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BOARD OF TRUSTEES

FOR THE

STATE RETIREMENT AND PENSION SYSTEM
OF MARYLAND

MINUTES OF MEETING

N 2

The Board of Trustees for the State Retnement and Pension System of Maryland met the
Boardroom of the SunTiust Bmidmg 120 East Bdkmmn, Street, Balumore, Maryland, at 9 30a m-
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There were present Chatrman William I)mmld bdmder, Vice Chatrman Nancy K Kopp, ‘m.rudw
Dr Nancy Grasmuch, Anthur N Caple Ir, ihbm Humphnies, William D Brown, Curl D Lancaster,

Maor Moras L Krome, G Bruge Harrison, and Dr Ali Alemi, Trustees, and Dean Kmdwﬂme
Acting Secretary 1o the Beard  Agency Staff, mumbcrfi also attending were Maigaret A By,
Retnement Admnistrator, L‘k.bumh H&cmm{i Robert Femstein, Assistant Adorneys (;uwm!%
Cwol Bavhn, Chief Investment Officer, Rick Har nsun,‘ Chief Fimancial Officer, Howard E"iunm
Legislavve Durector Thomas Chighotu, Chiet Emumk fmdrmm Guay Serbner, Chiel immmmgn
Officer, Gwen Mulkey, Executive Associate (,athy Cl amngu Revenue Admumstrator ¥

1 On motion made by Emce !Emmfm and seconded by An Caple, t;’fe
Minutes of the regular meeting of the Board of Trustees for the State
Retnement and Penston System of Marvland, held on Febiuary ”’?
2003, were urmnmmuxlv approved with amendments |

! i

Mibliman USA A Mi Robert Dezube and M Wx[ham Resmert of Milliman, USA mude|
Presentation a presentation for the Board on Lhe principul results of thewr five yew :

}
i

expenence study of actuartal as;sumptmns used simee 1997 The
handout that was provided contamed sections on scope. mortahity,
disabulity, withdrawal, rmxmmam salary, investments, and COLAs !
After the presentation, these v 'as a question and answer penod w heremm
Board members dﬁktd several qummns concerming how Millimun
arrrved al therr frgures) and the mﬂm;uﬂ assumption M1 Harmson
porated o, the status uf the bmm Police Reurement system, that its
more thanfully !‘und{rd and thaz its status 15 the result of the contnbutio;
rate of Sm&. Troopers  Mr Hdmwn asked the Milliman representatives
how they amved at thewr more ageressive assumptions Mr Harnson
added that he understood that ansKmipp considers the Milliman
methods wsrv agatessive  Mr Remmert stated that they did share then
study with Mr Roland Davis of EnmsKnupp and that the difference
between therr two gnmu:ms is Lugely attnibutable 1o an inflaton
assumption by EnnisKnupp of 2 6% vs 3 04 by Milliman
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M: Lancaster asked ibmm the %ﬁkﬂdﬁﬂ ying facts supporting current
salary m«;;umpmns In parucular, he wondered why judges’ salary
merease assumptions were cut i half Mr Lancaster further asserted
that the General %wmhiy ha{f granted the legislators a 38% salary
increase over the next several yewrs, vet the Milhiman salary
assumptions were 1/3 less than that amount  Milliman explamed that
they only consider data fiom the previous five years under review and
the trends that data creates Milliman added that1f the Board wished w
have other data u)nsxdered in fmme, frve year expenience studies, they
will certarnly hone {hdt rtzqucst Of course, any consideration of
additional data will effect Milliman's conclusions

i

i {
Treasurer Kopp asked if Mzﬂu‘émn would make this same {nwrwntgnn;ﬁf
10 the Jomnt Pensian (‘nmmittec Milliman responded that they wnuid

be happyto doso
?f

Mr Harnison wanted clan ﬁcar;on as 1o how they came up with the
different 1ates for the State Police and LEOP’s when they both belong,
to the same unton and mEteﬁtwe bargaining group  Milliman stated that
s a problem to w{)amta: the two groups since LEOP's 18 a relatively |
new system Mi Hdmmn feitiu was more realistic to put the two :
systems fogether  Treasurer hc}pp stated that a specral effort was made
severn years ago on bﬁf}'ﬂ]f of Ehe State Police with regard to salunes |
Mr Hamison asktzd what the ;mpm would be of changing the cunent:
assumption and combining State Police and LEOPs  Milliman 1ep hed
that this would require further am%yw and they would have to respond
at a later date ; :
i

Mr Lancaster asked Mxi 1nan to do an expanded calculation to ine m:
a proposed mvestment returmn assumptmn rate of 7 25% and what its
impact would be not cmky for next year, but for several years into the
future  Mulliman stated that they did not have an answer but would be
happy to get back 10 1hc E,imrd‘ with a response Majm‘ Krome wmmi
oy know why there was such a hug,e change when vou're only talking
ahout o quarter pcn:*em interest  Malliman stated that «t 1s a rule of ‘
thumb, changing the interest r:m: by %%, which generally results m
about a 5% wnerease n habi Emcs

7 Q’
Mr Caple described thc three mnm goals of the system, 1) to payolf
unfunded hability, } 1o keep the system sound, and 3) to keep (
employer costs relatively level Major Krome stated that the decisions
made by the Board of Trustees 10 the past have kept the employer rate!
low and if 1t had not been for their good decrsions in this regard. rates |
may have been as high as 20%. o which Milliman agreed  In fuct, the
rates were about 14 3% mn Fiscal Year' 1990 and are now down from
that level by about 50%
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Investment Commutteg 3
Regorr and Recommendanions

S

Mr ("‘apie then :nqmmd about Milliman's assessment of the recent
Wilshire xmdy which found zhc: Maryland system to be 784 funded
This conflicts with Milliman's wnciusxon that the Maryland system s
94% funded Milliman explamed that the Wilshire study 1s flawed in

that 1t compared states” funding levels using dif i‘m:m fiscal year data !
For example, Md&l’\f{&ﬂﬁ was evaluated on the h.ms of 1ts June 30, 2002
duta, whereas ngmm was evaluated on their 1999 Fiscal Year data |
Second, the Wilshure study determines the fundimg status of current |
assels against our long-term ot}:hgmmns without taking into account
futare comnbutions and mvestment retums  Milliman and all actuanal
assumpuions account for those ;e:sthar vanables |

Being that the Milliman USA r‘apz‘esmmmw did not have all the

wnformation with them to answer questions to the satisfaction of some
Board members, the Milliman handout was collected and no action wil
be considered until Jgnc ‘

fand

i
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Mr Arthur Caple, Charman of the Investment Conumttee. reported on the
mecting held on March 14, 35)()“35 Mr Caple reviewed the actions taken at the
March 14, 2003 Invc:smwm Commuttee mecting, including the fﬂ}!@wr%xg
Hems

TCW nm:‘ln a ps"ewntmmn w-light of the fact that they are ou the Watch List
Staff wall follow up by prepaning. lcharts showng the Lycheal nature of TCW's
performunce :md asset wfm: Na action required g
I t
EnnisKnupp mmwed‘i the wayi m which they will assist the nvestment
Operations Manual Subwmnmem and Staff 10 completing the revistons o the
Investment Ommtmm Manms! This s scheduled to be complete by
Septemmber 2003 anbKﬂup{; stated that the Subcommuttee has aleady
completed the revisions of the Operations Manual that were most needed, and
most of the remainder gmu d be able to be finahized with miodest revisions
i ; ]
Stal¥ requested mput on 3 proxy issue prior to completing the updated vamgm
of the proxy policy smee proxy sia“amn 1 under way  The Commuitiee voted'to
uphold 1s poliey of bmi;msmg re-pricing of stock opuons, and @ mcluded
options for nen-executive r:mplmcm n this decision At present, the policy
only appi;r:s to executive stock f:}pttm On s motion by Mr Caple, which
was seconded by Major Krome, the Board voted unammousiy to follow tvhc
Imasmm?t Commuttee’s recommendation on this matter ;
The Commuttee approved the open punutes from its January and February
meetings ' 1t also approved the closed munutes from its November, December
January and February meetimgs. The following minutes were approved as
arended  November closed, December closed, and February open and
chosed
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Executive 4
Commttee Repont

Actng Execulie

Dinecior's Repont 5

%

The Compnuitee was apprased of ' letter written by My Raven 1o the co-
chans of the JPC The topic was the mipact of the transition on the fee cap
Staff behives that Mr Riven's ce:xmmems could be musinterpreted, and they
will draft a letter of response to the co-chairs of the IPC T will be glad 10
explamn he wopact mmm!nrpmmi wn the svent any Trustee wants furihv:r
explanation

N report presented

Mr  Kenderdine repored that Trustee Dovid Rakes subimtted lus
restgnution from the Board snd shared a copy of Mr Rakes® leter of
resignanon, dated Martjh 12, 200‘3 !
The next stem Mr Kendmdmﬁ pmwmed was @ plan for the zmplmmm%m
of a new Straegic !nkc&rm&nwn ‘?wsw:m It 1s intended that this document
will give all Trustees Jﬁ"rmd map “which wll guide this smplementation Js
well gs ensure adaqume mternal controls over the project Mr I\mds:rﬁuw
distorbuted a draft fetter from mmsdf 1o Senator Kasemeyer and De!ewm
James concerming the agencmes’ fee cap This letter was prompted by ja
lewer from Maut Riven to the Jmm Pension Commutiee whuch had the
potential of being mmwmrprv:wd As a result of the agency mcreasing its
externally managed indexed awem and decreasing s external actively
managed assels, there 15 3 dz:a!ma m fee costs of approximately 2 8 milfion
doflars per year  Mr Riven's appamnt intent was to show that the asset
reailocation has resulted m mﬂw room under the 30 basis point fee cap and
enables the agency to hue more mamgffrb wath high fees Mr Kendm}nm 5
letter stresses the fact xhat the agcncy 18 commutted to controthing fees and
mAnAgIng 1 assels in me oSt EOS[ effective manner ;
2

Mr  Kenderdine d:aciissed SE& 340, Sepator Hogan's bifl to creale]:
“Maryland Technology hwmmem Program”  While the Board has m‘at
taken o position on this bl *»*Iti Boykin gnd Mr Fewstein have wmien 4
memo outhmng thei mrwérm should this measure pass the (_xt:nemi
Assembly Mr Kenderdine has wnitten to Senator Mag.an amd shared a wp}
of this memo  The letter also ruzmm the agencies” iterest in working with
the Legislature on the entire maller of private equity nvestments

Mr Kenderdine mpnrtcd o the | Ma&m of 88 721, the legislation

submutted by Senator ka&emwm‘ and mtended 1o reform the Board of
Trustees The bull has, been amended so as 1o restore the election of
Trustees who rcpf‘caem State amp&eyw& Teachers and State Pohee A
second amuxdrm,n's ehiminates the: current three public members of the |
Investment C cxmmltteu and replaces them with the three new ‘
gubernatonatly appmmeui Trustees (These three new Trustees take the
place of the Supenmtendent of Schools, the Superintendent of State Polee,
and one State Police representative, all of whom would be eluninated from
the Board by tlus bs ¥ A thurd anwndmem creates a benefits commussion to
be composed of ofie Stm‘: S!mmmr_ one Delegate and five individuals
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appoanted by the govemc‘xr In addition to assessing reurement benefus,
this Commussion m also char g,:,d with evaluabing the level of health
benefits < This will prove extremely difficult gven the multitude of
employers pamupﬁx;mg in the system and these many different health
insurance pnmrams

Major Krome spoke to the matter of SB 721 He thanked Mr Lancaster
for lus support of the Maryland State Police during Mr Lancaster’s
testimony before the Senate Majur Krome indicated several questions
remaened as o how thzs faw of mamﬂ would be implemented  For
example, if 1t nm,wmfy for amr State Police representalive to step down,
which Trustee will it be and who decides? Ma jor Krome challenged the
rationgle behind the ehmnation nf one State Pohice Trustee stating that the
1ssue of dispanty i émpisym gmup representation had never been an 1ssue
before  Major Krome restated his point that he and Corporal Harnison have
represented the interests of all members and retirees with honesty and “
mtegrity  Major Krome mpmswd tus disappointment that no one has
defended the right of the State Police to have two representatives on the
Bourd Mapor E\mrm:- &xpmwd concern that tes bill would shafl the i
balance of power (:m the Board in favor of the governor and. thereby, uts
mdependence Majm Krome concluded by asking for support of the State
Pohice, particular] ;, tmm the Lcmptm ler and the Treasurer

Chayrman Schaefer ackmwtcdg&d that he had not taken a position on thes
bill and stated thatlhe w’mld dwt‘ms the matter further with the Treasurer

Treasurer Kopp mpm&:md her c:@n@em that the Investrent Commitee
would lose the benefit of 1ts three public members, adding that Mr Shane:
and Mr Schaefer and ather previous public members have brought great
value fo the Investiment Cmmmtw s dehiberations  The Treasurer

rem:mmmrxdxd that‘!h@ legist amrs who are pushing this imtiative be advised
of the talent that 1?1{: agency w;li ose 1f Mr Shaner and Mr Schaefer are |
forced to step dawn Tmmumr Knpp also expressed reservations about the
new gOVernar appﬁmmés being able 1o manage the workload of the erd‘
plus the Invesiment (”_umxmuu ‘

§

Mr Lancaster staled tmt he 15 nm opposed to everyllung i the bill, but m.n
the bl 15 flawed and wvth these addnmnal amendments feels it 18 moving i
the wrong direction *rm: bull 15 emumbcmd with a lot of things that are not

. owell ﬂm«ugm out  Mr memar recommends that 1t would be best for this

IPTOVE 85l nmnag«enwnt and agency performance are given ime

bl oy be tabled for the tme bewng while the Board's current imitiatives to

Chairraan Schar,fw remunded the Board of the events that prompted the
legislature to act :i he events surrounding Nathan Chapran s what has | _
been drwmg this effort The fegislature 15 m a posiion of having
show their mnsm&iems thut they, have done sametheng in response to
publicity the agrz‘:ncv has received over the last year  He rerinded the Hmm
that the agency has done a lot of 1good but that 1t has not been
compunicated wcH e:nr)u&,h 10 thc fegislature  Mr Harrison concurred that
thus bill would throw thﬁ bal am:e of power 1mto the governor's affice
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Audr Committtes
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Comrmrtee and
Sub-Cammutee Reports
Jrd Recommendations

K13 Proposed
Legsslaton

Medical Boad
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Mr Tydings prrcssml s mnc:v:m that the three publc members of the
Investment Commuttee rc;msem the *mstitutional memory”™ of the Board
and are of great value because th»s,} remember what was done, why and
how  Treasurer i&.npp also mkmwmdgw that the legislature needs t show
they have done something and n:mmxiiud the Board that the legislature
represents Maryland's taxpay ers who have serious concerns about the Stae
Retirement Agency as reflected n media reports Mr Brown agreed that
greater effort needs to ;hv: put forth to set the record strarght wuh the

General Assembly

Mo report presented

Treasurer Kopp stated that due 1o the resignation of Duvid Rakes from the

Baard of Trustees, 4 rﬁpiduen‘xem will have to be named i

w

i1

Mr Hamson had no news to %pc.m on behalf of the Benefits !mpmvmmm

Committes

i

Mr Plemes offered o answer| questions regarding any other legislation

i
i
Z

pending before the General A&sembl

The Trustees had no guestions :

On a motion by Dr Alery and *:r:mmﬁe:d by Mr Caple. the Board scce mm
the Medical Board reports in mmnmmn with apphcations of members fo

ardinary, accrdental and special ranre,rmem allowances

g
|

On a motion by Mr Lancaster and seconded by Mr Brown, the Board
accepted the supplemental mp«ﬁns of the Medwal Board 1 connection with
apphcanons of members for ordinary, aceidental and special relrement

allowances

i
!‘

On o motwon made by Mr Caple ard seconded by Mr Brown, the Board m&ed
unannmously © meet 1 Executive Session, to consider the following m&imr}
deliberations tegarding the appomniment of a public member to the Investment
Comnmuttee, obtan legal advice and consultaton regarding pending or pmmtm%
hitigatton, the Investment of puble l'mda personnel matters, the exercise of an
executive function and the discussion of a confidental report, State Govt. Article,
Section 10-503(a)(1) suthorizes the Board to meet in closed session to exercise/ s

quasi-judicial function. Section !0‘503{3}{7} authorizes the Board to meet i

closed session to obtain kgal advice, land Section 10-508(a)(8) authorizes the
Board to meet in closed session to mxmuit with staff or other mdividuals aheat
pending or potential Imgamm,




’ “ ,  EXECUTIVE SESSION

The Board met in Exccutive Session at 1145 a m i the Boardroom of the SunTrust
Buildimg at 120 East Balumore Street to discuss pending or potental hiigation, w
obiam legal advice Al Board mx,,mb::fs prnsem; at the beginnung of the meeting weu,
present 1 Executive Session The Board' adjourned ds Executive Session at 12 ‘Fﬂ

pm and returned to segular s;cssmn 1o mmpir:,{e the agenda

A;iflm!{ ‘i‘»h%’imh
¢
On a mouon made by Dr Alenu and smm whed by Mr Brown, the Board vowed 10

raarty all actions wken dunng B wwuv? Session

On g motion made by Dr Alem; and seémded by Mr Caple. the Board voled
unanimously to approve the February 27, 2003, Executive Session Minutes

Other Business i1
Adjoustiment 12 Thers being no furher busmess. th& meeting adgourned at | iipm
2
. e i
’ Pean Kenderdme
B i
Acting Executive Dirgctor
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