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BOARD OF TRUST I:,;‘;S j

FOR THE
STATE RETIREMENT AND PENSION §YSTEM
OF MARYLAND

MINUTES OF MEETING
January 21, 2003

%

The Board of Trustees for the State Retirement and Pension System of Maryland met v the
Boardroom of the SunTrust Buslding 120 East Baltmore Street, Baltumore, Maryland. at 9 30 4 m
There were present Chamrman Willam Donald Schaefer Vice Chamman Nancy K Kopp, bmmar}!
Tames DuPaula, v Nancy Grasmuck (arnived 10 15 am ), Arthur N Caple, Ir Diebra H&mpmas,
Witlwm D Brown Cul D Lancaster, Colonel Edward Nons Magor Moms L Krome, G .&rum
Harrison, and D Alr Alenu, Trustees, and Margaret A Bury, Retnement Admumistrator Aﬂem:y
Staft members also attendmg were Deborsh Bacharach, Robent Fenstem, and Carla Katzenberp
Assistant Antorneys General, Carol Boykun, Chief Investment Officer, Rick Harrison. (,,m,f‘
Fianciad Officer, Howard Plewes, Legislative Derector, Sherlyn Matesky, Deputy L:.»gm.nm
Director Thomas Gighott, Chief Intermal Auditor, Gary Scribaer, Chief Information Officer, and
CGwen Mulkey, Executive Associate
2
Also present were Mary Jo Newille, Maryland State Teachers Assocration, F Richard Crowther,
Maryland Classified Emplayees Association, Anne Gawthrop, Department of Legislative Services
Raobent Dezube, of Milliman USA, Trvin Setnef: Lucille Moore, and Dean Kenderdime, Office of the
Compteoller

+

Puot o cunsadwmg agenda sems, Charman ‘“;’Lhac.fcr stated that the Board intended to move quickly
i the hinmg of a new Executive Duector Chairman Schacfer further stated that Ms Bury would [?“3
responsible fm any decisions o actions that the Exccutive Drector would normally handle untilia
canchidate for thar position 15 selected © hairman Schaefer then welcomed two new membets to ahc
Bowd Secretuy DiPauls and Colonel Noms — Chanman Schaefer ended s operung remarks b\
notng thet there 15 4 new adrmistration and that the Board wants 1w work with the new Governor m
aid m hus success i

i
Vice-Chasrman Kopp wformed the Bosrd tha Chairinan Schaefer asked her to convene a stall gmup
of Trustees consisting of D Grasnuck, Mr Hamson, Mr Brown, and herself, to monutor the pmg,re‘;\
of the search for 4 new Executive Director Vice Charman Kopp stated that a job description had bex:n
developed wiuch included goals for the next six to mine months Finally, Vice Charman Kopp st:szsd
that the Board would conduct an aggressive search with the goal of selection a new Executive Director
by the end of Pebruary

On an unrelated matter, Mr Caple snquired a5 to who creates the Agency newsletter  Ms Bury
answered her staff The Board suggested that Mr Coale be nvolved n the pubhshing of the
newsletter '
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. Minutes

[rvin Sehree

Michael Carter

Luctlle Mooie

i

i
On motion made by Mr, Caple and seconded by Dr Alem, the Minutes of uw
regular meeting of the Board of Trustees for the State Retirement and Pﬂmmﬂ
System of Maryl land. | held on December 17, 2002, were ummm@m@y
approved i

The Board considered the report of the Admuimstratve Law Judm, n
connection with the claun of Irvin Scbree, for acoidental disubiluy bmefus.
The report mcluded a report by the Medical Board and all re ﬁ.i&d
documentation submitted by parties to the Admumstrative Law Judge m:
presented !

A Union representative addressed the Board on behalf of Mr Sebree,
presenting Mr  Sebree's opposibon 1o the Agency's posiion and the
Admimstraive Law Judge's recommendations Ms Carla Katzenberg,
attorney for the Agency, addressed the Board and argued that the Board
should adopt the Admimstrative Law Judge's recommendations Im%wmg

discussion, the Board deferred further consideration to Execulive Session

;
The Board considered the repont of the Admumstrative Law Judge m
connection with the claim of Michael Carter, for accrdental disability bemﬁw
The report icluded a report by the Medical Board and all mlam’i
documentstion submutted by parties to the Adnunustrative Law Judge are
presented ,

1 i
Mr Caner's case was heard on the tecord  Ms Carla Katzenberg, attomey
for the Agency, addressed the Board and argued that the Board should adopt
the Admumstrative Law Judge's recommendations  Following discussion the
Board deferred further w&mémﬂw 1o Executive Session ;

5
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The Board considered the report of the Medical Board tn connection with the
claim of Lucille Moore for aceidental disability benefits The Medical erd
report mchuded a report by the Administrative Law Judge and related medml
documentation  The Medical Board. based on the evidence submtied, did not
find any objecuve evidence to substantiate Ms Moore’s claim for dts.xbnm
retrement and cannot find that Ms Moore 15 disabled from fwr&haer
performance of duty Ms Moore appealed the Medical Board's decision ’
|
Ms Moore appeared befcm: the Board and presented her arguments cppﬂsmn
positions of the ﬁgenay and the Medical Board Ms Carla Kawzenberg,
attomey for the ngm‘sy, addressed the Board and argued that the Board
should accept the Med:cai Board's report  The Board deferred funﬁm
consideration to er:cuuiw Session
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Mr Arthur Caple, (‘hmmn of the Investment Commttee, reported on the
meetmg held on J&numw 10, 2003

Ms Bacharach and Mr‘ Fewnstem summarnzed thew October 29, 2002 meno
utled, “Manager Searches” Ms Humphnes referred the 1ssue of next steps
back to the Minonty Subcommutiee

The Investment Committee reviewed EnmsKnupp's framework for evaluating
investment managers  This includes 2 modification of the Watch List process
Changes focus on makng this process more systematic  Managers will t:%:
ranked m each of the Tollowing 4 categories  performance, orgamzation,
percerved shill, and other  The rankings will be colorcoded A manager will
be placed on the watch listif they recerve a *red” in cne of the 4 categoties or
if they do not score “green™ in any category  Termunation will be v:cmsaéz:ﬁd
if 4 manager receives a score of “red’ w2 or mare categones ;ms:fim

manager hus heen on the watch hst for more than 12 months with the sa;mz,
concern FnmisKnupp's watch list report will be sent under a c:mﬁde.mml
envelope as part of the: monthly Investment Commuttee madling  Staft w:H
supplement EnmisKnupp's report with another report. which shows md;trmml
pertinent mformation and opimons on the managers  Stafl will zlso produce a
monthly report, showing peer results for managers Treasurer Kopp expressed
interest v confidentiality for the EnmsKnupp manager evaluations  She
noted that this framework 15 a helpful tool, and she advised agamst ovel
simplification ‘

i

The Investment Commuttee approved renewal of the System’s wcurmeﬁ
lending contract with State Street for a one-year perniod  Mr Caple maved
that the Board adopt this renewal  The motion was seconded byMr Hamson,
and o passed unarmously

L} . *
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The Commuttee recewved feedback from EnmsKnupp regarding the use of
fund of funds EnmisKnupp sad that fund of funds are not necessary to carry
out the objectives of the pension plan However, they prefer to contimue 1o
use fund of funds in the event that.the System chooses (o continue to invest "
private equaty andfor m{mrg,mg managers  EnmsKnupp stressed that tthur
opunon was predicated ‘u;:xon a legxi opinion supporung the use of fund af
funds m Maryland

'

Mr Caple reviewed the System’s tustory with the use of fund of funds He
noted that fund of ﬂmds managérs had been used as gatekeepers for (hc
System’s nunorty rrmmger program He sud that fund of funds m'm&&m
had been employed out of a recogmition that staff did not have adequate
resources to oversee the nuncrty manager program, since there were m:my

emerging managers 1o this program !
i
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Executive
Cammitiee Report

Comptroller Schaefer stressed that the Board's number one abjective for
mvesting 18 to make money :

by
4

Mr Brown reported on the Exemé;w Commuttee held on January 7, 2003

i
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Mr Brown reported that the expenses for November 2002, reflect I:Eﬂuw
anticipated cost of the fiduciary audit contract for $256.000  He noted zh:xr
the contract with Cortex has not been finalized It i possible that meetngs
ongnally scheduled to take place i our offices can be conducted by
telephone If that occurs, the cost of the contract should be reduced 5
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Mr Brown noted that the Retwement Agency had received a request from St
Mary's County Iibrary 1o participate wn the System's Pickup program Mr
Brown stated that the hbrary had obtained a favorable letter ruling from the
Internal Revenue Service and 15 working with Agency staff to begin the
prckup of employee contributions  The Board s required lo approve t}‘w
lihrarys particepanon as the final step i the process ;
i
The Executive Commuftee recommends to the Board of Trustees that it
approve the partcipation of the St Mary's County Library mn the System's
Employer Pickup Program  On motion made by Mr Brown and seconded by
Major Krome, the Bouard voted unammously to approve the particrpation of
the St Mary's County Library 1n the System’s Employer Pickup Program i

Mr Brown nformed the Boerd that Dr Monton Rapoport CEQ of m::
University of Maryland Medical System (UMMS), inttated the dxscussmns
of funding issues pertauning to the withdrawal lability owed by UMMS "Im.
Maryland General Assembly created UMMS i 1984 when o privatized m«:
Unmversy Hosputal }

Employees hired after July 1, 1984 are employees of the private corporation,
Employees hired prior  thes date remamed State employees for purposes of
salary, fringe benefits and pension This created two personnel systems, wuh
the State employees generally recerving greater salanes and benefits than tﬁwz
UMMS employees "
Between 1984 and 1989, the difficulties, and costs, of operating Ewr:)
personnel systems commued to grow In 1989, the State agreed to an

centive program (Vﬂ* Vol unwy Incentive Program) to encourage State

- employees to leave the S{ate pc:rmnnei systern and become covered by the

UMMS personnel syat&m Elmpioym_& who accepted this program bwamr:
UIMMS employees remn‘ﬁg to salary and most benefits They were permxm:d
to retan thewr membership i the "}taw Employees” Retrement and Pension

’:,ya!f'm
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From 1984 unul 1991, UMMS rwew&d fundmg from the State to cover me
so-called *pension gap”  This funding was phased out between 1992 an
1996 because of the Stale’s own budgetary problems

[0

In 2001, UMMS hired Buck Consultants to analyze UMMS's pension
habelines  Buck found that UMMS had over funded s pension r:asis
primanly due to a high assumption on salary growth  UMMS %hfm
approached Treasurer Rickard Dixon on the possible reducuon of fumm
UMMS pension costs  The Treasurer sought advice from legislauve leaders
(Senator Hoffman and Delegate Rawlings) who m tum requested tlw
Department of Legislative Services (DLS] to review and report its findings o
the General Assembly

&

Staff from DLS prepared an independent analysis of UMMS's request Th
conclusion reached s that some forme of relief 1 warranted based on the
State’s tmpal commtment (o fund the “pension gap”

The Executive Commuttee asked Ms Bury to have Milliman USA review the
Buck report to determine 1f our actuary concurs with Buck's findings Hr:
asked that this review be completed immediately so that Milliman and staff
could report bach to the Executive Committee as quichly as possible

te . -
t

Mr Brown indicated 1o the Board that 1t 15 imperative for a decision to be
made on extending the exisung actuaral contract with Milliman USA or
inwiating an RFP for a new contract  He noted that the Trustees had
received o memorandum from Ms Bacharach on several options avalable

M« Bacharach had concluded that the Board could extend the cum:m
contract for a year, rebnd the contract now, or rebrd the comtract whda
retaiming the nght o extend the existing contract  Mr Brown indicated that
while possible, the third option appeared impractcal

Mr Brown miormed mn, Board that the Executive Commuttee agreed 1o
recommend that the existing actuarial contract with Milhman USA he
extended for one-year under the terms of the existing contract  Mr Brown
made 3 moton seconded by Dr Alem to extend the one-year contract wnh
Milirman USA under the terms of the existing contract  Prior o wmg}!ezmg
the vore, the Board held a discussion on the maotion

Ms Humphries asked wlhy the erd should extend the current contract wsth
Milbman USA when many of the employees at Milliman who worked f;m
SRA's account are no logger emplayed with the company 5

!

Ms Bury susted that nﬂqewr’mae at Milliman who was working on the E’RA
aceount left the firm w Robert Dezube worked on the account, and that m
actuality Mr Gene Kal warsks Md not worked directly on SRA's account m
recent years Ms Bury further stated that the Milliman contract always had
two one-year renewal ciauaas

©)
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Dr Alem stated that Mxlimmn USA, Iike many large firms, want 1o limit
habiliies Dr Aleru fur!hesr swted that if the contract 15 renewed there shcmkcf
be no habiity limuts l)r Alemu also expressed concern over Mr Katwarsk;

litigation aganst Mill iman USA  Dr Alenu stated that the contract should be
renewed for ong vear to‘:‘ec what hﬁpgmns

&

Mr Brown restated the motion to extend the one-year contract with Mtiﬁtm.m
UISA under the terms of the exssting contract |

¢

Mr Lancaster amended the onginal motion to add a RFP at the end of the one
year pertod to re-bad the actuarial contract

i
The Board questioned if an amendment was necessary since the amendment
could Tunt the Boards opuons at the end of the vear
i
Mr Lancaster withdrew hus wmendment
|
On 4 motion made by Wr Brown and seconded by Dr Alemu the Board voted
to eatend the one-year contract with Milliman USA under the terms of !he
existing comract wiath a vote of 1} o | Chawrman Schaefer, Vice m:nmn
Kopp, Secretary DiPaula, Dr Gragsmuck, Colonel Noms, Dr Alem, Ma
Humphries, and Messrs  Caple, Brown, Harnson, and Mr Lancaster
regustered yea voles Major Krome registered a nay vote

» 2, »

The Board deferred discussion of the Strategic System (0 Executive Session

i
The Board accepted Mr Brown's report

Ms Bury reported that retsrees will recerve a [ 583 Cost of Living
Adjustment effective July 1, 2003 Astacheneol B

¢
!

Ms Bury thea gave the Board an EFT update  She stated that v 199 mi
Bouard adopted o policy of mandatory direct deposit  In the policy, the an:l
provided for o waiver of the mandatory deposit based on hardsiup tha Mm{d
be approved by the Executive Director My Bury beheved that because ﬂf
recent problems ar the .post office, 1t 15 tme to extend mandatory d;mt
deposit to all reurees  After discussion, the Board agreed 1o refer the matter
o the Executive Commutiee

| s
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Ms Bury asked Mr Femstem to review the revised draft of the Hwn:is
proposed secunities i.fdﬁis action hugation policy staternent  Mr Ft:sm[mn
noted that afier the erds Fall 2002 retreat, the Board had directed smtt
and the Office of the mmmey General to put together a commahﬂmwe
statement setung forth pmpxmd polictes regarding securities class acton
liigaon  The policy. v-hnch had been distnhuated to the Board i ()a.mbe:r
2002 and redistributed Wuh revisions 1n November, 2002, offers a three pm
program for daatmg with securities class aciton hugaton  First, mitial
dentfication by a "claims momtor” of all new securiuies class action i

- @
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htigation affecung the|System [Second, a more i depth assessment by a
“claim evaluator” of those claims where the System’s damages are estimated
tor exceed 310 mull mnl Third, more active participation by the System m
class acuon bugation, wham warranted Mr Femstem noted that the pnhcy
contemplates that the services of clams monitor, claim evaluator arzd
securties biiganon counsel will be provided by third parhies selected
through the procurement process Mr Femnstein also reviewed for the
erd the estunated costs which would be incurred 1f this policy were to be
adopted and smplamcmud After discussion, on a motion made by Mr
Brown and seconded by Dr Alemu the Board voted unamimously (© adop
the ¢lass action hugation pohicy statement

-

Vice Chairman Kopp asked Ms Bury o have Mr Coale prepare an arucle
on the pew class gction hitigation pohey

*

The Board accepted Ms' Bury's report

i
Vice Charrman Kopp stated that Joe Coale 1s working hard to improve :
COMMUNICALIONS
Mr Harnson stated that on behalf of the Benefits Improvement Commuttee,
he wrote a letter 1o Governor Ehrlich regarding the level of benefits provided
and 18 awaiting a response Lo s letter Astachment 2

On a motion by Mr Brown and seconded by Mr Caple, the Board accepted
the reports of the Medical Board 1n connection with apphcations of members
for ordinary, accidental, and special retrement allowances  Mayor Kmmf:
voted no on Mr Shaw and Mr Post Attachment 13

On a motion by Mr Lancaster and seconded by Mr Brown, the Board
accepted the supplemental reports of the Medical Board in connection with

apphications of members for ordinary, accidental and special mttmmam
allowances Attachment E

On ¢ moton made by Mr Brown and seconded by Major Krome, the Bouard voted
unamimously to meet w Executive bassu}m to constder the following motters del :bc«rmmns
regarding the disabilty appeals, c;:htzm legai advice and discusston with staff and counsel
regarding potential htigation  State Gcwt Arucle. Section 10-503(2)(!} authonzes the
Board to meed wa closed session o exercise a quass-judicial function  Section 10- 3%33@1&){“’)
authorizes the Board to meet 1 closed session to obtam legal advice, and Section 10-
508(ai8) authorzes the Board to meér in closed sesston to consult with staff or other

indrviduals about pending or potentsal !t&gdh{}ﬁ 1
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The Board met in Executive Session at 1 00 pm ' the Boardroom of the SunTrust Budding
at 120 East Balumore Street to consider the appeals of Irvin Sebree, Michael Carter and
Luciile Moore, and to discuss pending or potential higation, 1o obtan legal advice All of the
persons present at the begiing of the nwumg were present v Executive Session except thc‘:
followmg Mary Jo Neville, Maryland State Teachers Association, F Richard meth@r.
Maryland Classified Employees Associatien, Anne Gawthrop, Depastment of U,gmame
Services, Robert Dezube, of M;Huwm USA, Irvin Sebree, Lucille Moore, The er{i

adjourned sts Executive Session at 2 o7 pm and returned o regular session to complete the

agenda

REGULAR SESSION
;

On a motion made by Dr Alems and seconded by Major Krome the board
voted to raufy al] actions taken during Executive Session

The Board considered the record of Irvin Sebree  Following a discussion, Dy
Alenu made the motion, (o reject the Admuustrative Law Judge's decision
and grant Mr Sebree accidental disability benefits  There being no second,
the motion fuiled On a motion made by Mr Harrison and seconded by Mr
Brown, the Board voted 1o adopt the Admumstrative Law Judge's memsed
Findings of Fact and Conclusions of Law and deny Mr Sebrees’ request for
acedental disability with @ vote of 11 to 1 Chauman Schaefer, Vice
Charrman Kopp, Secretary DiPauls, Dr Grasnuck, Colonel Noms and Major
Krome, Ms Humphnes, and Messrs  Caple, Brown, Hurnson, and ‘vir
Lancaster registered yea votes  Dr Alem registered a nay vole

l
' §
The Bourd considered the record of Michael Carter Foltowing a ﬁmuwam
on 4 motton made by Mr Brown and seconded by Mr Hamison, the Bemrd
voted unammously 10 accept the Admumstranve law Judge's Fmg:mad
Findmgs of Fact and Ccmctusrms of Law and deny Mr Carler’s request for
acerdental disability reurement benefits

The Board conswdered thc record of Lucitle Moore Followwg a discussion,
on 4 mobon made by Ms Humphnies and seconded by Mr Brown, the Bourd
voled unammously 10 remand the case of Lucille Moore to the Medical Board
for further consideration,

¥

On a motion made by Pr Alem and seconded by Mr Brown, the Board
voled unanimously (o approve the December 17, 2002, Executive Session

Minutes




’ Chthey Business I Chamrman Schuefer apponted Sr:umury DiPaula and Colonel Nors o the
Executive Commuties
. z
Adjourtment 12 There being no further business, the meenng adjourned at 2 20pm

Margaret A Bury
: Retwrement Admonistrator




