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DST POLICIES AND PROCEDURES

Subsistence of State Employees serving as Board Members. As allowed under N.C.G.S. § 138-6,
a state employee who is a member of a state board, commission, committee or council that
operates from funds deposited with the State Treasurer, may be reimbursed for actual cost of
any meal (including lunch) eaten while on official state business if the meal is preplanned as
part of the meeting for the entire board, commission, committee, or council. However, when an
overnight stay is required, the state employee is limited to a daily reimbursement as follows:

e [n-State Travel
¢ $35.15 for meals.
e Actual expenses up to $65.90 lodging documented by a receipt of ac-
tual lodging expenses for a commercial lodging establishment.
e Qut-of-State Travel
e« $37.50 for meals.
« Actual expenses up to $78.05 lodging documented by a receipt of ac-
tual lodging expenses for a commercial lodging establishment.

No Overnight Stay. When an overnight stay is not required, the state employee is allowed ac-
tual cost of any meal (including lunch) eaten while on official state business if the meal is prep-
lanned as part of the meeting for the entire board, commission, committee or council.

Other Meals. If the employee is eligible for reimbursement for any other meal, that reimburse-
ment is limited by the same reimbursement amounts and regulations as those allowed for in-
state and out-of-state travel by a state employee who is not a member of a state board, com-
mission, committee, or council.

Members of the General Assembly Serving on State Boards, Commissions, Committees, and
Councils

Per Diem Compensation. Pursuant to N.C.G.S. § 120-3.1, per diem compensation is not applica-
ble.

Subsistence. A member of the General Assembly shall receive a subsistence allowance for meals
and lodging at a daily rate (which is currently $104) equal to the maximum per diem rate for
federal employees traveling to Raleigh, North Carolina, as set out at 58 Federal Register 67959
(December 22, 1993), while the General Assembly remains in session, and, except as otherwise
provided in this subsection when, with the approval of the Speaker of the House in the case of
Representatives or the President Pro Tempore of the Senate in case of Senators, the member is:
(1) traveling as a representative of the General Assembly or of its committees or commissions;
or (2) otherwise in the service of the State.

Section V: Financial Operations
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DST POLICIES AND PROCEDURES

Excess Subsistence. A member who is authorized to travel, whether in or out of session, within
the United States but outside of North Carolina may elect to receive, in lieu of the amount pro-
vided in the preceding paragraph, a subsistence allowance of $26.00 a day for meals, plus ac-
tual expenses for lodging when evidenced by a receipt satisfactory to the Legislative Services
Officer, not to exceed the maximum per diem rate for federal employees traveling to the same
place, as set out at 58 Federal Register 67950-67964 (December 22, 1993) and at 59 Federal
Register 23702-23709 (May 6, 1996).

Transportation. A member will receive a travel allowance at the rate equal to the business
standard mileage rate set by the Internal Revenue Service whenever the member travels,
whether in or out of session, as a representative of the General Assembly or of its committees
or commissions, with the approval of the Legislative Services Commission.

Convention Registration. Convention registration policies and regulations are the same as for
those for state employees.

Non-State Employees

Non-state employees may be those on official state business whose expenses are paid by the
State and subject to state regulations, such as prospective professional employees, public
school and community college employees, students on official state business, and attendants of
handicapped state employees traveling on official state business (provided advance approval is
obtained from Department head or designee). Non-state employees are not family members of
state employees, students attending athletic events, student organization events (these should
be paid from trust funds or fees levied to support these activities), or students traveling for
their own academic purpose.

Non-state employees traveling on official state business whose expenses are paid by the State
are subject to these regulations, including statutory subsistence allowances, to the same extent
as are state employees. Travel expenses for members of a non-employee's family are not eligi-
ble to be paid by the State. No travel advances will be made to non-state employees.

Prospective Professional Employees. A Department head or his or her designee is authorized to
approve reimbursement of transportation expenses of prospective professional employees vi-
siting state departments for employment interviews. These expenses are limited to transporta-
tion and subsistence for 3 days (5 days if one is a Saturday) at the in-state rate. Excess lodging
expenses may be approved by the Department head or his or her designee.

Section V: Financial Operations
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DST POLICIES AND PROCEDURES

Students. Students at state institutions who travel on official state business are reimbursed at
the same extent as are state employees. All other student related travel must be paid from
non-state funds supporting that particular organization or activity.

Attendants. Payment of travel and subsistence expenses (motel and meal costs) for attendants
for handicapped employees while traveling on official state business may be reimbursed to the
same extent as are state employees if advance approval is obtained from the Department head
or his or her designee.

Telephone Calls

Long Distance. Employees are not allowed to charge long distance phone calls to the State for
calls made of a personal nature, except as stated below. All long distance calls that are to be
paid by the State are those made pursuant to the employee conducting official state business.

Reimbursement. Official phone calls are reimbursable under "Miscellaneous." Individual calls
over $5.00 must be identified as to point of origin and destination.

Allowable Personal Calls. An employee who is in travel status for two or more consecutive
nights in a week is allowed one personal long distance telephone call for each two nights for
which reimbursement to the employee may not exceed $3.00 for each in-state call or $5.00 for
each out-of-state call. Documentation is required for reimbursement.

Employee Emergency Calls. Employees may use the state network system, state credit card, or
may be reimbursed for a personal long distance call(s) if such call(s) is/are of an emergency na-
ture as determined by the Department. An example is a call made when an employee calls
home to inform someone that the travel period has been extended beyond original plans due
to unforeseen reasons.

Mobile Telephones. Because mobile telephone charges (cellular and digital) are based on
measured use, no personal calls should be made on mobile telephones except in case of emer-
gency as determined by the Department. Mobile telephone calls to conduct official state busi-
ness should only be used when more economical means of telephoning are not reasonably
available.

If an employee uses his or her personal mobile telephone in conducting state business, the em-
ployee can be eligible for reimbursement. In order for the agency to reimburse the employee,
the employee must indicate on his or her telephone bill the reimbursable calls, individuals
called, and nature of calls and submit the telephone bill to their supervisor for approval. If the
supervisor approves the calls as state business related, the agency will reimburse the actual
billed cost of the call.

Section V: Financial Operations
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DST POLICIES AND PROCEDURES

Use of Telephone with Computer Hook-ups. Employees traveling on official state business need-
ing to transmit data via their computers should use the most efficient manner available, includ-
ing services available through the State’s Information Technology Services (ITS) access such as
air card and broadband services.

Exceptions

Any exception to the rules and regulations as herein stated in the State Budget Manual, except
those expressly delegated, must be approved in advance by the Office of State Budget and
Management.

Section V: Financial Operations
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DST POLICIES AND PROCEDURES

INDEX

PUEPOSE ST AUEROTIEY  iocvvmiimimmsmismissimeve s v S s s v sl
Policy (Emplovee ResponsiBility) siviaimemimisssamsmmsinms s s i 1
Travel AULNOTIZATION ..ottt e et e e e e e et e e s e m e e e e mnseeeemnnaeaesmneee e emnnnean
T aVEl COOTAIMBIION c v i s s s B e SV R P eVt s v e
AULhOTIZation Of Travel s i v i v B e e S S T e v ey
ComPIeting the BDA FOIMu.i ottt ettt ettt nee e bbb e eneeeaenes
BPeputy Treasurer RESPonsibility ..o e e asiiiimasi g
SUPervisor ReSPONSIDIILY ......oo e
RETAININE the BDA FOIM oomeenismsimivismsiss ot assssmis ses s sssssamss o655 5k oo orininssvssmsarsss pss
ReiMDUISEMBIT oo s R s o S A L T D S S G
EXPENSE REIMBDUISEIMENT. .. .eiiitieie ettt st s e e s
USRI TREES O couoniia mmmmmiminssmnssmmsos i suisssesyss o s s sosvass s s ssh dovs s vo e i R e
Reimbursement of THird Party EXpe nses i s na s s
Third Party Payment REPOITING .....oooiviiiiieiit et st
Speaking Engagements, Conferences and Advisory Board Meetings........c.ccoceveeieciccincciennnns
Traveling with Spouse or Other...
Penalties and Charges Resulting from Cancetlat;ons
Allowable Travel
(oo =13 1= OSSO ST OSSPSR UP U TOTRPOP

NN

w w wwwwmN

W

LS O RV B

T | (e T e ST |
REGISTIAtiON FEES ..overieiiiieiie ittt ettt ettt e e e abara 9
PSSO Y oo ivssivensmssams e i s G vo ¥ S A AW S S e F S N e S SR R A D
O I O A BT v e o o S e e s B e T e g 9
Personal VERICIE .vveeieic ettt ettt e e ee e e e ssbnbeneese s tnnneseesessesenss 1O
Rental Vehicles .. S T P S B O MR s e s s v
Transportation by State Vehlcle e [
Commuting... O I
Travel To and From Alrport R R R R A S R R R e L
Parking... Nl R e LS
Travel Involvmg Trlps Other Than To and From the Alrport ...................................................... 15
Authorization for Out-of-County Travel..mammnnummmmasm s ammamssies 19
State Officials .. . . RO AR |
Members of State Boards Commlssmns Commrttees and Counuls ........................................... 16
Members of the General Assembly Serving on State Boards, Commissions, Committees, and
Councils... P PSSRSO SPR R SUPRTRSRSRORRPRPIR I -
Non- State Employees A e R T S R T A R S T e e L
Telephone CaII520
o0 T oT =] o] 4o 4 L3S RTROPRD.l

Section V: Financial Operations

Title: Accounting Operations

Chapter: Travel Policy and Regulations

Current Effective Date: September 27, 2009 Page 22 of 22

SSR-001879



From: Zehner, Mark R. <ZehnerM@SEC.gov>

Sent: Wednesday, October 07, 2009 6:48 PM
To: Jay Chaudhuri

Subject: Re: Confidential: Response

Jay:

| have all nine pages. Thanks!

Mark

Sent from BlackBerry Wireless Handheld.

From: Jay Chaudhuri

To: Zehner, Mark R.

Cc: Pam Wortham

Sent: Wed Oct 07 13:27:35 2009
Subject: Confidential: Response
Mark:

In response to your email, please find the new travel reimbursement policy attached. | have also asked Pam Wortham,
our Chief Financial Officer, to respond directly to request #1. In addition, | will provide the supplemental Statement of
Economic Interest (SEI) form which set outs the 13 trips in 2009 you are inquiring about. As background, our office
requested an informal advisory opinion from the State Ethics Commission about whether such trips should be disclosed
on the SEl form in August. They have determined that such trips should be disclosed as so-called “scholarships.” The
supplemental SEl form reflects these disclosures. A policy is attached. Of those 13 trips, not all of them are third-party
reimbursements. Some of them are from organizations such as the World Pension Forum which paid for the trip

. Therefore, you should expect less than 13 contracts as a response to #3.

As always, I'm available if you have additional questions.

Sincerely,

Jay J. Chaudhuri

General Counsel & Senior Policy Advisor
Department of State Treasurer

325 North Salisbury Street

Raleigh, North Carolina 27603-1385
(919) 508-5176 (phone)

(919) 508-5167 (fax)
wWww.nctreasurer.com

From: Zehner, Mark R. [mailto:ZehnerM@SEC.qgov]

Sent: Tuesday, October 06, 2009 5:09 PM

To: Jay Chaudhuri

Subject: Request for Documents in Certain Public Pension Fund Activities (P-1603)

Jay:
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As a follow-up and supplement to my original request for information dated May 12, 2009 in the above-referenced
investigation, please provide to me the following:

1) a spreadsheet or similar record of travel conducted by Patricia Gerrick, CIO of the North Carolina State Treasurer's
Office for the years 2006 through 2009, including for each trip: (a) the purpose of that trip, (b) any travel expenses
reimbursed by a third party, and (c) the name of the third party paying that reimbursement;

2) any travel reimbursement policies recently instituted by the State Treasurer; and

3) for each of the 13 trips in 2009, the associated contracts with investment managers that contain the relevant travel
reimbursement provisions.

| would appreciate it if you could get to me items 1 and 2 as soon as possible. | appreciate that assembling the contracts
described in item 3 will take more time, particularly given that | would like the full contracts, including any amendments,
modifications, or supplements thereto. Could you assemble those in a week, such that | could receive them by
Wednesday of next week? Thanks!

Mark R. Zehner

Regional Municipal Securities Counsel
US Securities and Exchange Commission
701 Market Street, Suite 2000
Philadelphia, PA 19106

(215) 597-5885 (fax)

(215) 597-2936
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From: Jay Chaudhuri

Sent: Thursday, October 08, 2009 10:41 AM
To: Zehner, Mark R.

Subject: PDF SEI 17 Gerrick

Mark:

Please find the 2009 SEI, as discussed.

Jay

=

DOC100709-001.,.,
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North Carolina State Ethics Commission
Supplement to Statement of

T

Name of Person Filing Supplement:
Name of Agency or Board:
Date(s) of SEI Supplement:

omic Interest (“SEI”)
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17. During the preceding year (but only the time period after you were appointed, employed,
or filed or were nominated as a candidate), have you accepted a “scholarship” (a “grant-in-
aid to attend a conference, meeting, or similar event”) from a person or group of persons
acting together and that was related to your public position? If so, and the value of that
scholarship exceeds $200 and was given by donor(s) outside North Carolina, please provide the

following information.

» Do not report gifts that have previously been reported by you to the Department of the
Secretary of State on the “Expense Report for Exempted or Persons Not Covered.”

Date of Scholarship

Name and Address

Describe Event

Estimated Market

of Donor(s) Value
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Please mail original, notarized supplement no later than April 15™ to: State Ethics Commission, 1324 Mail Service CentegSR-001883
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620.
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Please mail original, notarized supplement no later than April 15" to: State Ethics Commission, 1324 Mail Service Cendetr_001884
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620.
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g Qath or Affirmation

I hereby swear or affirm, under penalty of perjury and other penalties established by North
Carolina law, that I have read this Supplement to Statement of Economic Interest and any
attachments thereto and that the information provided on t

is-Su leWefts is

P Signature /p(f Person Filing

- atran (ot b

' (Name of Person Filing)

Dt a3/ AL

(Official Seal) Official Signaturof otary Public

STATE OF NORTH CAROLINA

COUNTY OF Wwahe

Signed and sworn to or affirmed before me this day by

Notary’s printed or typed name: LO\ ”“! S. \\-\ L\f\'-}ﬂ"a,
1-25 -0

My Commission Expires:

Amr_y\@o».& ?C.r"’ _—ﬁb&&uw Q,W“ b;{v_cﬁ;y-.._

Please mail original, notarized supplement no later than April 15" to: State Ethics Commission, 1324 Mail Service CentggR-001885
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620,
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North Carolina State Ethics Commission
Supplement to Statement of(EcPomic Interest (“SEI”)

Name of Person Filing Supplement: AT .o h Gi/ . Lk

Name of Agency or Board: bf—P’t‘ 7, QM-TC nuﬂs Jres”
V4
Date(s) of SEI Supplement: ?/3/09

17. During the preceding year (but only the time period after you were appointed, employed,
or filed or were nominated as a candidate), have you accepted a “scholarship” (a “grant-in-
aid to attend a conference, meeting, or similar event”) from a person or group of persons
acting together and that was related to your public position? If s0, and the value of that
scholarship exceeds $200 and was given by donor(s) outside North Carolina, please provide the
following information.

» Do not report gifts that have previously been reported by you to the Department of the
Secretary of State on the “Expense Report for Exempted or Persons Not Covered.”

Date of Scholarship Name and Address Describe Event Estimated Market
of Donor(s) Value
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Please mail original, notarized supplement no later than April 15® to: State Ethics Commission, 1324 Mail Service CentefgR_001886
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620.
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Please mail original, notarized supplement no later than April 15™ to: State Ethics Commission, 1324 Mail Service Cend@r 001887
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620.
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Qath or Affirmation

[ hereby swear or affirm, under penalty of perjury and other penalties established by North
Carolina law, that I have read this Supplement to Statement of Economic Interest and any

attachments thereto and that the information provided on t

. leuW attachmenpts is

/ Signatureﬁferson Filing

STATE OF NORTH CAROLINA
COUNTY OF lwake

Signed and sworn to or affirmed before me this day by _[ATr.CA G Crec K
' (Name of Person Filing)

Date: 9 /5/01 Z/Mx g U@r-x

(Official Seal) Officid Signatur@otary Public

Larm! S . Nuwwite

Il-25 -0

Notary’s printed or typed name:

My Commission Expires:

Amcngp'-eg (Pw T Teasvrer Copurdl  irectidve—

Please mail original, notarized supplement no later than April 15" to: State Ethics Commission, 1324 Mail Service Centggr 001888
Raleigh, NC 27699-1324. For assistance please call: 919-807-4620.
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From: Jay Chaudhuri

Sent: Wednesday, October 14, 2009 12:17 PM

To: Zehner, Mark R.

Subject: Attorney-Client Privilege: Recent News Articles
Mark:

As mentioned, here are some additional articles.

Jay

New Questions Surround Ousted Treasury Official And Fund Managers- October 12, 2009
Carolina Journal

North Carolina’s pension fund has invested $225 million since 2007 in Horsley Bridge Partners, a San Francisco
investment firm where — according to the state’s former chief investment officer — the spouse of a top executive is
also an executor of the ousted state official’s will.

The arrangement raises questions about the adequacy of disclosure requirements for treasury officials dealing with high-
flying investment funds and other outside management firms.

The state paid almost $1.5 million in management fees in 2007 and 2008 to Horsley Bridge Partners. A managing
director of the firm, Alfred Giuffrida, is married to Pamela Joyner, who is mentioned in the Durham County property
records of former Deputy State Treasurer Patricia Gerrick.

Gerrick’s 2006 mortgage mentions a 2005 trust “for the benefit” of Joyner and three other people. Gerrick owns her
home at 4723 Knights Arm Drive in Durham as trustee of the Patricia A. Gerrick 2005 Revocable Trust, according to the
warranty deed.

Gerrick, who was fired from her job last month, said she didn’t see any potential conflict in the arrangement.

“It’s not for her [Joyner’s] benefit,” Gerrick said. “She and about three other people are the executors of my will. She’s
not getting any money from me, and I'm not getting any money from her.”

State Treasurer Janet Cowell, who took office in January, hasn’t said why Gerrick was fired, though documents released
in an open records request filed by Carolina Journal and other media organizations show that Cowell terminated Gerrick
after “a review of various agency records” and “other concerns.”

Joyner and Giuffrida did not return repeated phone calls.

James Cox, a law professor at Duke University, said the relationship between Gerrick and Joyner raises questions.

“It certainly is something that raises eyebrows and needs explaining,” Cox said. “I find that very curious.”

The state’s $225 million investment in Horsley Bridge Partners since 2007 is the sixth-largest investment among the 30
different private equity companies it’s invested in over that time.

Joyner also works for Avid Partners, which was the placement agent that helped arrange a $150 million investment in
2005 from the state pension fund in a fund run by Apollo Investment Management.
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Placement agents have been involved in an alleged kickback scandal in New York involving the Empire State’s pension
fund, and the U.S. Securities and Exchange Commission is considering banning investment firms from paying placement
agents to get government business.

In an e-mail, Gerrick said the use of Avid Partners as placement agent followed due-diligence policies in effect at the
time.

Heather Franco, a spokeswoman for Cowell, said in a statement that “this administration has never used placement
agents and has put into place policy that requires full disclosure of the use of placement agents by fund managers.”

Gerrick did not disclose her relationship with Joyner as a potential conflict of interest in the statements she filed with
the State Ethics Commission. But Gerrick said the treasurer’s office knew about her relationship with Joyner.

“I fully disclosed my relationship with Pamela Joyner to the treasurer,” Gerrick said.

Richard Moore, the previous state treasurer who hired Gerrick in 2004 and backed a bill last year in the General
Assembly boosting her salary to $340,000, did not return a phone call. Moore now works for the San Diego-based firm
Relational Investors. An employee with Relational Investors said Moore did not want to comment.

Cowell’s spokeswoman Franco said Gerrick’s relationship with Joyner was “not something that we can speak to”
because it is not required to be disclosed on statements Gerrick filed with the State Ethics Commission.

Cox, the Duke law school professor, said that if the state’s ethics laws do not require relationships such as Gerrick’s to be
disclosed, “That shows you the general weaknesses that we have in North Carolina about the disclosures.”

Horsley Bridge, founded in 1983, invests in venture capital and other opportunities and manages more than $6.6 billion
in assets. Giuffrida has worked at Horsley Bridge since 1995. Joyner, who married Giuffrida in 2004, helped found Avid
Partners, which advises private equity firms. She has been on the board of Dartmouth College and the San Francisco
Ballet Association and has an MBA from Harvard.

In 2008, Joyner donated $4,000 to Cowell’s campaign. She also made a donation in Gerrick’s honor to the SECU Family
House, a Chapel Hill nonprofit where Gerrick served on the board.

“I have no financial relationship with Pamela Joyner in any form or fashion,” Gerrick said. “She is someone who | trust.”
The other people mentioned in Gerrick’s mortgage are Mary Drummer, Terry Grimes, and Allison Grant Williams.

Gerrick attended an annual limited partners meeting held by Horsley Bridge over three days in May 2008 at the
Calistoga Ranch, a luxury resort in Napa Valley, Calif. Gerrick was reimbursed $665.75 by the department, including $486
for airfare and $70.75 for meals on the trip.

Horsley Bridge paid for her stay at the resort, which Gerrick valued at about $600, according to state records. The Web
sites for Calistoga Ranch and the nearby Solage Resort, which also housed attendees at the meeting, indicate that
nightly room rates at Calistoga Ranch start at $550 and go as high as $2,200. Rooms at Solage Resort range from $405 to
$875 a night. Meals are not included in lodging expenses.

Ex-investment officer defends her ties to fund managers- October 12, 2009
WRAL

The woman who until last month oversaw investments for North Carolina's $56 billion public pension fund said Monday
that her friendships with fund managers benefited the state.
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State Treasurer Janet Cowell fired Patricia Gerrick as the state's chief investment officer. No reason for the termination
has been disclosed.

Questions about ties between the Treasurer's Office and investment fund managers have come to light recently
because of a "pay-to-play" investigation in New York's state pension fund

A former political power-broker and an investment executive have pleaded guilty in New York to accepting kickbacks
from investment firms doing business with that state's public pension fund. Because of the scandal, the Securities and

Exchange Commission is considering beefing up limits on contributions from people doing pension business with states.

A month before last year's election, Cowell received a $4,000 check from Pamela Joyner, the founder of investment firm
Avid Partners. Records show the firm was paid as a "placement agent" for lining up a state pension contract in 2005.

Joyner and her husband, Fred Giuffrida, are longtime friends of Gerrick.

In 2007, Giuffrida's investment firm, Horsley Bridge, was contracted to handle $225 million in state pension money for a
$1.5 million fee.

Gerrick said her friendships helped the state.
"My relationship with Pam helped me get access to a very good investment for North Carolina,” she told WRAL News.
She also said the she fully disclosed her relationship with Joyner and Giuffrida to former Treasurer Richard Moore.

The State Employees Association of North Carolina, which has pushed to spread control of the pension to several
advisers, questions the links between the Treasurer's Office and fund managers.

"This is just another example of the disturbing relationships between the Treasurer's Office and investment fund
managers. No politician (or) their appointees should have sole control over a $56 billion pension fund," said Ardis

Watkins, SEANC's legislative director.

Cowell last month implemented new ethics guidelines for the State Treasurer's Office, requiring all employees to
disclose any payments made to placement agents for helping pension managers find funds in which to invest.
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From: Ferlauto, Richard C. <FerlautoR@SEC.GOV >

Sent: Monday, April 19, 2010 3:19 PM

To: Ferlauto, Richard C.

Cc: Ferlauto, Richard C.

Subject: Help with the SEC proxy voting education effort
Attachments: Proxy voting effort article 4-19 update.doc
Hello,

We are in the first half of proxy season but it is not too late to education your members and plan
beneficiaries about the importance of voting proxies for the stocks that they may own as
individuals. If you have not done so already this email contains a few steps you can take. Please see
the attached and/or consider linking your member website to
http://www.sec.gov/spotlight/proxymatters.shtml

Pension Systems important partners for investor education:

Help increase proxy voting among members

The Securities and Exchange Commission is working to increase the number of individual investors who vote
their proxies in corporate elections. To help maximize this effort the Commission’s Office of Education and
Advocacy is reaching out to pension funds, and other market players, for support educating their plan
participants, who often also are retail investors, about the value of proxy voting. This effort comes as
companies and shareholders gear up for corporate elections at annual meetings usually scheduled between late
March and June during what has become known as the proxy season.

<<Proxy voting effort article 4-19 update.doc>>

Regards,

Rich

Richard Ferlauto

Deputy Director, Policy

Office of Investor Education and Advocacy
Securities and Exchange Commission
Mail Stop 2551

100 F Street, NE

Washington, DC 20549
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ferlautor@sec.gov

phone 202 551 4658

mobile 202 257 0012

SSR-001893



Pension Systems important partners for investor education:
Help increase proxy voting among members

The Securities and Exchange Commission is workinge to has-launched-an-educational
presrante-increase the number of individual investors vetirgwho vote their proxies in
corporate elections. To help maximize this effort the Commission’s Office of Education
and Advocacy is reaching out to pension funds, and other market players, for support
educating their plan participants, who often also are retail investors, about the value of
proxy voting —reerperate-eleetions: - This effort comes as companies and shareholders
gear up for their-corporate elections at annual shareholder-meetings usually scheduled
between late March and June during what has become known as the proxy season.

While institutional investors such as pension funds and welfare trusts have a fiduciary
obligation established by ERISA to vote their proxies and engage in corporate
governance, voting by individuals is purely a voluntary matter. In the past individual
investors have had relatively low participation rates in the proxy process because many
thought that either their votes would not make a difference or brokers would cast their
votes.

While individual investors have no obligation to vote. voting may help affect the
company’s bottom line, send a message to directors about executive pay or signal a
concern that shareholders have about a particular issue,

Role of Corporate Governance

Even though individuals are not required to vote their proxies it is important to be an
engaged investor. SEC Chairman Mary L. Schapiro says that “Investor participation in
elections at companies they own is critical to effective corporate governance.”

White tadividuabivestorshave no-obleation tovete voting may helpaffectthe
!:(—H—'ﬁﬁﬂ-ﬁ-‘e—&—t—}ﬂﬂt}iﬁ—l'mé send-amessage-to-directors-about executive-pay-orsienaba
ders-have-abouta-particular-issue

Rele-of Corporate-Governanee

Investor-participation-tn-the-electionsolcompaniesthey<
corporate-covernanee-Corporate governance establishes- -a system of accountability
among shareholders, directors and managers through rules and regulations, the corporate
charter and bylaws, formal policies, and customs. Shareholder activis’rs oﬂen cite the

not related to performance and risk management was not properly rnomtored‘

{ Formatted: Font: Bold

New Yoting Rules in Place

Recent changes to the voting rules for the election of directors have increased the .| Formatted: Font: Times New Roman, 12 pt
importance of voter participation. Last year, the Commission approved a change to the
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New York Stock Exchange rule that previously allowed brokers the discretion to vote

shares held in customer accounts in an uncontested election of directors without receiving

voting instructions from those customers. Now, brokers can only vote those shares in

elections at companies if they are instructed by their customers. The rule change does not

affect mutual funds so that brokers continue to vote these shares if they do not hear from

their clients., - - - .| Formatted: Font: Times New Roman, 12 pt

In the past the uninstructed broker vote averaged about 15 percent of total votes cast in
director elections at laree companies. These votes had little impact on the outcome of

elections because of the widespread use of plurality voting standards. The expansion of ] Formatted Font: Times New Roman, 12 pt |

the majority voting standard for the election of directors—requiring directors to receive a
majority of atfirmative votes cast even if they have no opposition in order to be elected--
along with anticipated rule making that will allow shareholders access to the proxy for
their director nominees in elections means that voting by even small investors could have
a large impact. Many elections are now close so every vote counts,

Web delivery of proxy information

Hormats: e —A few ago years ago a new rules,
known as e- proxy, Mgenmtted proxy matenals to be delivered to shareho]ders over
shareholders cxplz:ininu,—that the materials could be “accessed” e]ectronica!]y instead of
mailing a full package containing a proxy card, annual report and proxy statement.
Increasingly companies have moved to this mode of proxy dissemination because it saves
on mailing and reproduction expenses and is good for the environment.

As the delivery of proxy materials migrated from paper mailings to web-based electronic
formats. voting participation fell off. Hewever-wWith e-proxy in place less than 20% of
all individual shareholders voted in annual elections in 2009 accordingto-Broadridge-and
voting participation fell even further to about 5 percent among investors that received e-
proxy notifications-abeut-internet-materials according to Broadridee, the major proxy
services provider.

The Commission took action when it relcognizedeased- that the e-proxy system needed
further reform to ensure that the voting franchise was preserved for investors who were
not web savvy or did not have access to a computer

_So Ecarlier this year the Commission issued updated its e- proxy rules so that the proxy
anotices would be easier to understand by the average shareholder. The new rules clarify
and provide additional flexibility to companies and shareholders relying on these
“notices™ to solicit votes from shareholders, including allowing explanatory or
educational materials regarding the rules to be sent to shareholders. The notices also
make clear that investors have a right to receive paper proxy materials if they so desire.
The goal is ensure that all shareholders have the information and opportunity to exercise
their voting rights in corporate elections.
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How Pension Funds can help increase the retail proxy vote

Pension funds can play a key role increasing voter turnout by educanno thelr members
about proxy voting. FheSEC-islookine foreducational-partherof 2
beecause-aAs fiduciaries of retirement assets yeu pension systems have have the attemion
and trust of hundreds of thousands plan participants, who may be looking for non-biased
information about the investment world.

Here are a few ways that veu-ean help pension svstems can get the words out about proxy
voting:

»_Provide a hotlink from your website to the SEC proxy matters resource page.
These educational materials are housed on eur the Proxy Matters page on the SEC
web site on our Spotlicht web pages on
hitp://www.sec.cov/spotlight/proxymatters.shtml.

s iFormatuad Indent: Left: 0.25"
s Spetlicht-w : s+—The web pages are organized in a layered Q  ~ | Formatted: Bunets and Numbering
and A format that explams the proxy voting system for retail investors in plain Field Code Changed

English in as much or as little detail as the user wants. The materials answer basic
questions such as: What is a proxy? What is Corporate Governance? How can I
get hard copies of proxy materials or find materials online? What is the difference
between registered and beneficial ownership?

e Create a simple envelope stuffer for mailings that urge your members who own
stock as individuals -to vote their proxies and directs them to more detailed web
based and traditional educational materials

e Contact the SEC Office of Investment and Advocacy to obtain bulk copies of
paper brochures explaining the proxy process. and‘er include proxy voting
information in -financial/ investment literacy training sponsored by your fund.

e Disclosure and post your fund’s proxy votes on your pension fund -website so
members are educated about how their own fund votes it proxies and uses
corporate governance.

-h-as-ShareOwnersorg—Proxy %= Formatted Bullets and Numbenng

shinlevourweb-si
Demoeracyane

The SEC’s Office of Investor Education and Advocacy is also available to provide
additional information over the phone on proxy issues or other investment matters. The
OIEA office can be reached at 1-800-SEC-0330 or click here learn more about the OIEA
.-
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Pension Systems important partners for investor education:
Help increase proxy voting among members

pregrantto-increase the number of mdmdual investors WP;}_YJI_Q vote their proxies_in
corporate elections. To help maximize this effort the Commission’s Office of Education
and Advocacy is reaching out to pension funds, and other market players, for support
educating their plan participants, who often also are retail investors, about the value of
proxy voting.—-eorperate-elections. - This effort comes as companies and shareholders
gear up for theircorporate elections at annual shareholdermeetings usually scheduled
between late March and June during what has become known as the proxy season.

While institutional investors such as pension funds and welfare trusts have a fiduciary
obligation established by ERISA to vote their proxies and engage in corporate
governance, voting by individuals is purely a voluntary matter. In the past individual
investors have had relatively low participation rates in the proxy process because many
thought that either their votes would not make a difference or brokers would cast their
votes.

While individual investors have no obligation to vote. vetine may help atfect the
company’s bottom line. send a message to directors about executive pay or signal a
concern that shareholders have about a particular issue.

Role of Corporate Governance

Even though individuals are not required to vote their proxies it is important to be an
engaged investor. SEC Chairman Mary L. Schapiro says that “Investor participation in
elections at companies they own is critical to effective corporate governance.”

W mtﬁiﬁthﬂdﬂm—mw%w« lmwmahh%eﬂ%—\—me—vemw—rm» -help-atfectthe
:I’116 :”‘, ]a ’%EEF'H [lﬁa ’,‘1 i oo F 3 \ h,.-! ]:.-i:. -1_ _ﬁ%l—ﬂ
i:‘:mtt.’fﬂ-{-ih%ﬁt‘hﬁ}éef& '

Role-of-Corporate-Governanee

em—pemi(-e—aﬁu—emﬂﬂve—Cmporate governance estabhshes -a system of accountability
among shareholders, directors and managers through rules and re gulations, the corporate
charter and bylaws, formal policies, and customs. Shareholder activists often cite the
tailure of corporate governance as a root cause of the recent financial crisis when pay was
not related to performance and risk management was not properly monitored.

1 Formatbed Funl Bold

New Voting Rules in Place

Recent changes to the voting rules for the election of directors have increased the | Formatted: Font: Times New Roman, 12 pt

importance of voter participation. Last year. the Commission approved a change to the
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New York Stock Exchange rule that previously allowed brokers the discretion to vote

shares held in customer accounts in an uncontested election of directors without receiving

voting instructions from those customers. Now, brokers can only vote those shares in

elections at companies if they are instructed by their customers. The rule change does not

affect mutual funds so that brokers continue to vote these shares if they do not hear from -
their clients. .- | Formatted: Font: Times New Roman, 12 pt

In the past the uninstructed broker vote averaged about 15 percent of total votes cast in
director elections at large companies. These votes had little impact on the outcome of

elections because of the widespread use of plurality voting standards. The expansion of .| Formatted: Font: Times New Roman, 12 pt |
the majority voting standard for the election of directors-—requiring directors to receive a
majority of atfirmative votes cast even if they have no opposition in order to be elected--
along with anticipated rule making that will allow shareholders access to the proxy for
their director nominees in elections means that voting by even small investors could have
a large impact. Many elections are now close so every vote counts.

Web delivery of proxy information

CheE - e Bt A few ago years ago a new rules,
known as e-proxy, -sHewedpermitted proxy materials to be delivered to shareholders over
the web. These e-proxy rules allowed companies to send a one-page “notice” to
shareholders explaining -that the materials could be “accessed” electronically instead of
mailing a full package containing a proxy card, annual report and proxy statement.
Increasingly companies have moved to this mode of proxy dissemination because it saves
on mailing and reproduction expenses and is good for the environment.

As the delivery of proxy materials migrated {romm paper mailines to web-based electronic
formats. voting participation fell off. Hewever-wWith e-proxy in place less than 20% of
all individual shareholders voted in annual elections in 2009 accordingte-Broadridee-and
voting participation fell even further to about 5 percent among investors that received e-
proxy notifications-abeut-internet-naterials according to Broadridge, the major proxy
services provider.

The Commission took action when it relcognizedeased- that the e-proxy system needed
further reform to ensure that the voting franchise was preserved for investors who were
not web savvy or did not have access to a computer

‘So Ecarlier this year the Commission issued updated s e- proxy rules so that the presey:
anotices would be easier to understand by the average shareholder. The new rules clarify
and provide additional flexibility to companies and shareholders relying on these
“notices™ to solicit votes from shareholders, including allowing explanatory or
educational materials regarding the rules to be sent to shareholders. The notices also
make clear that investors have a right to receive paper proxy materials if they so desire.
The goal is ensure that all shareholders have the information and opportunity to exercise
their voting rights in corporate elections.
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How Pension Funds can help increase the retail proxy vote

Pension funds can play a key role i lncreasmﬂ voter turnout by educa’(mv their members
abom proxy votmo —“J—he—SF—@;: ¢ -Htt'w—\r\-ﬁ}-}-ﬁlﬁﬂ‘a

and trust of hundreds of thousands plan part1c1pantsl who may be lookmg for non-biased
information about the investment world.

Here are a few ways that ¥et-ean help pension svstems can get the words out about proxy
voting:

»_Provide a hotlink from your website to the SEC proxy matters resource page.
These educational materials are housed on eur the Proxy Matters page on the SEC
web site on our Spotlieht web pages on
http:/'www sec.cov/spotlight/proxymatters.shuml.

<+ -| Formatted: Indent: Left: 0.25"

»  Spetlicht-webpages —The web pages are organized in a layered Q  +~ o

and A format that exp]ams the proxy voting system for retail investors in plain
English in as much or as little detail as the user wants. The materials answer basic
questions such as: What is a proxy? What is Corporate Governance? How can 1
get hard copies of proxy materials or find materials online? What is the difference
between registered and beneficial ownership?

e Create a simple envelope stuffer for mailings that urge your members who own
stock as individuals -to vote their proxies and directs them to more detailed web
based and traditional educational materials

o Contact the SEC Office of Investment and Advocacy to obtain bulk copies of
paper brochures explaining the proxy process. and‘er include proxy voting
information in -financial/ investment literacy training sponsored by your fund.

» Disclosure and post your fund’s proxy votes on your pension fund -website so
members are educated about how their own fund votes it proxies and uses
corporate governance.

sweh-as-ShareOwiersorg: Prosy + [ Formatted: Bullets and Numbering
speetficath-developed-to-help-retail

sLirk—vourw t‘b—‘_‘rﬂﬂ—t‘d'
Bemosracy-and-

The SEC’s Office of Investor Education and Advocacy is also available to provide
additional information over the phone on proxy issues or other investment matters. The
OIEA office can be reached at 1-800-SEC-0330 or click here learn more about the OIEA
At
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