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Message from the Executive Director

I recently got an email from amember with questionsthat told
methat | should usethis Executive Director messageto write about
some basics of the System'sinvestment program and funding. I've
written about several of them before, but they'reimportant and bear
repeating. The member's questions are highlighted, so when you
come to something that you already know, just skip to the next
guestion.

(What is) thefund's present status (concernfor Enron and other
large national corporations that fold)?

The collapse of Enron, or any other single company, would
affect the Retirement System'sfund significantly only if the System
had apreposterousportion of itsassetsinvested inthe onecompany.
| say "preposterous’ because for the System to concentrate its
investmentsinthat way would defy theinvestment policy that isthe
framework of the System's investment program. The investment
policy requiresdiversification, and diversificationisafundamental
principle of investing. "Diversification" meansthis: your eggsare
placed in a number of different baskets. The Retirement System
owns stocks, many, many different stocks, and bonds, many, many
different bonds. The System's eggs are in many, many different
baskets. The effect of acollapse or lossin any singleinvestment is
thereby greatly mitigated.

The Retirement System owned Enron stock. We owned Enron
not because our investment managersbought it directly but because
asignificant portion of our investmentsisin sharesof broad-market,
mutual-fund-like index funds. These funds held Enron stock.
(Enron was a huge company, an enormous presence in the market;
an index fund designed to represent the market could not have not
held Enron.) These index funds also held the thousands of other
stocksthat represent themarket. The Retirement System lost about
$10 million on Enron. That's a big number. Here is another big
number: the System's total invested assets are close to $7 billion.
Tenmilliondollarsisalot of money, andwedon'tliketolose, butthe
raw number is meaningless without perspective and here is a
perspective: $10 millionis14 one-hundredthsof onepercent of the
System'sinvested assets.
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Task Force to Study

Retirement Benefit Inequities

Initsjust-ended session, theL egidla
ture established a seven-member Task
Forcecharged, inthewordsof thelegis-
lation, ". . . To Study Methods of Ad-
dressing Inequities in the Retirement
Benefitsof State Employeesand Teach-
ers." Thedutiesset outinthelegislation
focusthe attention of the Task Force on
thedifferencesin M SRSretirement ben-
efitsthat were putin placeby legidation
enacted in 1993.

These benefit differences, great
enough that they are sometimes called
"the cliff," are differences between re-
tirement benefitsavailableto Retirement
System members who had 10 or more
years of creditable service on July 1,
1993 and benefits availableto members
having fewer than 10 yearsof creditable
service on that date. At the time the
benefit differences were created, the
Board of Trusteesof theRetirement Sys-
tem pointed out to the then-Administra-
tion and Legislature its concern about
benefit equity and it has continued to
express concern since then. In the last
two or three years, that concern and
related concern about the adequacy of
the less-than-10-year benefit structure
have become widespread, as issues of
recruitment and retention becameworri-
some in both the teacher and the State
employeeworkforces.

TheM SRSBoard haswatched these
concernsgrow. |Ithaspointedout that the

Continued on page 3
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How and who administersthefund
inyour shop? Areconsultantshired to
make recommendations? Arewe pay-
ing commissions to a series of broker-
agehouses?

Some public sector retirement sys-
tems handle all of their actual invest-
ment activity within-houseprofessiona
staff. Some systems handle some of
their investment activity in-house and
also use outside professiona invest-
ment managers. Some systems invest
only throughoutsideprofessionals. The
MSRSisinthislast category. Wedoall
of our actual investment activity through
professional outside investment man-
agers. On our staff, we have a highly
gualified and experienced Chief Invest-
ment Officer who is responsible for
overseeingthe System'sinvestment pro-
gram, including itsinvestment manag-
ers. TheBoard of Trustees, which sets
investment policy, and System staff,
which implements investment policy,
are assisted by a highly-regarded in-
vestment consulting firm, EnnisK nupp
and Associates.

Our professional outsideinvestment
managers are selected and, if hired,
monitored by careful duediligencepro-
cessesthat involvestaff, consultant and
Trustees. Managers contractswiththe
Systemincludeguidelineswithinwhich
they makedecisionsonbuyingandsell-
ing securities. A buy or sell transaction
can't be accomplished without the pay-
ment of acommission. Managers are
requiredtouse"best execution," which
requiresthemto seek efficiency intrans-
actionsand costs.

Is there a group of experienced
investment folksthat meetin Augustato
overseeand makerecommendations?

TheSystem'seight-member Board
of Trustees has had remarkabl e stabil-
ity initsmembership. Consequently the
Board has a high degree of familiarity

with the investment program, which
severa of itsmembershavebeeninstru-
mental in shaping ever sincetheincep-
tion of the modern programinthemid-
1980s. The Board has an Investment
Advisory Committee, on which most
Trustees participate and which also in-
cludes experienced and qualified non-
trustee members. System staff and the
System's investment consultant work
closely with the Committee and the
Board.

| stherealaw, shouldtherebealaw,
preventing Legidatureor Governor from
borrowing from the fund or using the
fund in any way?

There is such law: it's the Maine
Congtitution. Underit (Articlel X, Sec-
tions 18, 18-A and 18-B), assetsin the
System's hands or appropriated to the
System by the Legislature are held in
trust for retirement benefit purposes
and cannot bereclaimedor redirectedto
other purposes. The Constitution also
requiresthat the Retirement System be
funded on an actuarially sound basis,
which means that the State may not
decide to make employer retirement
contributions that are less in amount
thandeterminedactuarially tobeneeded.

Isthefundonly instocksandbonds?
Could other investments be made, are
they being made?

The System's assets are invested
only inpublicmarket stocks(aka, equi-
ties), of both U.S.-based and non-U.S.-
based companies, and bonds(aka, fixed
income securities). Nothing prohibits
investments of other kinds - for ex-
ample, real estate, timber, private eg-
uity, oil and gasleases- but the current
investment policy, which the Invest-
ment Advisory CommitteeandtheBoard
carefully deliberate and frequently re-
visit, excludes investments other than
public market equitiesandfixedincome
securities. The only exceptionsto this

are assets still remaining in two small
outside-manager funds that are in the
process of being paid out and a small
bond programwiththeFinanceAuthor-
ity of Maine.

What percentage of the fund isin
stocks, Mainecompanies, foreigncom-
panies,inMainemunicipal bonds, etc.?

TheSystem’sinvestment policy re-
quires 50% of the System's assetsto be
invested in U.S. equities, 15% to be
invested in international equities and
35% to be invested in fixed income
securities. The actual percentage in-
vested in any of these asset classeswill
vary as the markets move, but the bal-
ance is corrected if and when certain
policy limitsareexceeded. TheSystem
does not invest directly in Maine com-
panies (we make no direct investments
at al) but its general holdings include
investments in many companies with
significant operations in Maine and
mortgage portfolios that include mort-
gagesonMaineproperties. TheSystem's
fixedincomeinvestmentsdonotinclude
municipal bonds, both because of the
way municipal bond marketsare struc-
tured and becausethe System, whichis
of course tax-exempt, does not benefit
from the tax-exempt nature of some
municipal bonds.

Thosearethequestionsthemember
asked. It's my sense, and hope, that
thesequestionsandtheresponsesareof
interest to othersaswell asto the mem-
ber who asked them.

b Tl

EiZcutive irector
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cost of addressing the cliff increases astime passes and will grow to be out of reach at somenot far distant point. Inthe
spring of 2001, in a letter that described one possible way of fixing the cliff, the Board urged that the parties - the
L egislature, the Administrati on, theempl oyeeorgani zations- sit down to seriously and thoroughly discussthecliff before
the cost, inexorably increasing with passage of time, became so large that no fix could be possible. The establishment
of this Task Force, the members of which are legislators, the Administration and representatives of employee
organi zations, appearsto providetheforumfor thepartiestosit downtotal k. Under the Task Forcelegidlation, the System
will serve as anonvoting adjunct member for the purpose of providing information and analysis.

No one should have any illusion that fixing the cliff isa certainty now that the partieswill be sitting down to work
onit. Ontheonehand, therearevery strong public policy reasonstofix thecliff. Ontheother hand, therearethealready
large costs and the facts of the current economy. The Task Force processwill address the question whether the parties
can create a solution out of these redlities.

—— REMINDER FOR RETIREES — Question:Wheredoesthemoneycome
& fromto pay for retirement benefits?

: A Answer: Contributionsto support retire-

I YED B0 Iafiligh CF aie ment benefits are made to the MSRS by

moved, and need to change your

both employeesand employers. Thesecon-
address on our records, please

tributions are retained in trust funds that

notify usinwriting. Pleasebesure
to include your old address and
social security number.

It isfor your protection that we
requirethisnotificationinwriting.

Also, have you signed up for
direct deposit yet? If not, contact
the Benefits Payroll Unit of the
MSRSfor information. Direct de-
posit isasafe and convenient way
to receive your monthly benefit.
Call for information today!

areinvested by the MSRS. Earnings on these funds also go
toward the payment of retirement benefits.

Employee contributions are set by statute. Most State
employees, teacher members, and Legislative and Judicial
System members currently contribute 7.65% of their pay
towardstheir retirement. M ost membersworking at partici-
pating local districts (PLDs) contribute 6.5%. Some State
employeesand some PL D memberspay higher contribution
rates as aresult of participating in what are called “ special
plans.” These employees are primarily public-safety work-
ers, such as police officers and firefighters.

Employer contributions are determined by actuarial
valuations. These valuations are done by the MSRS's actu-
aries for each fiscal year and determine what contribution
rateisnecessary in order for thereto be adequate funding to
meet projected benefit payments. The State pays the em-
ployer contribution for State employees, teacher members,
and Legidlative and Judicial System members. Individual
PLDs pay the employer contribution for their respective
members.
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MSRS TEACHER BOOKLET

Hot off the pressisM SRSBenefitsfor Teachers.
This updated booklet provides ageneral overview of
theM SRSbenefitsavail abletonew and current teacher
members.

If you would like to receive the new teacher
booklet, please contact your plan administrator or call
our office at (207) 287-3461.

Hoew

MSRS ANNUAL REPORT

We are pleased to announce the release of the
Maine State Retirement System’sAnnual Report for
the fiscal year ending June 30, 2001. The Report
containsthefinancial transactions of the retirement
systemfor thefiscal year, theassetsand liabilities of
theretirement systemat theend of thefiscal year, and
the actuary'sreport on the actuarial valuation of the
retirement system for the fiscal year.

YEAR END STATISTICS
as of June 30, 2001

Active MSRS Members as of June 30, 2001

State Employees 14,692
Teachers 34,064
PLD Employees 9,028
LegidativeMembers 171
Judicial Members 56
Total Active Members 58,011

Recipients of MSRS Benefits as of June 30, 2001

Service Retirees 23,287
RetireeBeneficiaries 3,175
Disability Retirees 2,096

Ord./Accidental DeathBeneficiaries 1,008

Total Benefit Recipients

29,566

WE WANT TO KNOW....

Is this newsletter being
sent to the correct address?

Isit being sent to the
correct person or office?

If you are an employer, are you receiving
enough newsletters to distribute
to each of your employees?

If you answered “no” to any of these
questions, please contact the MSRS at
800-451-9800 or (207) 287-3461 so we
can update our records.
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