DEFINED CONTRIBUTION RETIREMENT (DCR) ADVISORY COMMITTEE

MEETING MINUTES OF

September 23, 2008
Present:  Dave Kesler, Jeanne Cornish, Deb Holstad, Janet Tauer, Shawn Bjerke, Barbara Prince, Pat Arseneault (IFO), Eileen Finnegan, and Bill Thorne (TIAA-CREF), Frank Picarelli and Craig Chaikin (SegalAdvisors), and Gary Janikowski 
Introductions/Membership Roster.  Gary Janikowski reviewed the Committee membership list.  Both of the IFO representative’s terms and the MSUAAASF representative’s term will expire in 2008.  MSCF has re-appointed Shawn Bjerke for another two-year term.  MMA will be contacted about replacement or reappointment for its representative, whose term also expires in 2008.  Frank Picarelli introduced Craig Chaikin of Segal Advisors who will be working with Frank on our investment reviews. 
Quarterly Investment Analysis.  Frank Picarelli and Craig Chaikin of Segal Advisors reviewed the second quarter financial markets and fund returns.  The second quarter review does not cover the recent events in the credit market pertaining to Lehman Brothers’ bankruptcy, the Merrill-Lynch acquisition by Bank of America, and the bailout of AIG/VALIC.  Additionally, there is talk about other government fixes and bailouts in order to address the financial crises which will affect the economic outlook.
Most equities had negative returns during the second quarter.  However, emerging markets and small growth funds did well during the second quarter.  Fixed funds are in positive territory and reflect investor moves to quality during down times in the equity market.  A review of our Plan’s fixed funds vs. the relevant indices reflects strong performance.  Because of increased exports, the GDP was positive for the second quarter.
All of our plans—IRAP, SRP, and TSA—had a total of $1.033 billion in assets as of the end of June.  In general most of the funds in our array performed well and are in line with, or beat, the relevant benchmark indices.  Notable underperformers were:  Dodge & Cox Balanced fund (hurt by stock selection in Financials and an underweight in Energy); T. Rowe Price International (due to poor results in Financials); Western Asset Core Plus Bond (due to poor security selection and exposure to developed market international bonds).  Two funds are on the watch-list:  Legg Mason Value and Vanguard Strategic Equity.  Legg Mason has underperformed the S&P 500 index over all time periods analyzed; its poor performance is due to large over-weights in Consumer Discretionary and Financials and poor stock selection.  While the Vanguard Strategic Equity fund outperformed its index in the second quarter, it has not done well over all other time periods analyzed, primarily due to poor stock selection in Technology, Industrials, and Consumer Discretionary sectors.  
The investment committee met with a representative from the State Board of Investment (SBI) with regard to the Legg Mason fund and decided to provide an informational update about the fund’s performance to plan participants.  The committee reviewed a draft memorandum that will be reviewed by OOC staff prior to being sent.  
Eileen Finnegan noted that CREF funds have Morningstar ratings, so they can also be reflected in future quarterly fund analyses.  

Plan Default Fund.  Currently, the CREF Social Choice fund is the default fund.  Plans nationally are moving toward using Life-Cycle funds as the default.  Eileen Finnegan presented information on the TIAA-CREF Life-Cycle funds which are based on a “glide path” or planned progression of asset allocation changes (mix of equity and fixed income investments) that are implemented automatically over time as the participant moves toward retirement.
There was general agreement among committee members that the default fund should change from the TIAA-CREF Social Choice fund to TIAA-CREF Lifecycle or Target Retirement Date funds.  Although the Social Choice fund has had average to slightly better than average performance relative to its benchmark, its 60% equity and 40% fixed income allocation may not be age-appropriate for all participants:  Younger members, generally, should have more in equities and older members, generally, should have more in fixed income.  Life-Cycle funds automatically adjust the allocation based on the participant's age.  Participants who are defaulted will still have the flexibility to allocate their investments any way they wish among the 23 fund options.  Should these Life-Cycle funds become available, it would also be an appropriate option for those participants who don't have the knowledge or motivation to regularly review and re-balance their portfolios.  
There are nine (9) TIAA-CREF Life-Cycle funds which have the same or better return performance over a three-year period review.  These funds also have a slightly higher expense ratio of about 10 basis points than the Social Choice fund.   The final decision to move to the Life-Cycle funds as the default fund would have to be approved by the SBI.
TIAA-CREF Updates.   Bill Thorne distributed information on the upcoming webinar series for the 2008-2009 academic year:
September 30, Developing an Investment Strategy
October 28, Getting Ready for Retirement (3-5 years away)

November 12, Review of Investment Fund Options
December 11, Meeting Financial Challenges (Mid-Career)

Late January, Roth and Pre-Tax 403(b) Options

Mid February, Five Habits of Successful Investors
Mid-April, Online Services from TIAA-CREF
Early May, Income Options and Distribution Options
To attract a higher number of participants, all webinars will be offered at two different times during the day.  Additionally, there will be a joint TRA/IRAP webinar for newly retirement-eligible employees on Thursday, October 23 (repeated on Friday, October 24).

Bill also distributed statistics on campus counseling sessions.  In 2007, there were 1,138 appointments scheduled over 163 days for campus visits.   Through October, 2008 there were 959 appointments scheduled over 134 campus visit days.  
Eileen reviewed the MnSCU Call Center report which indicated various statistical data about the number and types of calls that come through the Center.
Administrative Fee Report.  Rick Ellefson of the Business Office reviewed the Administrative fee report.  For fiscal year ended 2008, there was an estimated year end reserve of $335,965.  The FY09 budget reflects an increase in the area of legal fees since our DCR Plan document needs to be reviewed and approved by the IRS by January 31, 2009.  Our outside legal counsel is reviewing and updating our Plan Document and will prepare it for filing with the IRS.  Under the Pension Protection Act of 2006, each TSA Plan Sponsor also needs to have a Plan Document on file by January 1, 2009.  TIAA-CREF contracted with an outside vendor to help its institutions develop Plan Documents based on a model document.  We have used this service, but will need to have the Attorney General’s office review it to ensure it comports with State statutes.  
Additionally, we will need to include estimated revenue from abandoned accounts, based on legislative language that was enacted during the 2008 legislative session.  Eileen will ask Eric Cornejo to update the status of abandoned accounts and to indicate those unclaimed accounts that have “aged” for at least five years with an abandoned account status.
 

Actuarial Study for 2009 Legislative Session.  Gary indicated that Mercer Consulting firm is currently working with TRA and MnSCU to conduct an actuarial analysis of MnSCU’s faculty population to determine the impact of possible legislation that would allow faculty another opportunity to move to TRA (out of IRAP) once they have attained tenure or permanent status.  The study needs to be completed prior to the 2009 legislative session.
SRP Legislation and Withdrawal of SRP on Phased Retirement.   Also enacted in the 2008 legislation was language that clarified that faculty who are on phased retirement can obtain a distribution from their Supplemental Retirement Account (SRP) account as long as Phased Retirement is provided for in their collective bargaining agreement.  However, faculty who are on phased retirement, but not yet age 59 ½, would be subject to a 10% IRS penalty in addition to the state and federal tax on the distribution.
Next Meeting.  The Winter meeting of the DCR Advisory Committee will be held on Wednesday, January 22, 2009
