VERMONT PENSION INVESTMENT COMMITTEE
July 27, 2010

VPIC Members Present:

STEPHEN RAUH, CHAIR

JEB SPAULDING, VICE-CHAIR, VT State Treasurer

JOSEPH MACKEY, VSTRS Representative, term expiring June 30, 2011

ROBERT HOOPER, VSERS Representative, term expiring June 30, 2012

STEVEN JEFFREY, VMERS Representative, term expiring June 30, 2014
DICK JOHANNESEN, Governor’s Delegate, term expiring June 30, 2014
VAUGHN ALTEMUS, Governor’s Delegate, term expiring June 30, 2014

VPIC Member(s) Absent:
None

VPIC Alternate Members Present:
JON HARRIS, VSTRS Alternate, term expiring June 30, 2011
KEVIN GAFENEY, VSERS Alternate, term expiring June 30, 2012

VPIC Alternate Member(s) Absent:
VACANT, Alternate Governor’s Delegate, term expiring June 30, 2012
VACANT, Alternate VMERS Representative, term expiring June 30, 2014

Also attending:

Donna Holden, Clerk

Steve Wisloski, Director of Investment and Debt Management
Dick Charlton, Kevin Kondry and Chris Levell, NEPC
Bill Griffin, Chief Assistant Attorney General

Jaye Pershing-Johnson, Assistant Attorney General
Investment Management personnel

VSERS Board Trustees

VSTRS Board Trustees

VMERS Board Trustees

David Driscoll, via conference call

Beth Pearce, Deputy Treasurer

CALL TO ORDER:

The Chair, Steve Rauh, called the Tuesday, July 27, 2010, meeting to order at 8:30 a.m., which was
held in the 4™ Floor Conference Room, 109 State Street, Montpelier, VT.

ITEM 1: Joint Meeting of VPIC with Retirement Boards to Approve recommended
Changes to the Actuarial Rate of Return Assumptions

Along with the State’s three retirement boards and VPIC, Mr. Driscoll discussed the Buck Consultant
proposal to adopt a “select-and-ultimate” rate of return strategy, which he said had not been used by
a public pension plan to date, however, as detailed in his 7/27 e-mail he explained “A select-and-
ultimate rate structure can be used to reflect expectations of unusually strong or weak
returns in near-term years followed by reversion to historical averages in subsequent
years. In this sense, it is a more elaborate and complete specification of future return
assumptions than is a single rate used in all future years. Use of a select-and-ultimate
approach to setting rate-of-return assumptions in a pension valuation is specifically
mentioned as a permissible approach to the task in the Actuarial Standards of Practice
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published by the Actuarial Standards Board. For this reason, it is also accepted as a
method of specifying a rate-of-return assumption in valuations of public-sector pension
plans under the present standards of the Governmental Accounting Standards Board
(GASB). The mathematics of actuarial calculations involving select-and-ultimate
interest rates are well-understood within the actuarial profession, and indeed under
present federal pension funding regulations all private-sector defined benefit plans are
effectively required to have their liabilities valued under a select-and-ultimate interest
rate assumption for funding purposes.”

Mr. Driscoll also advised the preferable time to change an assumed rate of return would be when
each system examines their system’s experience study results, due over the next three years. He said
only a compelling reason should preempt the five-year cycle established by the boards.

By consensus the attendees agreed their concerns were:
e The need to be responsive and realistic to reflect the current economic environment,
e That it was not a good time to make a decision that would create a larger (actuarial required
contribution) ARC for unattainable employer contribution, and
e Systems contained a mature workforce with nearly 40% of state employees eligible for
retirement in the next 2-5 years, thereby creating a “future liability” shift to the retirement
system as an immediate reality.

By consensus the attendees agreed the options were:
¢ Do nothing, and wait until each systems’ experience study review over the next 1-3 years,
e Drop the rate to a defined number now, or
e Adopt the select-and-ultimate method

Attendees requested a table of ARC curves based specific sequences, to be determined by the
individual boards. Mr. Spaulding advised the Boards that in order for the actuary to implement any
potential changes, a decision needed to be made within the next month.

ITEM 2: Agenda Approval and Announcements

Mr. Rauh advised the Committee two additional items: manager visits and special meetings, and
contract execution would be added to the agenda. Mr. Harris also asked that the VPIC include an
agenda item to provide general direction to the boards with respect to the actuarial rate of return.
Hearing no objection, the Committee unanimously approved the agenda, as discussed.

ITEM 3: Minutes

e Approve the Minutes of May 25, 2010 — Regular Meeting
e Approve the Minutes of May 26, 2010 — Regular Meeting
e Approve the Minutes of July 19, 2010 - Special Meeting

On a motion by Mr. Mackey seconded by Mr. Johannesen, the Committee unanimously voted
to approve the minutes of minutes of May 25, 2010 — Regular Meeting, as submitted.

On a motion by Mr. Mackey seconded by Mr. Johannesen, the Committee unanimously voted
to approve the minutes of minutes of May 26, 2010 — Regular Meeting, as submitted.
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On a motion by Mr. Mackey seconded by Mr. Johannesen, the Committee voted to approve the
minutes of minutes of July 19, 2010 — Special Meeting, as submitted. Mr. Altemus abstained.

Mr. Rauh recused himself from the next agenda item, Election of Officers, and resigned as the
VMERS voting member.

Mr. Rauh noted that Mr. Jeffrey would be the VMERS voting representative and that an alternate
VMERS member would be elected/appointed by that Board at their next meeting.

Mr. Spaulding assumed the role as Acting Chair.
Mr. Jeffrey became the voting VMERS Representative.

ITEM 4: Election of VPIC Officers — Chair, Vice Chair, Clerk
e Chair

Mr. Spaulding advised that with respect to the Chair appointment, three items needed to be
addressed: adoption of the job expectations, appointment of the Chair, and determination of the
Chair’s annual compensation.

On a motion by Mr. Altemus seconded by Mr. Mackey, the Committee unanimously voted to
adopt the job expectations, as presented.

Mr. Spaulding called for nominations.
Mr. Mackey nominated Steve Rauh for an appointment as Chair.

Hearing no other nominations, the Committee unanimously voted to appoint Steve Rauh to
serve as Chairman.

On a motion by Mr. Hooper seconded by Mr. Johannesen, the Committee unanimously voted
to authorize payment of $30K per year in compensation, to be paid proportionately from the
three retirement systems and participating municipality.

Mr. Rauh accepted the position and thanked the Committee for their support. He assumed his role as
Chair.

e Vice Chair

Mr. Rauh and Ms. Pershing-Johnson explained that the change in statute only addressed the
appointment of a Chair, who serves at the pleasure of the Committee until the Committee appoints
another. They said the statute did not require another election for the Vice Chair, who also serves at
the pleasure of the Committee for an unlimited period. Ms. Johnson also explained administrative
support to the VPIC was a function of the Treasurer’s Office; however, it was not precluded that
elections be held if the Committee wanted to, as a matter of reaffirmation.

Mr. Rauh called for Vice Chair nominations.
Mr. Altemus nominated Jeb Spaulding.

Hearing no other nominations, the Committee unanimously voted to elect Jeb Spaulding to
serve as Vice Chairman.
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Mr. Spaulding accepted and said, while it was not necessary that the Treasurer to serve as Vice
Chair, for logistical reasons with respect to administration, signing contracts, etc. that it was
reasonable.

e Clerk

Mr. Spaulding nominated Donna Holden.

Hearing no other nominations, the Committee unanimously voted to elect Donna Holden to
serve as Clerk.

ITEM 5: Committee Action Items
¢ Amendment to Policy #5-005 — Job Descriptions

On a motion by Mr. Spaulding seconded by Mr. Mackey, the Committee unanimously voted to
approve the amendment to Policy #5-005 — Job Descriptions, as submitted.

¢ Amendments to Investment Guidelines

On a motion by Mr. Hooper seconded by Mr. Altemus, the Committee unanimously voted to
approve the amendment to the Investment Guidelines, as submitted.

ITEM 6: Discussion Items/Updates

e Open Meeting Law and Special VPIC Meetings
Mr. Griffin advised there were three types of meetings: Regular meetings, Special meetings, and
Administrative meetings. He said the first two types of meetings required warning when a majority
of the Committee was present, while the third type could be held without warning provided no action
or ultimate action resulted from information discussed. He advised the Chair or Vice Chair was
responsible for calling a meeting and that it was prudent pursuant to Title 1 V.S.A. 8312 to warn all
meetings.

e Contract Execution

Ms. Pearce advised the Committee of lapsed contracts related to three investment managers, which
had since been reconciled. She said controls would be strengthened to prevent a reoccurrence.

e Updates — New SSgA Commingled Index Products

Ms. Pershing-Johnson advised the Committee of several negotiation issues, however, stated she
expected to reach conclusion within the next couple of weeks.

e Existing SSgA Separate Account Index Products

The Committee agreed to defer further discussion regarding this topic until a later date.
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e Routine Contract Amendments Executed by Chair

None

e Meeting with Champlain Investment Partners AND Mondrian Partners

Mr. Rauh advised that in addition to the July 19, 2010 meeting with Mondrian Investment
Partners, a majority of the Committee also participated in an on-site, meeting/visit with
Champlain Investment Partners on June 14, 2010.

e Acadian Asset Management Update

Mr. Rauh advised the Committee that representatives from this investment firm were expected to
be on-site to visit with Mr. Wisloski August 4, 2010, at 12:00 p.m. and that if the visit takes
place a Special Meeting would be warned.

e Real Estate Update
Mr. Rauh and Mr. Wisloski advised that information received at the last RREEF conference call

meeting revealed an expected gain for the last quarter, as the result of implementing a successful
restructure and refinancing plan.

e Chair’s Proposal for Economic/Financial Market Dashboard

The Committee reviewed the Chair’s proposal to make the “Dashboard” discussion a regular part of
the monthly meeting agenda. He said the goal was to capture meaningful discussion, perspectives,
etc. on a variety of timely topics (market and economic) and to memorialize the Committee’s
position regarding these items.

ITEM7: Director of Investment and Debt Management Report

e RiskMetrics Proxy Voting
e RiskMetrics Terrorism/Genocide Screening

e Securities Lending Update — SSgA Program; Securities Lending in Commingled
Products

e PIMCO Fixed Income Liquidation Portfolio
Along with the Committee, Mr. Wisloski reviewed his written report. He also advised the PIMCO
liquidation account was closed and that he would prepare and distribute earning information.

Mr. Altemus and Mr. Hooper left the meeting.

ITEM 8: NEPC Introduction to Hedge Fund-of-Fund Presentations

Mr. Kondry and Mr. Levell reviewed the Hedge Fund Return/Risk Analysis book provided.
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e Grosvenor Capital Management, L.P.
Patrick J. McGarvey, Managing Director, David S. Richter, Managing Director Investments and

Portfolio Manager, and Kathy Kozak, Vice President Finance (Operational Due Diligence), appeared
before the Committee to provide a management firm and product presentation.

e PAAMCO
Mr. Kondry advised the Committee, based on contracting roadblocks regarding indemnification; this
manager was removed from consideration.

e GAM USA, Inc.
David Smith, Chief Investment Director, Arvin Soh, Investment Manager, Kristin Hovencamp,
Director, and Chris Hannon, Director, appeared before the Committee to provide a management firm
and product presentation.

Mr. Gaffney left the meeting.

e Permal Group, Inc.
Shane Clifford, Vice President Institutional, and Joshua Levine, Senior Vice President Head of
Institutional Markets, appeared before the Committee to provide a management firm and product
presentation.
ITEM 9: Discussion/Action

e Determine Allocation for Hedge Fund-of-Funds

Mr. Kondry and Mr. Levell reviewed the Fund of Hedge Funds Manager Search book provided.

The Committee agreed it was difficult to move forward in the absence of several Committee
members and agreed to defer a final decision on the matter until the August meeting.

The Committee agreed they want to receive fee/cost information from the three managers if a total
5% allocation (60% from equity and 40% from fixed income) were split and allocated to the three
managers. NEPC also agreed to prepare an analysis showing back-tested returns and risk based on
their final recommendation.

ITEM 10: Any Other Business to Come Before the Committee

The Committee agreed to provide direction to the three Boards regarding the assumptions

ITEM 11: Adjournment

On a motion by Mr. Mackey seconded by Mr. Spaulding, the Committee unanimously
voted to adjourn at 5:29 p.m.

Respectfully submitted,

Donna Holden, Clerk



