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

MINUTES OF MEETING

March 15, 2005

The Board of Trustees for the State Retirement and Pension System of Maryland met
in the Boardroom of the SunTrust Buiding, 120 East Baltmore Street, Baltimore,
Maryland, beginning at 304 am There were present Nancy K Kopp, Vice-Chair,
James C DiPaula, Jr, Dawid B Hanulton, Morns L Krome, Wilkam D Brown, Carl D
Lancaster, Or Melissa Moye, Patnick C'Shea, F Patrick Hughes, John W Douglass,
James Harkins, Sheta Hill, Trustees, and, Thomas K Lee, Secretary Agency Staff
members also attending were Margaret A Bury, Adnunistrator, Deborah Bacharach,
Robert Feinstein, Carla G Katzenberg, Laura Bums, and Jil Lewner, Assistant
Attorneys General, Steve Huber, Chief Investment Officer, Marge Wheet, Chief
Financial Officer, Howard Plemnes, Director Legislation and Research, Sherlynn
Matesky, Legislation and Research, Thomas Gighotts, Chief Internal Auditor, Joseph
Coale, Public Information Officer, Will Morrow, Project Manager, Dale Markle, Chief
information Officer, Larry Martin, Information Systems, and Monica Bias, Executive
Associate

Also attending were Thomas E Patt, Harford County Government, Bl Anderson,
MCEA, Grayhn Smith and Alcia J Foster, of Abrams, Foster, Nole & Wilhams, PA,
Robert Palumby, MRTA, Noel Godfrey, Evette Wyle, and Robert Hearle {via
telephone)

1 On molion made by Mr Lancaster, seconded by Mr Brown, the Board
approved the minutes of the February 15, 2005 regular meeting

2  Wr CarlLancaster, Chairman of the investment Commuttae,
reporied on the meeting held March 11, 2005

Recommendations and
information items Mr Lancaster noted that in open sessiwon, the Investment Committee

receved the Fourth Quarter Fund Performance report from Ennis
Knupp The Committee also recewved a memorandum from Counsel
updating the Committee regarding the PIMCO Osprey Notes Liigation

Mr  Lancaster also advised that the Investment Policy Manual
Subcommuttee would reconvene to continue revising the Investment
Policy Manual and would submit a draft to the Investment Committes
in June

The Board accepled Mr Lancaster's report



Admirsstrative 3
Commiltee
Recommendations and
Information ltems

Mr Willam D Brown, Chairman of the Admimstrative Commuites,
reported on the meeting held March 8, 2005

At the request of Mr Brown, Mr Will Morrow provided the Board with a
summary of the completed Business Process Reengineenng, camed
out by PEC Solutions, L R Wechsler, and Aguas Inc  The contract
primary objectives of the study were to dentify the major business
processes i benefit administration, document current "as-1s” business
process workflows, document the human effort and cost i hours and
dollars for each business process, identfy major deficiencies with
current  processes, and, prowide short, mud and long term
recommendations

Mr Morrow continued by noting that four problem areas were identified
in the study batch processing. Incorrect or missing data, workflow, and
functionality The next part of this iitial stage of developing a new
computer system will be to evaluate the information in the study and to
develop a concept proposal

Mr DiPaula noted that ¢ 1s paramount to the successful development
of any new data processing system, particularly one that has not been
created before, that the Board concentrate s efforts to further simplfy
Maryland’'s complex pension laws There needs to be a sense of
urgency to reduce complesaty before developing a system since
complexity greatly increases the nsk of failure

Mr Brown stated that Mr Lee and Mr Morrow must keep both the
Administrative Commuttee and the full Board appnsed of the progress
of this project so that there are no surpnses for Trustees dunng the
development of the new system

On motion made by Mr Brown, seconded by Dr Moye, the Board
agreed to submit to the Department of Budget and Management a
request for three new investment positions Deputy Chef Investment
Officer, Real Estate Director, and Quantitative Analyst

Mr Brown also reported that a recommendation had been made to
conduct a compensation study of Investment Staff, and that the
Admirustrative Commitlee has asked Staff to report back o the
Committee with an analysis of all positions in the Agency which should
be included in a more comprehensive salary review of the Agency

On motion made by Mr Brown, seconded by Ms Hill, the Board
accepted staffs recommendation to increase temporardy the number
of disability cases heard at the monthly Board meetings  In addition, _
the Administrative Commitiee 15 to consider other means to lessen the
growing backlog of appeals, and to consider if members who appeal to

the Board should be permitted to conduct that appeal via telephone
EXHIBIT A

The Board accepted Mr Brown's report

[



Executive 4 Mr Lee advised the Board that the annual education seminaris to be
Director's Report held May 17, 2005 rather than June

Mr Lee stated that while the House had appeared sympathetic o the
Agency's opposition to legislative staff's recommended reductions to
contractual employment (7 positions), the House accepted the $260,000
cut Mr Lee hoped that this reduction could be restored by the Senate

Mr Lee stated the annual ethics forms were now on-line for the Trustees
to complete by May 2 2005 He asked that each Trustee advise the
Agency when therr forms have been fied with the State Ethics
Commission

The Board accepted Mr Lee's report

External Audidor 5 WMr Lee mntroduced Mr Graylin Smith and Alicia J Foster, of Abrams,
Faoster, Nole & Wiliams, PA, who will be leading the audt team that
prepares the external financial audit statements Mr Smith adwised
the Board that a consorium of firms, headed by Abrams, Foster, Nole
and Willarms will perform the audts However, he made it clear that hus
firm would be directing all work and would retain responsibitty for each
aucht

Treasurer Kopp welcomed Mr Smith and Ms Foster and indicated the
Board looked forward to working with them

Legislative Report 6 Mr Howard Plemes reported on specific pension bills introduced n the
2005 Maryland General Assembly The numerous bills introduced to
provide benefit enhancements to members of the employees, teachers
and correchonal officers systems are being heard  Mosl are not
expected to pass because of thewr cost However, one proposal from
Senator Kasemeyer {3B486) which increases the benefit multipher to
175% of salary for employees and teachers may be given strong
consideration Mr Pleines noted that employee groups have expressed
concerns with the proposal because of the 5% employee contnbution,
which 1s anticipated to fund the entire benefit Increase in the bill

Board requested legistation has passed the Senate, for the most part
Mr Plemnes anticipated that there would be little discussion in the House
- on the Board bills and, therefore, he anticipated their enactment A

e

- Several other bills of interest were brought to the Trustees' attention -

58305 passed the Senale as a task force {o study funding retiree health

' ’ insurance The prowvisions to create a defined contnbution plan as the
primnary pension benefit for the State was amended out  HBG19, which

' would require the Board to restnct its investments with any company

doing business with or i the Republic of Sudan, s stll before ds

commitiee  No action has been taken followang ifs public heanng RS

hoped that HB619 will receive an unfavorable vote in committee
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commuttee  No achion has been taken folloming its public heanng s
hoped that HBE18 will receive an unfavorable vole in commitiee

Mr Pleines stated that a difficult 1ssue that remains before the General
Assembly 1s the reemployment of retrees  He noted ihat the efforts to
permit retired health care prachtioners to return to State employment
without an earnings limitation has been segregated from reemployment
of retired teachers and prncipals  The House and Senate are working
on proposals that will closely mirrar each other, but will not be identical
The Senate 15 adding an amendment to let each schocl system hire a
broted number of teachers who would no! be required 1o teach n a
troubled school and in an area of cntical need

The Board thanked Mr Pleines for his report

Medical Board 7 On motion made by Mr Brown, seconded by Mr Hughes, the Board

Reports accepted the reports of the MWedwcal Board m connecton with
applhcations of members for ordinary, accdental and special disatulity
retirement allowances The Medical Board's conclusions were reached
after its review of the records provided by the claimants

Supplemental 8 On motion made by Mr Brown, seconded by Dr Moye, the Board
Medical Board accepted the supplemental reports of the Medical Board i connechion
Report with applications of members for ordinary, accidental and special

disabilty retirement allowances The Medical Board's conciusions

were reached after ds review of the records provided by the claimants
EXHIBITB

Theresa Broccohnho g The Hoard, at the request of Ms Broccolino's aftorney, agreed fo
postpone her appeal for acaidental disabilty bensfits

Brian Malpasso 10 The Beoard, af the request of Mr Malpasso's attorney, agreed to
postpone his appeal for acoidental disability benefits

Evette Wyle 11 The Board considered the recommendation of the Admunistrative Law
Judge in connection with the claim of Ms Evette Wyhe for acadental
disabilty benefits The Admurustrative Law Judge's reporl, @ report by
the Medical Board, and all related documents submitted by the parties
were presented

Ms Wyle appeared before the Board and opposed the Agency's
position and the Administrative Law Judge's recommendations Ms
Carla Katzenberg, attorney for the Agency, addressed the Board and
argued fhat the Board should adopt the Adnurusirative Law Judge's
recommendations  Following discussion, the Board deferred furtherm
consideration to Executive Session

Robert Hearle 12 The Board considered the recommendation of the Adminstrative Law
Judge in connection with the claim of Mr Robert Hearle for acoidental
disability benefits The Admirnustrative Law Judge's report, a report by
the Medical Board, and all related documents submréted by the partes
were presented
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Mr Hearle, present through a conference call, addressed the Board and
opposed the Agency's postion and the Admurustrative Law Judge's
recommendations Ms Jil Leiner, attorney for the Agency, addressed
the Board and argued that the Board should adopt the Administrative
Law Judge's recommendations  Following discussion, the Board
deferred further consideration to Executive Session

On motion made and duly seconded, the Board voted unammously to meet in Executive
Session to consider the investment of public funds and recewve legal advice regarding the
watch st and to consider disability appeals State Govt Ashicle, Section 10-503(a}1)(m)
authorizes the Board 1o meet in closed session to exercise a quasi-judicial function  Section
10-508(al5) authonzes the Board to meet in closed session to consider the investment of
public funds Secton 10-503(8)(1}1) avthorizes the Board to meet in closed session o carry
out an execubive function

EXECUTIVE SESSION

The Board met in Executive Session at 10 55 am in the Boardroom of the SunTrust Bulding at 120
East Balumore Street to consider investment matters and disability appeals There were present
Nancy K Kopp, Vice-Charr, James C DiPaula Jr, David B Harmilton, Morns L Krome, Willam D
Brown, Carl D Lancaster, Dr Melissa Moye, Patnck O'Shea, F Patrick Hughes, John W Douglass,
Sherla Hill, Trustees, and, Thomas K Lee, Secretary Agency staff also attending were Margaret A
Bury, Deborah Bacharach, Howard Pleines, Steve Huber, Thomas Patti, and Monica Bias

The Board ended its closed session at 11 20 am and returned o regular session to complete the
agenda

REGULAR SESSION
On motion made and duly seconded, the Board voled to ratfy actions taken in Executive
Session
Minutes On motion made and duly seconded, the Board approved the mmnutes
of the February 15, 2005 closed session mesiing
Evette Wyhe The Board considered the appeal of Evelle Wylhe  Following a
discussion, a motion made by Mr Lancaster, and seconded by Mr
Brown, the Board voted to adopt the Adminstrative Law Judge's
Proposed Decision and deny Ms Wylie's request for accidental
disability benefits Ms Hill and Mr Douglass opposed the motion
B - | O
Robert Hearle The Board considered the appeal of Robert Mearle Following -a

discussion, a motion made by Mr Lancaster, seconded by Mr
Harmiiton, the Board voted lo adopt the Admmnistrative Law Judge's
Propgsed Decision and deny Mr Hearle's %request for accdental
disability benefits Ms Hill and Dr Moye eppos'?d the motion

i
|



Remand of
Robyn A Grolnic

Remand of
Ji Mullineaux

On motion by Mr Brown, seconded by Ms Hill, the Board agreed to
remand the disability case of Robyn A Grolnic to the Office of
Adrmirustrative Hearings

On motion by Ms Hui, and duly seconded, the Board accepted the
order of the Circuit Court of Baltmore County that it was unable to
discern the legal and factual basis for the Administrative law Judge's
conclusions and, therefore, vacated the Board's decision to reject Ms
Muthneaux’s clam for accidental disabilty The Board remanded the
case o the Office of Admirustrative Hearings

There being no further business before the Board, the meeting adjourned at 11 25am

TKLmch

Respectfully submutted,

D e bt
‘homas K Lee

Secretary to the Board



EXHIBIT A

ADMINISTRATIVE COMMITTEE
OF THE
BOARD OF TRUSTEES
STATE RETIREMENT AND PENSION SYSTEM OF MARYLAND

MINUTES OF THE MARCH 8, 2005 MEETING

The Admurustrative Committee met on Tuesday, March 8, 2005, beginning at
840 am n the Boardroom of the State Retrement Agency, 120 E Baltimore
Street, Baltimore Maryland

Wilkam D Brown, Chairman, Mors L  Krome, Vice-Chawman, Howard
Freedlander, representing Treasurer Kopp; John Douglass; and James Harkins
were present  Also atlending were Thomas K Lee, Executive Director, Margaret
Bury, Deborah Bacharach, Carl Lancaster, Sieve Huber, Will Morrow, Larry
Martin, Dale Marke!, Margo Wheet, Jeannie Abramson; Joseph Coale, Thomas
E Patti, Harford County Government, Sherlynn Matesky, and Howard Pleines

A Minutes of the Administrative Commifttee held February 1, 2004

On motion made by Major Krome, and seconded by Mr Freedlander, the
minutes of the February 1, 2005 Administrative Committee were approved.

B.  Administrative Expenses

Mr Tom Lee noted that at the request of the Admirustrative Committee staff
revised the format for presenting admiristrative expenses He asked Ms Margo
Wheet o review the new format

Ms Wheet noted that admimistraiive expenses would be presented in two mam
categories personnel and operating expenses, Each would show the current
year appropnation, and expenditures to date. In addition, the monthly report
would indicale approved and pending budget amendments, If any.

P

C. Business Process Reengineering Praiegi - Final Report

Mr Wil Morrow advised the Committee that the study of the Retrement
Agency's vanous business processes had been compleled. He indicated that
this extremely important step, which 1s cnitical to mitigate nisk, will be used in
preparation of the RFP to creale the Agency's needed new computer system

@



EXHIBIT A

Vendors also will use this information on the 63 dentified business events to
establish therr response to the RFP,

Mr Morrow introduced Mr Leon Wechsler, L B Wechsler Lid, who had worked
on this project to review varous aspects of the report  Mr. Wechsler stated that
the scope of the project was to identify existing processes and determine both
shart-term and long-range solutions for improving current operation as they relate
to the well documented "as 1s" 63 business processes dentified in the study
Recommendations could involve improvements to the currenl Legacy System or
existing Agency practices, and/or as part of a new data process system It was
noted that the report refated to benefits administration for the Retirement Agency,
and did not include data related to investments

Business areas discussed in the report include finance, data control, office
services, member relations, benefits processing, and special projects. Mr
Wechsler noted that in each area, the report determined the hours utihized to
complete assigned tasks, current usage of automated systems, and the
estimated costs for the work in each

There are a number of issues that impact on the organization Mr. Wechsler
stated that the Agency currently uses batch processing This causes both delays
in processing as well as inefficiencies. Data from employers s incotrect or
incomplets, requiring time consuming audits and reconciliation efforts  Workdlow
within the Agency i1s mefficient, with a great deal of duplication of effort
throughout There are no readily available tools to calculate all benefit estimates
and no single screen for review of member account data, and no means o
review annual benef! statements Historical data 18 frozen and not easiy
correcled

Mr Wechsler noted that the report also found that agamst 26 other public
pension systems, Maryland's System was one of the most complcated, involved
processing that 15 most employee intensive, and one whose enabling tools are
the least robust  This information correlated with the Board's CEM study.

Mr. Morrow indicated that dunng the next 30 days, the Retirement Agency would
be reviewing the recommendations from this report to determine what, if any, of
the short and mid term recommendations should be considered by the Agency
The Agency also would be reviewing long term recommendations dunng this

tme. Mr. Morrow concluded his remarks by noting that staff will be making_ -
monthly reports to the Administrative Commuttee to ensure that the Trustees are -

fully informed on the progress of developing the new computer system -

)



EXHIBIT A

D. Investment Staff Hesources

Mr Steve Huber advised the Committee that during 2004 the Investment Division
had mstituted a number of new policy decisions for the Board As a result, staff
responsibiliies have been expanded i areas such as Corporate Governance,
Risk Management, Quantitative Strategy, Emerging Managers, Asset Allocation,
Private Equity, Compliance and the Optional Relirement Program

With these changes has come the departure of several long term employees who
have or will be retinng shortly With the added responsibiliies, and the loss of
expenence and institutional knowledge, there i1s a growing void that must be
filled Mr Huber stated that he is seeking three new positions  Deputy CiO, Real
Estate Director, and Quantitative Analyst He also asked for a study of
compensation for nvestment staff

Action ltem: On motion made by Mr. Harkins, seconded by Major Krome, the
Administrative Committee recommends that the Board approve submitting to the
Department of Budget and Management a request for three new positions
Deputy Chief Investment Officer, Real Estate Director, and Quantitative Analyst

Regarding the compensation study, staff 15 directed to review postions
throughout the Agency to determine which positions should be reviewed i a
comprehensive study of the Retrement Agency's salary structure.

E 2005 Legislation ~ Status Report

Mr Howard Plenes adwised the Committee on the status of specific pension
legislation being considered by the 2005 Maryland General Assembly. He noted
that Board sponsored legislation s proceeding through the Senate with httle
discussion. Mr Pleines anticipated that all of the bills the Joint Committee
sponsored for the Board should pass He noted that SB305, which onginally
concerned the Board because it cortamed language to study a defined
contnbution plan as the pnmary pension benefit for the State, had passed the
Senate only as a study for funding retiree health care costs

Vanous bills to enhance benefits within the employees, teachers and correctional
officers systems were scheduled for heaning March 10 before the Senale Mr.
Pleines anticipated that the only one of these bills may be given consideration in

- 2005 This 1s Senator Kasemeyer's proposal (SB466) to increase the employee
and teacher benefit multiplier from the current 14% of average final
compensation per year of service to 1 75% of AFC for each year of membership
from July 2005 The increase would be funded primarly through higher
employee contnbutions — mmcrease contnbutions from 2% to 5%

@



EXHIBIT A

Mr Pleines noted that the proposal to hmit the Board's investment with
companies doing business in the Republic of Sudan (5B619) has been heard
Mr Lee submitted wrtien festimony in opposition  No additional action has been
taken on the proposal.

Mr Pleines presented a possible amendment for the Committee’s consideration
in seeking candidates to fill the seat previously held by Dr. Grasmick, the
statement i pension law that trustees, "are not affiiated with” external managers
has raised questions The Committee requested that Ms Bacharach redraft the
amendment to make It clear that employees, directors and officers of external
nvestment managers and those holding a 10% ownership are not eligible  The
redrafted amendment 1s to be presented to the full Board at its next meeting for
further discussion

F. Other Business
Stalf reviewed the time frames for processing disability appeals

Disability Appeal Cases,

Ms. Bury advised the Committee that the number of appeals for disability cases
was continuing to grow There s both a backlog at the Office of Administrative
Hearings and within the Agency She asked that the Adrmunistrative Committee
recommend either a special meeting to deal with appeals only or to increase the
number of appeals at each Board meeting {staff's recommendation)

Action ltem: The Administrative Committee recommends that the Board of
Trustees increase the number of appeal cases heard at its monthly meeting to
six or seven appeals to eliminate the current backlog

The Administrative Committee also agreed to schedule all 2006 Administrative
Committee meetings at the Retirement Agency

Adjournment

There being no further business, Mr, Brown adjourned the meeting at 11 40am

oward Pleines



