiee came L0 @ COMpPromise
on how much fixed meome should be passively managed On motion
made by Mr Caple and seconded by Dr Alemu, the Board voted 1o
approve the Commutiee's recommendation that 50% of fixed income
should be purely passively managed to the Lehman Aggregate Index,
and that weighungs for other fixed income categones :m,[udﬂ 48% for
core plus and 2% for h:gh yield %
Mr Caple reported tha: the Comnuttee agreed to place 15% of passwﬂ
fixed mcome assets ‘with staff for mtemal management, with the
remamng 75% externally managed The motion was made by Mr
Caple and seconded by Mr uncaster to place 23% of fixed income
assets with staff for internal management wrth the remaming 75%
externally managed Mr Harnson made an amendment to the motion
that 100% of the assets be ‘externally managed, seconded by Dr
Grasmuck Mr Lancaster staed there had been extended conversations




Executrve Director’s 9
Report
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concermng this 1ssue, and ma& because he did not see where the |
circumstances were different ﬂ'!ﬁfﬁ was no reason to alter the situation
by having the assets li}ﬂ% exwmally managed Mr Tydings motioned
that the ssue be rcmand&d back to the Invcsfmem Comumttee for
further discussion. Ms Humphnes stated that she agreed with Mr
Lancaster, and did nm see reason to move all assets o be managed
extermnally Dr C}ms.m;ck seconded the motion to defer the 1ssue of the
mtemally versus exwmd!h managed funds The motion passed with thn
abstention of Mr CapE ;
i
Mr Caple noted ﬁmt the Commuttee made a molion fo adopt the
balance of Enmshnupp s recommendations On motion made by Mr
Caple and seconded by Major Krome, the Baard voted unanimously m
adopt the balance of Enms?{ﬂupp s recommendations
| )

The Board accepted Mir Caple’s repant

Mr Vaughn reported on the following items

Mr Vaughn provided an update on the Jont Comrmutiee on Pensions
meetng  He stated that the Commuttee reviewed mvestment refums,
asset ailocmon and pm:r performance  Additionally, the Commuuee
reviewed manager fees pard and the crtenia for terminating managers
and also discussed HB 1354 and HB 1413 Mr Vaughn noted that the
Commuttee qumuoned the 8% actuamal rate of return and that the
Commuttee felt that it w*an"ams review by the Board with a repont bank
to the JPC | ,

i%
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Mr Vaughn mformed the Board that the Agency sent bills out to 151
municipal. Employers mmhng $44 & nullion doilars

Mr Vaughn dmmbuwd the Independent Auditor’s Repert for June 30
A

The Class Action me_g,am:m Pohcy discussion was held over umxl‘
January

Mr Vaughn presented the Annual Actuamal Valuaton for June 30,
2002 to the Board f

The Board accepted Mr Vaughn's report




Exccutive
Commuttee Report
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Mr Vaughn presented the System's Comprehensive Annual Financial
Report for the year ended June 30 2002 to the Board for approval

The Board requested the repdr& be put on the website as soon as
possible

On motion made by Mr Brown and seconded by Dr Alemuy the Board
unammously voted to :}cc:ept and approve the System's Comprehensive
Annual Financsal Report for the year ended June 30, 2002 !

| |
Mr Brown p&pmad nn the Execuuve Commuttee meetng held cm

December 3, 2002 xmchmam.(:
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Mr Brown advised zhe Board that the Agency had received wnmn{
nouce from the Department of Budget and Management that zhe
Agency would not  be subjpect to the budgel cuts
requested of General Fund State agencies o deal with the FY2003
budget deficit Mr Brown emphasized that the Aﬁem,;.
15 sull subject to the current job freeze and that we are not guaranteed to
exemption from other| budget reducton measures that may be nwdcd
both in the current fi m,al year and 1in FY2004 Mr Brown indic aceci
that the Executive Committee agreed to defer additronal discussion on
this item unul the }:muzm' meeung !

Mr Brown then dtkﬂaw ledged that Robert Dezube, Brad Smuth dnd
Theresa Leatherbury of Milliman USA were present  The Board
agreed to hear from the representatives of Milliman 3

The Board quesmcmed Mr Smuth as to the employment staius of Mr
Kalwarski Mr Smuth stated that Mr Kalwarsks had been termmat&d
Mr Lancaster quemmncd Mr Smith regarding Milhman's decision 10
limst habality to chients  Mr Smuth stated e?m: with hitigation and
insurance costs increasing, Milliman attempted to meet “with each
chent 1n order to come to a solution to meet high insurance and
hngauon costs  As a firm, Milliman USA dw;dad that 1t was best
not to pay the increased insurance costs, so that costs would nm
subsequently be paswd on to the chent |

Mr Cap e que&{acrwd Milliman's dropping the coverage amount sO
greatly Mr Smuth responded that the firm was intending 1o honor
existng contracts as p«::»he}, which apphes to all public chients not just
Maryland i ?
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Audit Commuttee 12
Repont

Commuttee and 13
Sub-Cammutiee Repons

and Recommendations

Medical Board 14
Reports
Supplernental Medical 15

Board Reports

a
| !
Major Krome asked how Mii:m:m USA could, i essence, hrmt*
their fiduciary responstbility m their clients Mr South stated that as
the actuary, they could nm‘ guarantee numbers because so many
factors and costs have to be pmgecwd Mr. Sruth further stated that
as a result, Milliman| auempied to 1denufy (on a chent to chent basis)
the amount of cost that the company could bear 1f an error were made
Mr Sputh added ch&t Milhman USA endeavored to reahsucally
wdennfy the damage thal Milliman could cause 1f they were neamzem
and 1o reflect that amc:um in the contract of each client

\a
Finally, Mr Snouth | stamd that Mulliman temans commutied 0

conlinumg IS service. to the Retirement Agency now and m the futurc

l
Mr Gene hafwmkz was also present at the Board meeting amri
requested a moment m speak with the Board Ms Humphnes noted
that 1if Mr Kalwarski was not permutted to speak at the Executive
Comyrutiee meeung, whv should he be permitied to speak before zhe
Board While several Board members wanted Mr Kalwarsk: to adcfm%
the Board, Charrman Schaefer made the decision to deny Mr Kalwarsks
tume to address the Bé?}ﬁ;i‘d during the mesting

The Board accepted Mr Brown's report

In the iterest of time, My Brown asked the Board to review the Audit |
Comumsttee Minutes at their feisure Agachment T |

|
No reports were nacess&ﬁs“y for the Ad-Hoe Commumications Comnutiee
and the Ad-Hoe Benefit Improvement Sub-Commuttee because no
meelings were held ‘

On moton by Mr Lancaster and seconded by Mr Biown, the Board

accepted the reports of the Medical Board i connection with i

applications of members for ordinary, actidental, and special disability
retsrement allowances Attachment E

i

On motion by Mr me.;sm and seconded by Mr Brown, the Board
accepied the supplﬁmmmi reports of the Medical Board 1n connection
with apphcations of members for ordinary, acewdental and special
disability retrement allowanees Attachment B
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Clara Proctor
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On motion made by Major Kmmﬁ and secanded by Colonel Mitchell, the Board mted
unarumously o mee! n E:wcmwc Sass;mn to consider the followmg maum's
debberations regarding the dxsabﬂny dg::pcals advice and discussior with staff and
counsel regarding Chapman matters, and Syscnm and matters involving the investment
of pubhic funds State Govt Artcle, 'Secuon iﬂhﬁﬁ”&(zx){i) authonzes the Board to meet
i closed session to exercise a quast Judm.ml functon  Secuon 10-508(a}T) authamzes
the Board to meet i closed sensmn to obtain legal advice, and Secoon 10- 508(a)(8)
authorizes the Board w meet in cias@d session to consult with staff or other individuals

about pending or polential mﬁ:mﬁn Secuon 10-308(a) L} authonzes the Boapd m
meet m closed session w discuss pemunnei matters Section 10-508(a)(5) dushcmzes

i

the Board to meet i closed session m dxsauss the investment of public funds i
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zsxm:m*mz SESSION %

The Board met in Executive Sessum at 12 43 pm n the Boardroom of the Sun’ I“mst
Butlding ar 120 East Balumore Street to consider the appeals of Clara Proctor, Edward
Maycachk, Jefferson Tumer, and Nancy Peters, to discuss pending or potental
htganon, 1o obtam fegal advice, m{i w discuss personnel matters  All of the persons
present at the begimning of the memm were present i Executive Session except the
following Mary Jo Newille, Maryland State Teachers Association, Anne Gawthmp
Department of Legislanve Services, Michael Dresser, Balumore Sun, Ted Baw:r.
Syscom, Robert Dezube, of Ma}hmm USA, Theresa Leatherbury of Milhman USA
Brad Smuth of Miliiman USA, ‘?ccstt Elkind, auomey for Clara Proctor, Kenneah
Gaudreau, attomney for Edward M‘s;,cack Jefferson Turner, and Nancy Peters The
Bourd adjourned 1ts Execunve ‘ifswm at 1 15 pm and returned 1o regular session fo
complete the agenda ,

REGULAR SESSION

On motion made by Dr Alenn and %&candﬁad by Major Krome the Board voted
unammously 1o raufy actions taken in Executive Session

The Board cmsndemd the record of Clara Proctor  Following a
discussion, Dr Alemy made the motion, seconded by Colonel Mi mheﬁ
to reject the Adnnmstmuva Law Judge's decision and grant Ms Pmcmr
accidental disability benefits  The motion failed with the vote of 4 w 5
with one abstenon  Colonel Mitchell, Dr Alem, Dr Grasmuck anci
- - - Mr Tydings registered yea votes Charman Schaefer, Vice Chayrman
' Kopp, Major Krome, and Messrs Brown, and Mr Lancaster registered
nay votes, Ms Humphnes abstaned On mouon made by Vice

‘ Charrman Kopp and seconded by Ms Humphnes, the Board voted' 1o
adopt the Adminstrative L&w Judge's Proposed Findings of Fact and

Conclusions of Law and dcnv Ms Proctor's request for accidental

disability with a yote of 5 tb 4 Charman Schaefer, Vice Chmman

Kopp, Myor Kmme and Méssrs Brown, and Lancaster registered yea

votes  Colonel Mltchezl Dr Alenu, Dr Grasmuck and Mr Tvdmas

registered nay vmes @ ;



Felward M&ycaék The Board considered the record of Edward Maycock Followang a .

discussion, on motion made by Major Krome and seconded by Catnﬂal
Mautchell, the Board voted to reject the Admunistrative Law Iudge s
Proposed Findings of Fact and Conclusions of Law and grant Mr
Maycock's request for accidental disabihity retrement benefits with a
vote of 8 to 2 Charman Schaefer, Vice Chairman Kopp. Colonel
Mitcheil, Major Krome, Ms Humphnes, Messrs Lancaster, Brown,
and Hamson rcgﬁmred yea votes Dr Alemu and Dr Gras:mck
registered nay votes | i |

i

Jefferson Turnes The Bowd considered the record of Jefferson Tumer Following a
discussion, on motion made by Mr Brown and seconded by Dr
Grasmick, the Board voted unammously to reject the m:!mxmstmnm
Law Judge's demsmn and grant Mr Tumer accidental f.hsabzlxzy
benefits : a
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Nancy Peters The Board mnﬁademd the record of Nancy Peters Foll owmgm
discussion, on mamn made by Dr Grasmuck and seconded by Dr
Alem, the Board voted unanimously to adopt the Admimstrauve Law

Judge's decision and deny Ms Peters accidental disability benefits | .
|
Supplemenial Medical On motion made : &nd’du ly seconded the Board voted unammously ‘
Board Reports to accept the &upp@emﬂnm; report (presented 1n Executive Session) cxf

the Medical Board m connection with the appheanon of & member fg;:r
ordinary disability retirement allowance

Other Business 16

Adrournment 17 There being no further business, the meeting adjourned at 1 30 pm

o <o

I;’eter Vaughn
Secretary to the Board .
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