
RETIRGMENT PLAN 

FOR 

CHICAGO TRANSIT AUTHORITY EMPLOYEES 

The 378th Meeting of the Retirement Allowance Committee 

was held, on Monday,June 16, 1980, a t  the  Continental I l l i n o i s  

National Bank and Trust  Company, 30 North LaSalle S t r e e t ,  10th F loo r ,  

Conference Room "A", Chicago, I l l i n o i s .  The following were i n  a t ten-  

dance : 

M r .  W. Ashley 
M r .  S. Bianchi 
M r .  R. Goldman 
M r .  P .  Kole 

M r .  R. Kren 
M r .  E. Langosch 
M r .  T. OIMahony * 

M r .  J. Weatherspoon 

M r .  H. Hegarty, a l t e r n a t e  f o r  M r .  W.  Spears,  and 

M r .  C .  Hea t te r ,  a l t e r n a t e  f o r  M r .  J. Gallagher,  were a l s o  present .  

Messrs. Hal l ,  Kasmer and Morris were a l s o  present .  M r .  R. Burke, 

the  Retirement Plan Attorney, was present .  M r .  R. Ha r re l l  of 

Lowry, Racl in,  Har re l l  and Howerdd was present .  

Messrs. E. Hamilton and W. Leszinske of Continental  Bank 

were a l s o  present .  * 

The Chairman c a l l e d  the meeting t o  order a t  10:34 A.M. 

The Chairman asked f o r  approval of the Minutes of t h e  

377th Meeting held May 19, 1980. 

On a motion by M r .  Kren, seconded by M r .  Weatherspoon, 

the Committee unanimously approved the Minutes of t he  377th Meeting 

held May 19, 1980. 



The Secretary made the announcements of deaths reported 

since the last meeting, as per the attached list. 

The Secretary presented six (6) Survivorship Options for 

approval. On a motion by Mr. Bianchi, seconded by Mr. Weatherspoon, 

the Committee unanimously approved the Survivorship Options, as per 

the attached list. 

The Secretary presented nine (9) Pre-Retirement Surviving 

Spouse Options. 

On a motion by Mr. Langosch, seconded by Mr. Weatherspoon, 

the Committee unanimously approved the Pre-Retirement Surviving Spouse 

Options, as per the attached list. 

The Secretary presented twenty-one (21) Applications for 

Retirement. I 
r The Secretary indicated that among the twenty-one (21) 
I 

applications was a disability retirement for Mr. Hans Foit. The 

I 
Secretary indicated-that this employee was injured on duty January 9, 

I 
I 

1980 and was found fit,to return to duty on two occasions; the last I 

I, 
examination being April 22, 1980 and, consequently, his Worker's Corn- 1 
pensation Benefits were discontinued. 

The Secretary indicated that under section 12 of the Retire- 

ment Plan, an employee with the required service would be eligible for 

disability retirement benefits after receiving benefits for the parti- 



cular  d i s a b i l i t y  f o r  26 weeks. Inasmuch a s  M r .  F o i t  d id  n o t  re- 

ceive bene f i t s  f o r  26 weeks, he  does not  qua l i fy  under Sect ion 12 

of the Plan and h i s  appl ica t ion  f o r  ret i rement  i s  withdrawn. 

The Secretary ind ica ted  h i s  o f f i c e  w i l l  follow up on 

t h i s  employee t o  a sce r t a in  employabi l i ty .  I f  the  employee i s  dis-  

abled because of a  medical condi t ion ,  a  Weekly D i s a b i l i t y  Cla im.  

w i l l  be  s t a r t e d  f o r  him. 

M r .  O'Mahony asked i f  t he re  was a  d i spu te  between M r .  F o i t  

and Gallagh.er Basset t  r e l a t i v e  t o  t h i s  matter .  The Secre ta ry  indi-  

cated t h a t  he d id  not bel ieve t h a t  t he re  was. 

The Secretary a l so  advised the  Committee t h a t  among t h e  

appl ica t ions  t o  be approved was a  d i s a b i l i t y  re t i rement  r e t r o a c t i v e  

t o  June 1, 1980 f o r  M r .  Hurley Thomas. The Transpor ta t ion  Depart- 

ment ind ica ted  t h a t  M r .  Thomas ind ica ted  t h a t  he  d id  not  know t h a t  

h e  had t o  f i l e  h i s  d i s a b i l i t y  re t i rement  app l i ca t ion  by May 14,  1980. 

On a  motion by M r .  Bianchi,  seconded by M r .  OtMahony, the 

Cammittee unanimously approved twenty (20) Applicat ions f o r  Ret i re-  

ment, withdrawing M r .  Hans F o i t ' s  app l i ca t ion  and approving a  r e t ro -  

a c t i v e  June 1, 1980 d i s a b i l i t y  re t i rement  f o r  M r .  Hurley Thomas. 

The Secretary reported t h a t  e igh t  (8)  employees rece iv ing  

D i s a b i l i t y  Retirement Benefi ts  had been examined o r  t h e i r  records 

reviewed. 



The Secretary presented twenty-three (23) refunds 

totaling $138,442.52 for approval. 

On a motion by Mr. Bianchi, seconded by Mr. Weatherspoon, 

the Committee unanimously approved the Refund of Contributions to be 

paid on June 30, 1980. 

The Secretary directed the Committee's attention to the 

book titled "Trustee Summary" prepared by Compensation and Capital, 

Inc. indicating the Total Book Value of Cash and Investments as of 

May 31, 1980 was $342,093,680.75. 

The Secretary submitted for approval one (1) bill from 

the Authority totaling $25,691.67 and two (2) operating bills 

totaling $3,029.65 and four (4) remittances totaling $169,593.30. 

Mr. Hegarty asked about the bill for air fare. The Sec- 

retary responded that it was for a member of his office to attend 

the Annual Client Conference sponsored by the Retirement Fund's 

Financial Consultant, Lowry, Raclin, Harrell and Howerdd. 

On a motion by Mr. OIMahony, seconded by Mr. Weatherspoon, 

the Committee unanimously approved payment of the bills and remit- 

tances on June 30, 1980, as per the attached list. 

The Secretary presented twenty (20) Death Benefits 

totaling $52,000.00 for payment on June 30, 1980. On a motion by 

Mr. Langosch, seconded by Mr. Kole, the Cormnittee unanimously 



approved payment of the Death Benefi ts ,  as per the  a t tached  l i s t .  

The Secretary asked M r .  Richard Burke, the  Retirement 

Plan Attorney t o  update the  Committee on the l i t i g a t i o n  aga ins t  

the  Continental  Bank r e l a t i v e  t o  the  Penn Cent ra l  Stock. 

M r .  Burke responded by ind ica t ing  t h a t  M r .  James S. Gordon, 

the a t torney  f o r  the  p l a i n t i f f s  i n  the  Penn Cent ra l  Case, has i nd ica t ed  

t h a t  Judge James B. Moran, on Apr i l  21, 1980, ru l ed  t o  s u s t a i n  

M r .  Gordon's pos i t i on  t h a t  the  l i t i g a t i o n  may proceed a s  a  c l a s s  

act ion s u i t .  M r .  Burke ind ica ted  t h a t  he w i l l  keep the  Committee 

advised of f u r t h e r  developments i n  regard t o  the  p o s s i b i l i t y  of s e t t l e -  

ment of  the ac t ion  and f u r t h e r  i f  the matter  proceeds t o  t r i a l  i n  

absence of a  se t t lement .  

The Secre ta ry  ca l l ed  the Committee's a t t e n t i o n  t o  t he  copy 

of the 1979 Condensed Financia l  Statements which was i n  t h e  pass  out  

mater ia l  and ind ica ted  t h a t  i t  w i l l  be c i r cu l a t ed  t o  a l l  employees 

i n  t h e i r  upcoming paycheck. 

The Secre ta ry  d i s t r i b u t e d  copies of  a  proposed amended 

Rule No. 2, which reads a s  follows: 

See Page 6 



RULE NO. 2 

(AMENDED JUNE 16, 1980) 

No vacation, holiday or other benefits accrued on the 

employee's normal or early retirement date shall be used 

in the formula determining the actual pension to be paid, 

nor shall there be any contributions deducted or made on 

such benefits. 

Mr. Ashley explained that Amended Rule No. 2 was presented 

to clarify an administrative practice that has been in existence since 

the inception of the Plan. The Rule as written in the Plan only re- 

ferred to employees, who retired on a normal retirement (age 651, 

but in practice this rule has applied to individuals taking early 

retirement as well as normal retirement. The Amended Rule No. 2 

covers both early and normal retirements. 

A discussion ensued between Mr. Hegarty, Mr. Kole, 

Mr. Burke, Mr. O'Mahony and Mr. Ashley relative to this rule. 

On a motion by Mr. Kole, seconded by Mr. Hegarty, the 

Committee unanimously approved the Amended No. 2 Rule. 

The Secretary advised that it will be necessary to appoint 

an Actuary and Auditor for the Plan Year 1980. The Secretary re- 

commended that The Wyatt Company be named Actuary and the 



Arthur Young Company be named Auditor f o r  the  Plan Year. 

On a  motion by M r .  Kole, seconded by M r .  Langosch, t h e  

Committee unanimously approved the  appointment of the  Actuary and 

Auditor f o r  the 1980 Plan Year. 

The Secretary r e f e r r e d  the  Committee t o  the l e t t e r s ,  

i n  the pass out mater ia l ,  t h a t  were being sen t  t o  t he  r e t i r e d  em- 

ployees r e l a t i v e  t o  the  changes i n  t he  Retirement Plan a s  a  r e s u l t  

of the  Arb i t r a t i on  Award between t h e  Authority and Locals 241 and 1 
308 of t he  Amalgamated Trans i t  Union. The l e t t e r s  a r e  a t t ached  

t o  the Minutes. 

M r .  L. Morris asked i f  t he  Secre ta ry ' s  Off ice has reviewed 

the  Arb i t r a t i on  Award a s  t o  t h e  impact on the funding of paying t h e  I 
I 

hosp i t a l i za t ion  premiums out  of the  fund and t o  t he  l e g a l i t y  o f  

doing so. 

The Secretary ind ica ted  t h a t  the Actuary was advised of 

the changes as  a  r e s u l t  of t h e  Arb i t r a t i on  Award and i s  p r e s e n t l y  

reviewing. 

The Secretary asked M r .  Burke t o  respond r e l a t i v e  t o  t he  

l e g a l  implicat ions of t he  Award on the  Plan. 

M r .  Burke ind ica ted  t h a t  the Arb i t r a t i on  Award was binding 

on a l l  p a r t i e s .  He f u r t h e r  i nd ica t ed  t h a t  h i s  o f f i c e  i s  i n  t h e  pro- ! 
cess of researching the provis ions of the Award from a  l e g a l  stand- 



point .  He indicated t h a t  a s  soon a s  t h i s  i s  f i n a l i z e d  he w i l l  

present  t he  f indings t o  the Committee. 

M r .  Hegarty asked whether t he  Plan of Major Medical 

Benefi ts  Complementary t o  Medicare had coordinat ion of b e n e f i t s .  

The Secre ta ry  res,ponded i n  t he  a f f i rma t ive ,  pointi-?g out t h a t  

there is only coordination of b e n e f i t s  between group p lans ,  b u t  

there i s  none between a  group p lan  and an ind iv idua l  plan.  

M r .  Kole asked i f  the  Sec re t a ry ' s  Off ice would pro- 

vide the  Committee with the numbers of ind iv idua ls  rece iv ing  

add i t i ona l  bene f i t s  a s  a  r e s u l t  of the  Arb i t r a t i on  Award broken 

dawn by each new bene f i t .  

The Secretary advised the  Committee t h a t  M r .  Louis Wade 

returned t o  t he  Di sab i l i t y  Retirement Rol l s ,  e f f e c t i v e  June 1, 1980. 

The Secretary reported t h a t  M r .  Emmanuel Bolarinwa was 

r e i n s t a t e d  from a Mi l i ta ry  Leave of Absence on March 5 ,  1980 and 

f a i l e d  t o  reimburse the Retirement Fund a s  provided under Rule 21, 

i n  the amount of $966.57. M r .  Bolarinwa's new pension s e r v i c e  da t e  

is  March 5, 1980. 

M r .  Leszinske r e fe r r ed  the  Committee t o  a  l e t t e r ,  dated 

June 11, 1980, t i t l e d  "May Market Summary" which descr ibed the  

economic condit ions a s  well  a s  changes i n  the Bond P o r t f o l i o .  



A discussion ensued between Mr. Leszinske, Mr. Kasmer, 

Mr. Hall and Mr. Heatter relative to the purchases and sales of 

securities. 

Mr. Leszinske presented a chart which gave the Committee 

an indication on how volatile short term securities have been. 

Mr. Heatter asked if Continental has ever made a per- 

formance comparison between a Bond Portfolio and a short term 

portfolio where securities are constantly turned over. Mr. Leszinske 

indicated that they have not. Mr. Heatter asked if a study could be 

conducted for the last 18 years and a comparison be made between a 

short term portfolio and the CTA Fixed Income Portfolio. 

Mr. Robert Harrell of Lowry, Raclin, Harrell and Howerdd 

made a presentation. 

Mr. Harrell explained his role with the Retirement Allow- 

ance Committee. He explained that his organization has no vested 

interest in setting the debt/equity ratio.or who manages the Re- 

tirement Fund money. His company is a resource of information that 

is used by the Committee in order to make intelligent and informed 

decisions with regard to how the funds are invested. He explained 

that his organization works for 3 of the Bell Systems, Monsanto, 

Emerson Electric, Black and Decker and also for large Municipal 

Funds such as the City of Dallas. Mr. Harrell explained that his 

organization works for the largest Taft Hartley Fund, the Central 



States Teamsters Fund for the last 2-112 years. He indicated his 

organization works for about 50 corporate and public corporations. 

Mr. Harrell indicated that an important function was to assist 

the Authority in reviewing various investment schemes as proposed 

to the Authority from outside sources. Mr. Harrell continued his 

presentation by reviewing slides on actuarial interest and salary 

assumption rates and relating the assumption to contributions. He 

suggested that The Wyatt Company set up a security/benefit ratio 

in order to ascertain the amount of money that would be required 

to pay off all its obligations to its participants if the Fund 

was terminated. Mr. Harrell indicated that the obligation to pay 

benefits fluctuate as the interest rates go up and down. If 

the interest rates go up, the Fund needs less money to pay obliga- 

tions; if the interest rates go down, the Fund needs more money to 

pay obligations. The reason being that if the Fund was terminated, 

the Fund could buy annuities at the going interest rate to meet its 

obligation to the participants. Mr. Harrell indicated the Committee 

has structured an investment policy that would obtain a real rate of 

return at 6.5% over a 25 year period. If the Fund realizes the 6.5% 

over a long period of time and benefits do not change then the cost 

of funding the Plan will go down but, typically, what happens is 

benefits are improved. 



M r .  H a r r e l l  continued h i s  presentat ion by reviewing a  

chart  on the  Dow Jones I n d u s t r i a l s  over the l a s t  55 years .  This 

was presented t o  give the  Committee an ind ica t ion  on how the  Fund 

expects t o  earn  a  6.5% r e a l  r a t e  of return.  I f  the  Dow was pur- 

chased i n  1925 a t  book value ( o r i g i n a l  equi ty  and r e t a ined  

earnings) and spent  a l l  dividends, the r a t e  of r e t u r n  would have 

been 4.8% compounded annually with i n f l a t i o n ,  i f  i n f l a t i o n  was 

taken out ,  which averaged 3%, the  re turn  would be approxi&tely a  

r e a l  r a t e  of r e tu rn .  He s t a t e d  companies grow a t  a  2% r e a l  r a t e  

of r e tu rn  without dividend. He indicated t h a t  t h i s  2% r e a l  r a t e  

of re turn  d i r e c t l y  r e l a t e s  t o  how much companies have r e inves t ed  

i n  t h e i r  companies f o r  new p lan t  and equipment, i nc reas ing  the  

product ivi ty  r a t e .  He a l s o  ind ica ted  t h a t  2% r e a l  r ep re sen t s  the  

r e a l  increase i n  s a l a r i e s  over the l a s t  200 years .  He ind ica t ed  

tha t  by r e inves t ing  dividends, which the Retirement Fund does,  

t he  compound annual r a t e  of r e t u r n  would be 9.5%. He pointed out  

that  the majori ty  of r e t u r n  from the  stock market i s  through t h e  

reinvestment of dividends more than cap i t a l  gains .  He reviewed 

a char t  on the  h i s t o r i c a l  p r i c e s  of stocks and t h e i r  r e l a t i o n s h i p  

t o  book value. He pointed out  t h a t  i n  1925 the market was twice 

book and i n  1929 the market was 3 . 4  times book - i t s  h ighes t  

valuat ion i n  t he  l a s t  200 years ,  so  during the depression the  

market went from t h i s  high va lua t ion  back t o  below book value. 



During the depression, i nves to r s  were overevaluating these  fu tu re  

re turns  del ivered by market. He reviewed the h i s t o r i c a l  p r i c e  t o  

book r a t i o s  ind ica t ing  t h a t  i n  1932, 1933 and 1941 (outbreak of 

World War I) the market went below book value, and i n  t h e  1950s 

and 1960s the  market s tayed above book value when wal l  s t r e e t  took 

over and t r i e d  t o  convince people they would become k ings  by in- 

ves t ing  i n  the s tock market, which pushed the market va lue  t o  

r e l a t i v e l y  high l eve l s  r e l a t i v e  t o  book. He pointed out  t h a t  i n  

1974 during the recess ion  t h e  market value dropped below book 

value and has dropped below book value a t  the present  t ime. 

M r .  Ha r re l l  indicated t h a t  t he re  has been four oppor tun i t i e s  i n  

the l a s t  55 years t o  buy s tock  a t  o r  below book value.  
' 

He indicated t h a t  t h i s  was an important considerat ion because ' 

inves tors  must be ab le  t o  perceive t h a t  they can earn  a r a t e  of 

r e tu rn  more than a Treasury B i l l ,  otherwise there  i s  no inves t -  

ment incent ive.  This i s  known as  Capi ta l  Formation Theory, i t ' s  

what the inves tor  demands f o r  the  use of r i s k  c a p i t a l  and i f  one 

does not  ge t  i t  the  c a p i t a l  w i l l  not  form. Thus, t h e  concern 

about the  equi ty market and i t s  v o l a t i l i t y  can always be measured 

from time t o  time and t h a t ' s  what we do every n ine ty  (90) days,  

measuring the r a t e  of r e t u r n  i n  market and what the  Fund has  t o  

pay f o r  i t .  The r a t e  of r e t u r n  achieved i s  the growth of book 

value plus the dividend reinvestment r a t e ,  where does t h a t  money 



come from, i t  c,omes from the  money t h a t  i s  earned by the  companies 

i n  the  p o r t f o l i o ,  so  what we want t o  measure i s  t he  r e t u r n  on equi ty ,  

how much companies a r e  earning on t h e i r  book va lue  and i s  t he re  a  

co r r e l a t ion  between t h a t  number and the  i n f l a t i o n  r a t e ,  is the re  , ~ 
always a  r i s k  premium over and above the  i n f l a t i o n  r a t e  a v a i l a b l e  

i n  t h e  equi ty  market. M r .  Ha r re l l  reviewed c e r t a i n  s e c u r i t i e s  

between 1960 and 1979. In  1960, t he  AAA Corporate Bond average 

y i e ld  t o  maturi ty  was 4-1/2%, i n f l a t i o n  r a t e s  were much lower a t  t h a t  

time, t he  average company i n  t h e  S & P 400 was 11%. He ind ica t ed  

t h a t  the  important po in t  i s  t o  r e a l i z e  there  has been a  p a r a l l e l  

r e l a t i onsh ip  between r e t u r n  on book value and the  i n f l a t i o n  r a t e  which 

was represented by the AAA Corporate Bonds. Bonds r e t u r n  a  r a t e  of 

r e tu rn  of i n f l a t i o n  plus  1%, according t o  the Ibbotson and Sinquef ie ld  

Studies ,  whereas, t he  common s tocks  r a t e  of r e t u r n  i s  from 6% t o  7% 

and, a s  a  re , su l t ,  t h a t  i s  why t h e  p o r t f o l i o  i s  70% inves ted  i n  

e q u i t i e s  ins tead  of 70% i n  bonds. We a r e  t ry ing  t o  e a r n  incremental  ! 
I 

r a t e s  of r e tu rns  i n  order  t o  increase  bene f i t s  and/or reduce c o s t s .  

M r .  Har re l l  reviewed a  cha r t  of the S  & P 500 Stock Market 

Index wi th  dividends re inves ted  which indicated the  t o t a l  r e t u r n  on 

market va lue  s ince  1926. He i n d i c a t e d . t h a t  f o r  t h e  5-year per iod  

ensuing i n  1926, the t o t a l  r e t u r n  was 1.6% compounded annual ly,  f o r  

the 5-year period ending 1979 - the  compounded annual r a t e  of r e t u r n  



was 11.3%, the point was made t h a t  t he  r e tu rns  a r e  t o t a l l y  

non-predictable,  no one can p red ic t  changes i n  t he  i n f l a t i o n  

r a t e  a s  witnessed by the most recent  5 month period i n  which 

everyone thought i n f l a t i o n  r a t e  would go t o  25% and i t  i m e -  

d i a t e l y  turned around and went down. He indica ted  t h a t  we 

were no t  going t o  t r y  t o  p red ic t  t h e  i n f l a t i o n  r a t e  o r  i n t e r e s t  

r a t e s ,  t h i s  i s  what most money managers attempt t o  do. The 

pos i t i on  t h e  Retirement Fund w i l l  t ake  i s  t o  measure the  r a t e  of 

r e tu rn  on shareholders equi ty  and what we have t o  pay f o r  i t ,  i t  

i s  a no win s i t u a t i o n  t o  pred ic t  what the s tock market i s  going 

t o  do, a s  wel l  as  what i n t e r e s t  r a t e s  a r e  going t o  do. He in- 

d ica ted  t h a t  there  is  a  wide range of  r e tu rn  we can expect from 

the  s tock  market f o r  any 5 year per iod ,  but over longer per iods  

there  is a narrow range of r e t u r n  t h a t  can be expected and t h i s  

is  what the  Retirement Fund i s  i n t e r e s t e d  i n ,  a s  we a r e  i nves t ing  

f o r  t he  long run. 
* 

M r .  Ha r re l l  reviewed the Bond S e c u r i t i e s  over  

the  recent  sho r t  term period ind ica t ing  t h a t  t he re  i s  l i t t l e  o r  no 

r e a l  r e t u r n  received i n  the  bond market. The only reason f o r  bonds 

i s  t o  do 2 th ings ,  reduce amount of f l uc tua t ion  and give the Fund 

an  opt ion of moving the debt /equi ty  r a t i o  based on p r i ce  t o  book. 

One recommendation M r .  Ha r re l l  made t o  the Committee was t o  amend 

the Statement of Policy t o  s e t  up a  va r i ab l e  Debt/Equity Rat io ,  



that is, there are times when we might change the Ratio based 

on the rate of return on shareholders equity and the Price to 

Book of that equity. The alternative which was used prior was 

to let the investment advisors set the debt/equity ratio based 

on their perception of changes in interest rates which is 

typically how they adjust amount in stocks and in bonds. 

Mr. Harrell reviewed a chart on judgments made by money managers 

relative to debt/equity decisions which indicated that the ad- 

visors funded the wrong type of security at the wrong time. 

The advisors put money into equity securities when price to book 

was at all time highs and put money into debt securities when 

price to book was at low levels. So the Committee set up a 

passive equity/debt ratio of 70/30 to realize a 6.5% real rate of 

return. Mr. Harrell reviewed a chart on returns realized at var- 

ious debtiequity combinations for the last 25 year period. He 

indicated that by having 100% invested in equities a portfolio 

would realize an investment real return between 2.3% and 12.5%, 

pointing out that there is a lot of volatility in the market 

for the last 25 years. This was the reason to put money in 

debt type securities in order to reduce volatility in returns. 

Mr. Harrell pointed out guaranteed contracts are just like bonds 

as they give you a real return plus 1%. If the Committee decided 



to invest 100% in a guaranteed contract and not worry about the 

volatility of the stock market, the portfolio will only realize 

a 1% real rate of return over the last 25 years and he didn't 

believe that the Committee would be satisfied with that as it 

will not give the Plan competitive benefits at current costs. 

He indicated that as the equity exposure is increased the ex- 

pected return is increased. Mr. Harrell indicated that the 

problem with a passive equityldebt ratio of 70130 means that 

the portfolio will be at 70130 even though the securities go 

way over book value. Looking at the Dow over a period of time 

at pricelbook ratios, he sighted that in 1966 the Dow was at 

995 at 2.2 times book, which was a very high valuation and the 

investors will discount at different rates the future of earnings 

and dividends, so the market went from 2.2 times book to 1.6 times 

book, then in 1968 - 2 times book and up and down to our present 
situation of 1.2 times book. He indicated that the average was 

1.5 times book. Mr. Harrell recommended that the Committee, as a 

result of this study, use a mechanical decision rule that auto- 

matically adjusts debtlequity ratio based on price to book ratio 

of the market. As a result at twice book, we may have 30% of the 

Fund in the equity market; at 8/10 of book we may have 70% to 80% 

in the equity market. Mr. Harrell proposed a scale that will 



automatically ad jus t  t h e  equi ty ldebt  r a t i o  based on r e t u r n  on 

shareholders equi ty  and the  p r i c e  t o  book r a t i o  of the  market. 

He indicated t h a t  t h i s  w i l l  no t  increase the r a t e  of r e t u r n  

but  it w i l l  reduce the  f luc tua t ions  i n  the  po r t fo l io .  

M r .  Har re l l  ind ica ted  t h a t  adjustments i n  equi ty ldebt  r a t i o  w i l l  

be adjusted through new cont r ibu t ions  using the two index funds 

managed by Continental  Bank. 

M r .  Ha r re l l  reviewed how we se lec ted  our present  invest-  

ment advisors .  He reviewed a char t  which ind ica ted  the  h igher  

qual i ty  s tocks have lower v o l a t i l i t y ;  the lower t h e  q u a l i t y  t h e  

more v o l a t i l i t y .  This came from the  study presented by Sharpe 

and Cooper. M r .  H a r r e l l  reviewed a char t  which depic ted  invest-  

ment advisors according t o  q u a l i t y  of s tocks managed, t he  adv i so r s '  

s ta ted  investment ob jec t ive  and the  p r i ce  earning r a t i o s  of  s tocks  

managed by the advisors .  M r .  Ha r re l l  indicated t h a t  when we se- 

lected our money managers, we chose those who manage higher  than 

average q u a l i t y  s tocks  and achieve higher than average r a t e s  of re- 

turn. These managers have been se lec ted  based on a  moving average 

who w i l l  add incremental gains  between 250 t o  300 b a s i s  po in ts  

b e t t e r  than the  market i t s e l f .  I f  money can earn 200 b a s i s  po in ts  

over t ha t  of the  market, i n  25 years  we w i l l  have e i g h t  (8) times 

more money than i f  we randomly performed 200 b a s i s  po in ts  below the  

market. 



We f u r t h e r  d ive r s i f i ed  the  r i s k  by h i r i n g  managers wi th  

d i f f e r e n t  investment s t y l e s  - Putnam buys high q u a l i t y  growth 

stocks - Delaware buys income producing cyc l i ca l  s tocks  - 
T. Rowe Pr ice  New Horizons buys aggressive growth s tocks  and 

emerging growth s tocks .  Within t h a t  scenario it doesn ' t  make 

sense t o  compare these  managers t o  S & P 500 because i t  has a  

r i s k  index of i t s  own, t he re fo re ,  we compare t o  managers with 

s imi l a r  r i s k  ind ices .  

M r .  Ha r re l l  reviewed how some consul tants  compare 

investment advisors ,  i nd i ca t ing  t h a t  they use point-to-point 

measurements ranking one aga ins t  the  other  without regard t o  

investment s t y l e s  r e s u l t i n g  i n  outstanding long term investment 

advisors t o  be f i r e d .  M r .  Ha r re l l  indicated t h a t  investment 

s t y l e s  go i n  and out  of favor and when managers a r e  compared 

aga ins t  one another i n  a point-to-point measurement without re- 

gard t o  investment c h a r a c t e r i s t i c s ,  a  superior  long term invest-  

ment may be ranked a t  t h e  bottom of a  databank. 

M r .  Ha r re l l  ind ica ted  t h a t  h i s  firm does no t  work f o r  

any f i rm t h a t  manages money, so  any information given t o  t he  

Committee has no b i a s ,  t h e  only way h i s  organizat ion s t a y s  i n  

business i s  providing va luable  information t o  committees l i k e  

CTA's. M r .  Ha r re l l  asked t h a t  each Committee Member pick up a  



copy.of the repor t  f o r  the  qua r t e r  ending March 31, 1980. 

The Secretary asked i f  M r .  Har re l l  would put t h e  

amendment t o  the  Statement of Pol icy  i n  wr i t i ng  and forward 

it t o  .the Committee. M r .  H a r r e l l  indicated t h a t  he woul'd do 

so. 

M r .  Heat ter  ind ica ted  h i s  concern over the  long term 
I 

performance of the  T. Rowe P r i c e  Growth Stock Fund i n d i c a t i n g  

t h a t  i t  i s  performing below average over the long,  intermediate  

and sho r t  term bas i s .  M r .  H a r r e l l  indicated t h a t  t h e r e  has  been 

a squeeze i n  the amount of spread between the  average of t he  

peer group and the  T. Rowe P r i c e  Growth Stock Fund, b u t  t he re  

has been expansion i n  the T. Rowe Pr ice  New Horizons Fund, 

remembering they were put toge ther  a s  an index p o r t f o l i o  con- 

s i s t i n g  of two--thirds (2 /3)  of money i n  Growth Stock Fund and I 
I 

one-third (1/3) i n  the New Horizons Fund. M r .  H a r r e l l  indi-  

cated t h a t  h i s  f i rm was not  concerned about e ros ion  and indi-  

cated based on the  i n t r i n s i c  value of T. Rowe P r i c e  Growth Stock 

Fund w i l l  outperform the New Horizons Fund i n  the  second qua r t e r  

of t h i s  year.  

M r .  Hall  asked i f  M r .  Ha r re l l  reviewed the  Guaranteed 

Contract proposed a s  submitted by Union Labor L i f e .  and the  I 
Equitable  Company. M r .  H a r r e l l  indicated t h a t  he d id  and again 
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found that the guaranteed contracts give the same return as 

the CTA Bond Portfolio. Mr. Harrell indicated he reviewed 

the proposal submitted by Union Labor Life relative to their 

"T" Account and found that they give identical rates of return 

to that of short term investments of the Continental Bank. 

Mr. Hamilton announced the Committee was invited 

upstairs for a luncheon at which time T. Rowe Price Associates, 

Inc., Investment Advisor, would give a report. 

On a motion by Mr. Langosch, seconded by Mr. Kole, 

the Committee unanimously agreed to adjourn at 12:40 P.M. 

SECRETARY 
RETIREMENT ALLOWANCE COMMITTEE 

CHAIRMAN 
RETIREMENT ALLOWANCE COMMITTEE 

DATED 

NOTE: A copy of the report presented 
by T. Rowe Price Associates, Inc. 
is attached. 




