
RGTIRGMENT PLAN 

FOR 

CHICAGO TRANSIT AUTHORITY EMPLOYEES 

The Special  Meeting of the  Retirement Allowance Committee 

was he ld  on Monday, November 1, 1982, a t  8:30 A.M., i n  t h e  Board 

Room, Room 734, Merchandise Mart. The following were i n  at tendance:  

M r .  W. Ashley M r .  A. Kasmer 
M r .  R .  Fleming M r .  P. Kole 
M r .  J. Gallagher M r .  D, Perk 

M r .  A. Kemp, a l t e r n a t e  f o r  M r .  C. Hal l ,  M r .  H. Hegarty, 

a l t e r n a t e  f o r  M r .  E. Flowers, M r .  L:Morris, a l t e r n a t e  f o r  

Mr .  I. Thomas. Neither M r .  J. Weatherspoon.nor h i s  a l t e r n a t e  was 

p re sen t .  Mrs. A .  C u r t i s ,  Messrs. R. Bartkowicz, S. Bianchi and 

L. Brown were present .  Messrs. D. Lemm, G. Nagle and M s .  C. Cox 

were present .  Messrs. W. Leszinske, E. Hamilton, R. Keigher and 

Mrs. KO Ford of Continental  Bank were present .  Messrs. R. H a r r e l l  

and W. Lowry of Lowry, Racl in ,  Har re l l  and Howerdd were p re sen t .  

1. j~ -  12. I:url:e, t he  Plan Attorney,  was present .  M r .  B. Scholz,  pen- 

s i o n e r ,  was a l s o  present .  

The Chairman c a l l e d  the  meeting t o  order  a t  9:05 A.M. and 

apologized f o r  t he  delay. , 

The Secre ta ry  then  s t a t e d  t h a t  the  purpose of t h i s  meeting 

which had been ca l l ed  by the  Chairman was t o  give the  Committee an 

explana t ion  of t he  Growth Screen Fund. The Secre ta ry  then  b r i e f l y  

reviewed t h e  purpose of t he  Screen Fund which i s  t o  have a  r e s e r v o i r  

of funds a v a i l a b l e  t o  a d j u s t  the  debt /equi ty  r a t i o  of t h e  o v e r a l l  

Fund. 



The Chairman then c a l l e d  on M r .  Leszinske of Cont inenta l  

Bank. M r .  Leszinske s t a t e d  t h a t  t he  Trustee had s e v e r a l  concerns 

wi th  r e spec t  t o  t h e  Screen Fund. M r .  Leszinske then  poin ted  out  

t he  s i z e  of t h e  Screen Fund and pointed out t h a t  whi le  t h i s  fund 

had been ope ra t iona l  f o r  th ree  years ,  it  had no named manager, 

As a r e s u l t  of t h i s ,  the Trustee has assumed the  r o l e  of manager 

and was charging a fee f o r  managing the  Fund. 

The Chairman then asked seve ra l  quest ions about how t h e  

Screen Fund i s  managed. M r .  Leszinske responded t h a t  he thought 

M r .  Lowry and M r .  Ha r re l l  generate  t h e  information t o  manage t h i s  

Fund from a computer generated buy and s e l l  program. He then  poin ted  

out t h a t  Johnson, Lane, an At lan ta  brokerage house, executes  t h e  

t r a d e s  and then  informs the Trustee of the  t rades .  M r .  Leszinske 

s t a t e d  t h a t  he thought t h i s  was unusual and it looked l i k e  Johnson, 

Lane was, i n  f a c t ,  the  manager of t he  Screen Fund. 

M r .  Leszinske then informed t h e  Committee t h a t  t h e  T rus t ee  

wanted t o  change the  cur ren t  r e l a t i o n s h i p . .  He ou t l i ned  s e v e r a l  a l -  

t e r n a t i v e s  t o  t h e  Committee which t h e  Trustee f e l t  t o  be accep tab le .  
I 
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The f i r s t  a l t e r n a t i v e  would be t o  appoint M r .  Lowry o r  Johnson, Lane 
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as t h e  investment manager. Other a l t e r n a t i v e s  would be t o  conver t  

I 
t h e  Screen Fund t o  an Index Fund which would mir ror  t h e  S&P 500. 

The Chairman then asked M r .  Leszinske t o  v e r i f y  why the  Trus- 1 
t e e  only thought i t  knew how the  Screen Fund was managed. 

Mr. Leszinske s t a t e d  t h a t  t h e  Trustee had nothing w r i t t e n  t h a t  could I 
prove t h a t  Johnson, Lane received i n s t r u c t i o n s  from M r .  Lowry, bu t  

t h e  Trus tee  was reasonably c e r t a i n  t h a t  t h a t  was t h e  way t h e  Fund was 

managed. M r .  Leszinske s t a t e d  t h a t  quest ions should be r e f e r r e d  t o  



Mr. Lowry, The Chairman asked i f  i t  was unusual f o r  t he  Trus t ee  

not  t o  have a w r i t t e n  agreement o r  be aware of how the  investment 

informat ion flows and M r .  Leszinske agreed. 

The Chairman then s t a t e d  t h a t  t h e  Screen Fund i s  a concern 

f o r  him and t h a t  t h i s  meeting was ca l l ed  so t h a t  a l l  Committee Members 

could f u l l y  understand t h e  Screen Fund. The Chairman f u r t h e r  s t a t e d  

t h a t  a f t e r  we have complete knowledge of t h e  Fund, then  t h e  Committee 

could make a judgment a s  t o  whether the  Screen Fund should be con- 

t inued  i n  i t s  p re sen t  ope ra t iona l  r o l e  o r  some a l t e r n a t i v e  chosen. 

The Chairman then asked i f  the  Screen Fund had always been a $90 

m i l l i o n  fund. M r .  Hamilton s t a t e d  t h a t  a year  ago i t  was around $45 

t o  $50 m i l l i o n  d o l l a r s .  

Severa l  Committee Members asked f o r  c l a r i f i c a t i o n  of t he  

Screen Fund. The Chairman asked M r .  Kole t o  review t h e  Screen Fund 

s i n c e  he was on t h e  Committee when the  Screen Fund was i n i t i a t e d .  

Mr. Kole reviewed t h e  purposes of t h e  Fund and pointed out  t h a t  

o the r  c l i e n t s  of t h e  Lowry organiza t ion  used t h i s  approach. The 

Chairman asked M r .  Kole who managed the  Fund. M r .  Kole responded 

t h a t  t h e  Fund was managed i n  e f f e c t  by M r .  Lowry. The Chairman then  

asked o t h e r  ques t ions  about t he  Screen Fund but  M r .  Kdle s t a t e d  t h a t  

those  should be asked of M r .  Lowry. The Chairman wanted t o  know who 

eva lua ted  t h e  performance of t h i s  Fund. M r .  Kole s t a t e d  t h a t  s e v e r a l  

people i nc lud ing  the  Trus tee  evaluated the  performance. I n  response 

t o  t h e  Chairman's quest ion a s  t o  who decides how l a r g e  the  Screen Fund 

should be,  M r .  Kole responded t h a t  t he  dec is ion  had been de lega ted  t o  

Mr. H a r r e l l .  1 
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A d i scuss ion  ensued between M r ,  Leszinske, M r .  Nagle and 

seve ra l  Committee Members a s  t o  how the  Screen Fund had grown t o  

$90 mi l l ion .  Mostly, t he  Fund had received t r a n s f e r s  of money from 

other  accounts .  Only once had there  been a withdrawal and t h a t  was 

from dividend income. The Chairman then cautioned a l l  t he  Committee 

Members t h a t  t h i s  was not  the  time t o  make a dec is ion .  In s t ead ,  t h e  

Committee should cont inue t o  gather information a s  t o  how t h i s  p a r t i -  

cu l a r  fund i s  managed. 

A t  t h e  request  of t he  Chairman, M r .  Nagle reviewed a w r i t t e n  

summary of t h e  performance of the Screen Fund and t h e  commissions 

generated by t h i s  fund. (A copy is  at tached t o  t h e s e  minutes) .  A t  

the r eques t  of t h e  Chairman, M r .  Leszinske a l s o  reviewed commissions. 

Mr. Leszinske s t a t e d  t h a t  the  commission per share  had Seen nego t i a t ed  

from 12-112 t o  8-1/2 cen t s  and f i n a l l y  t o  5-112 cen t s  per  share .  

However, c e n t s  per  share i s  only one component of any t r a n s a c t i o n ;  t h e  

other  i s  t h e  p r i c e  per  share.  M r .  Leszinske pointed out  t h a t  whi le  

t h i s  commission was low, t he re  was no agreement between t h e  Trus t ee  and 

Johnson, Lane f o r  Johnson, Lane t o  rece ive  a l l  t he  t r a d e s  f o r  t h e  Screen 

Fund based on low commissions. 

The Chairinan asked M r .  Leszinske t o  exp la in  yhy Johnson, Lane 
4 

wds used exc lus ive ly .  M r .  Leszinske responded t h a t  M r .  H a r r e l l  had 

s t a t e d  t h a t  Johnson, Lane pooled the  orders  from s i m i l a r l y  managed 

funds and then  executed the t rades.  According t o  M r .  H a r r e l l ,  t h i s  

e l imina te s  competi t ion i n  the  market place.  The Chairman then asked 

i f  t h i s  was a l e g i t i m a t e  reason and M r .  Leszinske responded no. 

Mr. Leszinske responded t o  the Chairman's quest ion of who should do 

the t r a d i n g  by s t a t i n g  t h a t  i t  would be appropr ia te  t o  have t h e  



Trustee execute t h e  t r ades .  M r .  Leszinske f u r t h e r  s t a t e d  t h a t  e i t h e r  

M r .  Lowry o r  Johnson, Lane should be made t h e  Investiilent Manager.. 

of the  Screen Fund. 

The Chairman asked f o r  c l a r i f i c a t i o n  a s  t o  why t h i s  had no t  

been done, The Sec re t a ry  and M r .  Hamilton reviewed how previous 

members of the  Trus tee  had been involved i n  e s t a b l i s h i n g  the  Screen 

Fund. M r .  Leszinske s t a t e d  t h a t  the former Cormnittee Members were 

a l s o  aware of t h e  Screen Fund's management. M r .  Perk asked f o r  

f u r t h e r  c l a r i f i c a t i o n  of t he  i s sues .  The Secre ta ry  responded t h a t  

former Committee members, o f  the  Trustee,  and the  Lowry organiza t ion  

had i n i t i a t e d  t h i s  Fund, The Chairman s t a t e d  aga in  t h a t  t h i s  was n o t  

the time t o  make a dec is ion  but t o  ga ther  a l l  t he  f a c t s .  

A d i scuss ion  then ensued between the  Chairman, M r .  Perk and 

Mr .  Keigher concerning commissions and the  turnover  i n  t he  Screen 

Fund. M r .  Keigher f u r t h e r  s t a t e d  t h a t  i f  the  turnover  does support  

a l a r g e  r a t e  of r e t u r n  beyond expectat ions,  t h e r e ' s  nothing wrong 

with turnover .  He then  s t a t e d  t h a t  i f  the  turnover  doesn ' t  support  

a l a r g e  r a t e  of r e t u r n ,  the  turnover doesn ' t  mean anything. The 

Chairman then asked f o r  a shor t  r eces s .  

The Chairman reconvened the  meeting a t  10:0+ A.M. and asked 
3 

M r .  Lowry and M r .  H a r r e l l  i n t o  the  room. The Chairman then  s t a t e d  

t h a t  s ince  t h e r e  were new Committee Members, many of them were 

unfami l ia r  k i t h  t h e  Screen Fund. He then s t a t e d  t h a t  the  Committee i s  

f ami l i a r  wi th  t h e  r e s u l t s  achieved by the  Lowry organiza t ion  and i s  

impressed and s a t i s f i e d  with these r e s u l t s .  He s t a t e d  t h a t  t he  Comm- I 
i t t e e  has  been looking a t  the various aspec ts  of the  Screen Fund wi th  

the Trus tee  i n  an at tempt  t o  inform t h e  Committee of t h i s  Fund. The I 
i 



Chairman then asked M r .  Low-ry and M r .  Ha r re l l  no t  t o  i n f e r  anything 

from ques t ions  t h a t  might be asked of them s i n c e  t h e  Committee was 

only t r y i n g  t o  ob ta in  information on the  Screen Fund. 

M r .  H a r r e l l  then thanked the  Chairman f o r  t h e  opportuni ty 

t o  e x p l a i n  the  Screen Fund. M r .  Ha r re l l  pointed out  t h a t  h i s  re la -  

t i onsh ip  with t h e  Committee has l a s t e d  s i x  o r  seven years .  

Mr. H a r r e l l  then b r i e f l y  informed the  Committee of M r .  Lowry's back- 

ground and invclvement with the  Screen Fund. 

M r .  Lowry s t a t e d  t h a t  he had some s l i d e s  t o  show the  Connu- 

i t t e e  which would show t h e  genesis  and background of t h e  Retirement 

P lan ' s  investment pol icy ,  where t h a t  po l icy  i s  today,  and expla in  

t h e  r e l a t i o n s h i p  between the  equi ty and the  debt  managers. M r .  Lowry 

explained var ious  investment r e tu rns  t o  the  Committee i n d i c a t i n g  t h e i r  

r e a l  r a t e s  of r e t u r n .  He f u r t h e r  explained t o  t h e  Committee t h a t  h i s  

company i s  only i n t e r e s t e d  i n  r e a l  r a t e s  of r e t u r n .  He then explained 

why t h e  v a r i a b l e  debt t o  equi ty  r a t i o  i s  important and why point  t o  

poin t  measurements were meaningless i n  eva lua t ing  performance. He 

then explained t h a t  the  market was cu r r en t ly  s i g n a l i n g  the  end of 

an e r a  where low y i e l d  s tocks  a re  outperforming h igh  y i e l d  s tocks .  

So, c l i e n t s  ask what happens when t h e  market g e t s  t o  4 . 5 ,  1.6, 1.7 

o r  twice book? Do we f i r e  managers and then go back t o  them l a t e r ?  

Mr. Lowry s t a t e d  t h a t  t h i s  i s  awkward t o  do. He then  showed what h i s  

company had achieved with the  Southern Bap t i s t  Annuity Retirement 

Fund and pointed out the s i m i l a r i t i e s  with the  CTA Retirement Plan. 
J 

Mr. Lowsy then demonstrated t o  the Committee t h a t  t he  Southern B a p t i s t  1 

Fund was the  s i n g l e  most successful  l a rge  pension fund i n  t he  United I 
S t a t e s  f o r  t he  l a s t  e i g h t ' y e a r s .  



M r .  Lowry then reviewed f o r  t he  Committee a  comparis80n 

between the  two Screen Funds. He pointed out t h a t  t h e  Income Fund 

numbers had no t  been included i n  the  performance a n a l y s i s  a l ready  

d i s t r i b u t e d  t o  t he  Committee. M r .  Lowry s t a t e d  t h a t  t h e s e  were not  

v a l i d  comparisons because they do not  dollar-weight t h e  r a t e s  of 

r e t u r n .  M r .  Lowry again pointed out  t h a t  po in t  t o  p o i n t  measure- 

ments were meaningless because they depend on t h e  p o i n t s  t h a t  a r e  

chosen. 

M r .  Lowry then reviewed t h e  s tock market f o r  t h e  Committee. 

He observed t h a t  t he  market provides t he  only r e a l  r a t e s  of r e t u r n  on 

investments .  However, t he  market achieves ga ins  i n  very  sudden b u r s t s  

and when l e a s t  expected. He pointed out  . t h a t  t h e  two l a r g e s t  market 
- - - - - -  - - -- - - - - - - - - - - - - - - 

gains  were i n  t h e  middle of the  Depression and t h e  day P e a r l  Harbor 

was bombed. M r ,  Lowry pointed out  t h a t  while we've had an e x c e l l e n t  

record  i n  t iming both the market on p r i c e  t o  book r a t i o  and the  sub- 

s e c t o r  t hese  a r e  no-win s i t u a t i o n s ,  because t h e  market may not  become 

i n t e r e s t e d  i n  t h e  sub-sector f o r  a  number of years .  M r .  Lowry observed 

t h a t  10 years  ago l a rge  c a p i t a l i z a t i o n  high qua1 i t y  growth s tocks would 

have looked a t t r a c t i v e  because they were performing w e l l ,  but  over the 

.I 

10 yea r  per iod a l l  the  performance came from small cohPanies.  He 

pointed out  t h a t  t h e  market a c t s  oppos i te  of what appears  t o  be l o g i c a l  

and r a t i o n a l .  Thus, by d o l l a r  weighting the  sub-sect.or t h a t  i s  out  of 

favor  t h e  d o l l a r  weighted r a t e  of r e t u r n  w i l l  be b e t t e r  than  the I 
average r a t e  of r e tu rn .  

M r .  Lowry explained t h a t  t h e  Screen Fund r a i s e s  cash and 

i 
switches s t y l e s  when needed. It has  110 per cent  s tock  turnover  because I 

1 
s t a t i s t i c a l l y  a l l  i t  does i s  avoid los ing .  The d e c i s i o n  r u l e s  i n  t he  



Screen Fund c e n t e r  on companies whose d iv idends ,  book v a l u e  and 

e a r n i n g s  momentum a r e  moving upward a g a i n s t  t h e  r e s t  o f  t h e  market.  

These r u l e s  do n o t  a l low f o r  poor performing companies. M r .  Lowry 

observed t h a t  we w i l l  miss golden o p p o r t u n i t i e s ,  b u t  t h a t  o t h e r s  

have t r i e d  t o  make t h e s e  o p p o r t u n i t i e s  and have l o s t  money. 

M r .  Lowry t h e n  summarized h i s  comments f o r  t h e  Committee. 

He s t a t e d  t h a t  t h e  Committee has  an  au tomat ic  d e b t / e q u i t y  d e c i s i o n  

r u l e  t h a t  no one can over r ide  and t h a t  t h e r e  is  a  v e h i c l e  t o  change 

e q u i t y  exposure  w i t h o u t  having t o  h i r e  and f i r e  managers. M r .  Lowry 

then  s t a t e d  t h a t  over  t h e  nex t  36 t o  60 months t h e  b e s t  performance 

would p robab ly  come from P r i c e ' s  Growth Fund and t h e n  t h e  Screen  Fund. 

The Chaiman thanked Mr. Lowry f o r  g i v i n g  h i s  p r e s e n t a t i o n .  

He s t a t e d  t h a t  b o t h  h e  and t h e  Committee were p l e a s e d  w i t h  t h e  o v e r a l l  

inves tment  r e s u l t s .  The Chairman then  s t a t e d  t h a t  a t  o t h e r  mee t ings  

t h e r e  had been q u e s t i o n s  concerning t h e  Screen Fund. The Chairman 

t h e n  asked t h e  T r u s t e e  i f  t h e r e  were any q u e s t i o n s  concern ing  t h e  

Screen Fund. 

M r .  Lesz inske  asked M r .  Lowry t o  e x p l a i n  t h e  r e l a t i o n s h i p  w i t h  

Johnson, Lane. M r .  Lowry responded t h a t  h i s  company o r i g i n a t e s  t h e  

t r a d e  and p l a c e s  t h e  o r i g i n a l  order  wi th  Johnson, Lang, Space,  Smith 
? 

and Company, a  brokerage f i r m  i n  A t l a n t a .  They t a k e  t h e  o r d e r  and 

p l a c e  i t  w i t h  e i t h e r  Pershing;  Donaldson, L u f f k i n ;  Goldman Sachs;  1 

M e r r i l l  Lynch; o r  Bear S t e r n s .  C l i e n t s  have a  c h o i c e  o f  e i t h e r  h a v i n g  1 
t h e  b rokerage  e x e c u t e  t r a d e s  a t  t h e  s t andard ,  i n s t i t u t i o n a l  New York 

I 
I 

Stock Exchange r a t e  w i t h  a  40% commission r e c o v e r y  o r  use  a reduced 

I 
cormnission r a t e .  E i t h e r  program i s  a c c e p t a b l e .  M r .  Lowry a l s o  s t a t e d  , 
t h a t  i f  o t h e r  competent b lock b rokers  could be found of if t h e y  could  1 



be found a t  lower r a t e s  he would be j u s t  a s  i n t e r e s t e d .  M r .  Lowry 

s t a t e d  t h a t  t h e r e  was an opera t iona l  r e l a t i o n s h i p  wi th  h i s  organiza t ion  

and Johnson, Lane. 

The Chairman then asked who advised Johnson, Lane? M r .  Lowry 

responded t h a t  he d id .  M r .  Lowry fu r the r  explained t h a t  t he  recoremen- 

da t ions  came through h i s  r eg i s t e r ed  investment advisory d i v i s i o n  based 

upon a  computer program. The Chairman aaked f o r  an exp lana t ion  of t h e  

computer program. M r .  Lowry explained t h a t  D r .  William Breen of 

Northwestern Un ive r s i t y  developed the program. The d e c i s i o n  r u l e s  

cen te r  around s t o c k s  ranked B+ o r  higher by Standard & Poor o r  s tocks  

of t he  50 l a r g e s t  banks, insurance companies, f inance  companies o r  

i n d u s t r i a l  companies t h a t  a r e  unranked by Standard & Poor. The Screen 

Fund cannot buy s tocks  whose p r i ce  t o  book r a t i o  i s  above a  moving 

average norm of o t h e r  s tocks  with the  same r a t e  of r e t u r n  on equ i ty .  

It cannot buy s t o c k s  t h a t  cu t  the  dividend. It cannot buy s tocks  

with a  g r e a t e r  than  given percentage dec l ine  i n  earn ings .  It i s  a  

survivor  type p o r t f o l i o .  The po r t fo l io  i s  designed by us ing  a  par- 

t i c u l a r  q u a l i t y  growth s e c t o r  earnings momentum on top of a l l  t h e  

o ther  c r i t e r i a .  Over long periods of time, t h e  computer s c reen  had 

de l ivered  about 200 b a s i s  po in t s  b e t t e r  than t h e  5 0 t h , p e r c e n t i l e  of 
'3 
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the databank. 

The Chairman then asked f o r  a  mechanical exp lana t ion  of how 

Johnson, Lane received i n s t r u c t i o n s .  M r .  Lowry responded t h a t  t h e  

p r i n t o u t  comes t o  h i s  o f f i c e  and he i n  t u rn  g ives  i t  t o  Johnson, 

i 
Lane. M r .  Lowry f u r t h e r  explained t h a t  the p r i n t o u t  i s  d e l i v e r e d  

weekly. 

M r .  Richard Burke, t he  Plan Attorney, asked s e v e r a l  ques t ions  



concerning various organizational relationships. Mr. Lowry stated 

that the parent company is William W. Lowry & Associates. It owns 

all the stock in both William Whitehead Lowry, registered investment 

advisor, and Lowry, Raclin, Harrell & Howerdd. Lowry, Raclin, Harrell 

& Howerdd is the consultant to the registered investment advisory di- 

vision. The advisor prepares the quarterly report and sells it to 

the consulting firm for $500 in conformance with SEC regulations. 

Mr. Lowry further explained that all the partners own stock in William 

W. Lowry & Associates. Mr. Lowry also explained that the only fees 

they receive from Johnson, Lane are for the consultant service. He 

also explained that the CTA Retirement Plan is paying cash for this 

service. A discussion ensued between Mr. Lowry, Mr. Leszinske and the 

Chairman about the 5.5 cents per share commission and a soft dollar 

arrangement with Johnson, Lane. A further discussion ensued between 

Mr. Lowry, Mr. Leszinske, Mr. Magle and the Plan Attorney concerning 

execution of the trades. 

Mr. Harrell commented that Johnson, Lane has exclusive mar- 

keting rights for these computer programs and the trade-off is that 

they also manage our clients without charging a management fee. 

Mr. Harrell stated that they do charge a management f ~ e  to those cus- 
I 

tomers who are not clients of the Lowry organization. I 

The Chairman then asked about the Screen ~und's turnover. 

Mr. Lowry responded by stating that the model looks at whether the 

stock meets or does not meet the criteria. As long as the stock meets 

the criteria, it's held. Over long periods of time this system will 
I 

beat a subjective system by about 200 basis points compounded annually 

which it has. Mr. Lowry further explained that the turnover would be 



100% i n  and 100% o u t  annua l ly  o r  more. M r .  Lowry a l s o  s t a t e d  t h a t  

p r o f e s s o r s  have been a rgu ing  f o r  y e a r s  about tu rnover  and t h a t  t h e r e  

i s  n o  c o r r e l a t i o n  between tu rnover  and performance. 

I n  response  t o  a q u e s t i o n  from t h e  Chairman, M r .  Lowry s t a t e d  

s e v e r a l  purposes  o f  t h e  Screen Fund. The primary purpose  i s  t o  be  

a b l e  t o  d o l l a r  load  t o  any sub-sector  of t h e  market f o r  t h e  n e x t  t h r e e  - 
t o  f i v e  y e a r s  wi thou t  impact ing any o f  t h e  o u t s i d e  managers' a c t i v i t y ,  

The Chairman t h e n  asked s i n c e  t h e  money managers were h i r e d  based  on 

t h e i r  l o n g  t e r m  performance,  d i d  n o t  t h e  absence o f  a l o n g  t e r m  per-  

formance r e c o r d  impact upon why t h e  p r e s e n t  Screen Fund shou ld  be * 

i n  e x i s t e n c e .  M r .  Lowry responded t h a t  t h e  Screen Fund 's  inves tment  

approach i s  t o t a l l y  d i f f e r e n t  from t h a t  used by o t h e r  money managers.  

M r .  Lowry then  commented on execu t ion  by s t a t i n g  t h a t  execu- 

t i o n s  were based on t h e  computer program. Stocks  a r e  bought o r  s o l d  

o n l y  when t h e  computer d i c t a t e s .  There i s  no w a i t i n g  o r  shopping t h e  

market .  M r .  Kole added t h a t  s i n c e  Johnson, Lane purchased o r  s o l d  

s e c u r i t i e s  and t h e n  n o t i f i e d  t h e  T r u s t e e  t h a t  t h e  e x e c u t i o n  had im-  

proved. A d i s c u s s i o n  ensued between M r .  Kole, M r .  Lesz inske  and 

M r .  Lowry a s  t o  whether o r  n o t  t h i s  was execu t ion  o r  n o t i f i c a t i o n .  

I n  response  t o  a q u e s t i o n  from t h e  Chairman,*Mr. Lowry 
'1 I 

s t a t e d  t h a t  s i n c e  $90 m i l l i o n  of t h e  $500 m i l l i o n  was i n  t h e  Screen  I 

Fund, t h a t  was about t h e  c o r r e c t  amount s i n c e  i t  e q u a l l e d  30% of  t h e  i 
' e q u i t i e s .  Most Lowry c l i e n t s  mainta ined t h i s  percentage.  T h i s  i s  needed 1 

I 
t o  be  a b l e  t o  accommodate t a k i n g  t h e  market from book v a l u e  a l l  t h e  1 

way t o  1.5 t imes  book wi thou t  impact ing t h e  o u t s i d e  managers. However, 

when t h e  market goes t o  1.6 t imes  book, then  cash w i l l  have t o  be 

r a i s e d  w i t h  t h e  o u t s i d e  managers. M r .  Nagle, M r .  H a r r e l l  and M r .  Lowry 
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t h e n  d i s c u s s e d  t h e  s h i f t  i n  d e b t / e q u i t y  r a t i o  t h a t  occur red  i n  

J a n u a r y ,  1981. M r .  Nagle asked why funds had t o  be  t a k e n  from o t h e r  

managers. 

M r .  H a r r e l l  s t a t e d  t h a t  those  sub-sectors  of t h e  market i n  

income were a t  t h e i r  peak and i t  looked more a d v i s a b l e ' t o  reduce  t h o s e  

p o s i t i o n s  t h a n  t h e  growth sub-sector .  M r .  H a r r e l l  f u r t h e r  s t a t e d  t h a t  

t h e  Screen Fund d i d  n o t  have enough t o  accomplish t h e  swing. 

M r .  Lowry f u r t h e r  expla ined a 60% growth p r o f i l e  was c a l l e d  f o r .  He 

t h e n  emphasized t h a t  do l l a r -weigh t ing  t h e  sub-sector  was q u i t e  impor- 

t a n t .  M r .  Lowry f u r t h e r  s t a t e d  t h a t  b o t h  g o a l s  f o r  t h e  S c r e e n  Fund 

cou ld  be accomplished bu t  n o t  a t  t h e  same percen tage  p r e v i o u s l y  main- 

t a i n e d .  M r .  Lowry then recommended t o  t h e  Committee a more mechanical  

sub-sec to r  we igh t ing  r u l e  comparable t o  t h e  mechanical  p r i c e  t o  book 

r u l e .  

M r .  LowVy t h e n  exp la ined  t h a t  t h e  computer program c o u l d  s e t  

up 4 s c r e e n s  - growth, income, emerging growth, and s e m i c y c l i c a l .  

I n  r e s p o n s e  t o  a q u e s t i o n  from M r .  Keigher,  M r .  Lowry s t a t e d  t h a t  t h e  

program b a l a n c e s  based on t h e  d i r e c t i o n s  given t o  i t .  M r .  Lowry 

then . . exp la ined  t h a t  t h e  r e v e r s a l  t echn ique  u s e s  t h e  12  month moving 

a v e r a g e ,  t h e  36 month moving average ,  t h e  60 month moying average  and 
3 

an  i n t r i n s i c  v a l u e  score  t o  de te rmine  when t o  s h i f t  back t o  income. 

The Chairman then summarized t h e  two o b j e c t i v e s  o f  t h e  Screen  I 
Fund a s  having h igh  performance over  a long per iod  of t ime and t h e  1 

I 
f l e x i b i l i t y  o f  moving i n  and o u t  o f  t h e  market.  He t h e n  asked  i f  

t h e r e  were o t h e r  a l t e r n a t i v e s  t o  ach ieve  t h e  same two o b j e c t i v e s ,  

M r .  Lowry responded t h a t  he was n o t  aware of any. 

Both t h e  Chairman and M r .  Perk asked about  t h e  r e l a t i o n s h i p  



w i t h  t h e  gowry o r g a n i z a t i o n  a s  one o f  a  c o n s u l t a n t  and a  money 

manager. M r .  Lowry s t a t e d  t h a t  t h e  Committee ,does have b o t h  re-  

l a t i o n s h i p s ,  b u t  on ly  pays f o r  t h e  c o n s u l t a n t .  The Chairman t h e n  

asked i f  t h e  Committee should be concerned about t h a t  and M r .  Lowry 

responded o n l y  i f  two f e e s  a r e  charged.  M r .  Lowry f u r t h e r  s t a t e d  

t h a t  t h e  S c r e e n  Fund was invented because  h i s  c l i e n t s  wanted i t .  

The P l a n  Attorney t h e n  asked r e p r e s e n t a t i v e s  o f  t h e  T r u s t e e  

i f  someone e l s e  b u t  M r .  Lowry could s e r v e  a s  Investment  Manager. 

Mr. Lesz inske  responded t h a t  perhaps Johnson, Lane could .  I n  re-  

sponse  t o  a  q u e s t i o n  from M r .  Hamilton, M r .  Lowry s t a t e d  t h a t  

Johnson: Lane a c t s  a s  a  f i d u c i a r y  and a  r e g i s t e r e d  inves tment  ad- 

v i s o r  t o  t h o s e  who a r e  n o t  customers of t h e  Lowry o r g a n i z a t i o n .  

M r ,  Burke then s t a t e d  some of  h i s  concerns .  He e x p l a i n e d  

t h a t  h e  i s  v e r y  s e n s i t i v e  t o  t h e  c o n f l i c t  p o s i t i o n  and d i d  n o t  t h i n k  

t h a t  t h e  Committee should expose themselves  t o  t h a t .  H e - f u r t h e r  

s t a t e d  t h a t  s i n c e  t h e  Trus tee  d i d  n o t  know how t h e  Fund o p e r a t e d ,  

t h e y  cou ld  n o t  e f f e c t i v e l y  counsel  t h e  Committee. M r .  Burke t h e n  

asked i f ,  i n  t h e  Committee's judgment t h e r e  i s  a  need f o r  t h i s  type  

of fund ,  who c a n  they  go t o  t o  g e t  t h i s  o u t s i d e  of t h e  Lowry organ- 

i z a t i o n .  I f  t h e  answer i s  no one, t h e n  they have t o  weigh t h e  con- 
.I 

'1 
f l i c t  between main ta in ing  t h e  Fund v e r s u s  s t r u c t u r i n g  t h e  program 

i n  some d i f f e r e n t  way. M r .  Lowry responded t h a t  t h e r e  was no con- 
I ~ 

f l i c t ,  b u t  i f  t h i s  Fund makes t h e  Committee f u n c t i o n  l e s s  e f f e c t i v e l y  I 
t h e n  i t  shou ld  be e l imina ted .  I 

M r .  Iiowry then pointed o u t  t h a t  t h e  Committee would then  ! 
have t o  d e c i d e  where t o  a l l o c a t e  t h e s e  funds.  Th is  would r e s u l t  i n  I 
h i g h e r  f e e s  t h a n  c u r r e n t l y  e x i s t .  I n  a d d i t i o n ,  t h e r e  i s  t h e  problem 



of a d j u s t i n g  t h e  r a t i o s .  M r .  Lowry s t a t e d  t h a t  he views D r .  Breen's 

p o r t f o l i o  a s  having the  same f iduc iary  r e s p o n s i b i l i t y  a s  t h e  o the r  

managers. M r .  Lowry suggested t h a t  the  Committee may want t o  p lace  

the o rde r s  d i r e c t l y .  He then a l so  suggested t h a t  M r .  H a r r e l l  o r  t he  

Committee look f o r  a l t e r n a t i v e s  over t h e  next  90 days. H e  s t a t e d  

t h a t  he would support  any a l t e r n a t i v e s  t h a t  r e l i eved  the  committee's 

discomfort .  M r .  H a r r e l l  s t a t e d  t h a t  one poss ib l e  a l t e r n a t i v e  might 

be t o  have another  named f iduc iary  serve a s  investment manager o t h e r  

than Con t inen ta l  Bank. M r .  Har re l l  a l s o  s t a t e d  t h a t  t he  f e e  t h a t  

would be charged would be comparable t o  Con t inen ta l ' s  cu r r en t  f ee .  

The Chairman s t a t ed  t h a t  i f  t h e r e  is an appearance of im- 

p rop r i e ty  b u t  t he  Committee i s  s a t i s f i e d  t h a t  t h i s  i s  t he  r i g h t  

th ing  t o  do f o r  the  Fund, as long a s  i t  i s  proper ly  documented, he 

can concur wi th  i t .  The Chairman f u r t h e r  s t a t e d  t h a t  t h e  Committee 

wants t o  achieve the  Ses t  r e s u l t s  f o r  t h i s  Fund. 

A d i scuss ion  then ensued between M r .  Lowry, M r .  Burke, 

M r .  Perk and t h e  Chairman about using o r  no t  us ing  Johnson, Lane. 

M r .  Burke then  r e i t e r a t e d  h i s  pos i t i on  on the  appearance of a  con- 

f l i c t  of i n t e r e s t .  M r .  Lowry responded t h a t  t h e r e  were a  number of 

a l t e r n a t i v e s  t o  be considered and t h a t  he f e l t  t h a t  both h i s  organ- , 
'Z 

i z a t i o n  and t h e  Trustee should r epo r t  back t o  t h e  Committee. 

Mr. Kale suggested t h a t  i t  might be we l l  t o  s t a r t  with documenting 

cu r ren t  procedures .  The Chairman agreed. 

The Chairman then surmned up some ques t ions  t h a t  t he  s tudy 

should focus on, namely, why i s  i t  necessary t o  have $90 m i l l i o n  i n  

the Screen Fund. What a r e  the mechanical a spec t s  t o  t he  s p e c i f i c  

broker and t h e  r e l a t i o n s h i p  between t h e  consul tan t  and the  manager? 



What i s  t h e  performance measurement used f o r  t h e  Screen Fund? 

The Chairman t h e n  d i r e c t e d  t h e  S e c r e t a r y ' s  O f f i c e  t o  forward t h e s e  

q u e s t i o n s  t o  M r .  H a r r e l l  s o  h e  could respond t o  them. 

The Chairman then  s t a t e d  t h a t  i t  i s  impor tan t  t h a t  any 

doubts  be  t o t a l l y  removed. M r .  Lowry concurred.  M r .  Lowry t h e n  

s t a t e d  t h a t  depending on t h e  a c t i v i t y  t h e  Committee i s  w i l l i n g  t o  

endure e i t h e r  t h e  T r u s t e e  o r  t h e  Lowry o r g a n i z a t i o n  can  dec ide  what 

a c t i v i t y  l e v e l  t o  b r i n g  t o  t h e  Committee. He emphasized t h a t  t h i s  

i s  t h e  Committee's d e c i s i o n .  M r .  Lowry s t a t e d  t h a t  managers have 

Seen r e l u c . t a n t  t o  swi tch  s t y l e s  which i s  why t h e  Screen  Fund was 

formed. 

M r .  Kasmer asked i f  t h e  s t o c k  sold  i n  t h e  Screen Fund was 

always s o l d  a t  a c e r t a i n  p r i c e .  M r .  Lowry r e p l i e d  t h a t  l i m i t s  were 

placed on b o t h  t h e  purchase  and s a l e  of s e c u r i t i e s .  M r .  Kole 

r e f e r r e d  t h e  Committee t o  t h e  Campbell Soup a r t i c l e  and s t a t e d  t h a t  

they a r e  a  Lowry c l i e n t  and a l s o  have a  Screen Fund. 

M r .  Lowry b r i e f l y  covered t h e  reasons  why t h e  Committee 

might want t o  c o n s i d e r  a  Covered Option program. He demonstra ted 

t h a t  such a  program could r e s u l t  i n  a  3 o r  4 p e r  c e n t  annua l ized  

r a t e  o f  r e t u r n .  M r .  Lowry suggestsd  t h a t  t h e  Committqe might want 

t o  spend an e n t i r e  meeting on t h i s  s u b j e c t .  I 

The Chairman thanked M r .  Lowry and M r .  H a r r e l l  f o r  coming. 

The Chairman s t a t e d  t h a t  i t  was important  t o  c l e a r  up any misunder- 

I 
I 

I 
s t a n d i n g s  and t o  o b t a i n  an  unders tanding of t h e  h i s t o r i c a l  background 

of t h e  Screen Fund. 
1 

There  b e i n g  no f u r t h e r  b u s i n e s s ,  on a  motion by M r .  Kole, 

seconded by M r .  Hegar ty ,  t h e  Committee unanimously agreed  t o  ad journ  

a t  12:44 P.M. 
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