
1JIOM\S[tGIB9ON, FSQ CommonwealthofMassachusetts 7 LAV\REN(FRDRI5COI
978-439~ MIDDLESEX RETIREMENT SYSTEM 978 674~O21l

VICF CHAIRMAN 25 LINNELL CIRCLE 7 ELECTFD tRUSTEE
BRIAN P. CUR IIN JOHNI-i. BURKE, SR.

781~27O~l62S P.O.BOX 160 97S~649~1591

SECRE4ARY BILLERICA, MA 01865 DIRICIOR
JAMESNE GOOKIN 800-258-3805 978-439-3000 FAX: 978-439-3050 JACQLFIINELV~ILLIAMS

MEMORANDUM

~ NOV 2 1 2066 ~TO: The Middlesex Retirement Board Advisory Council
~ ~L~JFROM: Thomas F. Gibson,Chairman

MiddlesexRetirement Board

Brian P. Curtin, Chairman
Middlesex Retirement Board Advisory Council

DATE: November 16, 2006

We arewriting to inform youofrecenteventsat theMiddlesexRetirementBoard,andto seek
theCouncil’s input on a critical issuerelatingto themanagementoftheSystem’sassets.

RESIGNATION OFLA WRENCEP. DRISCOLL

At its meetingofNovember9, 2006,theBoardacceptedtheresignationofLawrenceP. Driscoll,
theelectedfourthmemberof theBoard. Mr. Driscoll’s resignationfollowedtheBoard’sreceipt
of areportfrom theOffice oftheInspectorGeneralwhich assertedimproprietiesin expense
reimbursementrequestssubmittedto theBoardby Mr. Driscoll from 2001 through2004. Mr.
Driscoll hassteppeddownfrom theBoardin orderto addresstheseissues.

TheBoard’sauditorsandPERAC’sauditorsconductregularauditsof travel andexpense
reimbursementssubmittedby membersof theMiddlesexBoardandits staff. As you areaware,
on September29, 2004,theBoard’sown auditorsraisedquestionsregardingMr. Driscoll’s
travel andexpensereimbursements.TheBoard,in keepingwith its fiduciary duties,madefull
and immediatedisclosureto theappropriateagencies,i.e., PERAC andtheAttorneyGeneral.
TheBoardalsotook actionto investigatethetravel andexpensereimbursementsthattheBoard’s
auditorshadquestioned.Followingthat investigation,theBoardobtainedrepaymentfrom Mr.
Driscoll in theamountof $1,240.54for travel expensesand$1,119.47for mealexpensesthat
wereimproperlyreimbursedaslacking appropriatedocumentation,andan apologyfrom Mr.
Driscoll regardinghis recordkeepingrelatedto his travel andexpensereimbursements.The
AttorneyGeneral,afterits own investigation,informedPERACin April 2005 thatit would not
pursuethematterfurther.

Following theAttorney General’sreview.PERAC askedtheInspectorGeneralin April of 2005
to conducthis own investigation. In thecourseofhis investigation,theInspectorGeneral
invokedhis statutorypowersto obtaindocumentsandinformationthat neithertheBoard’s
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auditorsnorPERAC’sauditorshadthestatutorypowerto obtain. TheBoardlearnedtheresults
of thatinvestigationfrom PERACaftertheInspectorGeneralwrotea letterto PERACon
October23, 2006. In that letter, theInspectorGeneralassertedthathe foundnumerousinstances
in whichMr. Driscoll hadsubmittedfalseexpenses,andthat Mr. Driscoll hadsubmittedthe
sameexpensesto his employer. TheInspectorGeneralalsoassertedthattheMiddlesex
RetirementBoardhad“turnedablind eye” to Mr. Driscoll’s questionableexpenses.We
certainlydo notagreewith that rhetoricnor,asnotedabove,is it supportedby therecord: the
Boardhasconsistentlytakenactionto recoupimproperlypaidexpenseswhencircumstances
required,anddid so in this instance.

TheBoardis, ofcourse,seriouslyconcernedabouttheresultsof theInspectorGeneral’sreview
of thismatterandwehaverequestedthattheInspectorGeneralprovideaccessto these
documentsto theBoardandits representativesin orderthat theBoardcanproperlyassesswhat
furtheractionis warranted.TheBoardis activelypursuingtheseissuesandhasvotedto
terminateall credit accountsfor theMiddlesexRetirementBoard, andto suspendany pending
expensereimbursementsto Mr. Driscoll until furthernotice. TheBoardwill be working with
PERACto reviewall recentexpensereimbursements,andto ensurethattheBoard’s
reimbursementpolicy continuesto be suitable.

TheBoardhasalso takenactionsto addresstheissuesraisedby theBoard’sauditors. For
instance,atits meetingof February10, 2005,theBoard adoptedanewPolicy on Paymentof
ExpenseReimbursements,a policy baseduponPERAC’sTravel/EducationPolicy. Thispolicy,
whichwasfiled with PERAC,providesnowfor atn-levelreviewandsign-offof all requestsfor
expensereimbursements.

Lastly, underG.L. c. 34B, s. 19(h)theCouncil will be notified to conductanelectionto fill the
remainderof thefourthmember’sterm,which expireson December31, 2008.

RESIGNATION OF JOHN C. MACDONALD

At its meetingofNovember9, 2006,theBoardacceptedtheresignationof JohnC. MacDonald,
Building Supervisor.Mr. MacDonaldwas thegeneralcontractorwho managedtherenovations
of theBoard’sofficesat 25 Linnell Circle in Billerica in 2002, andwho wassubsequentlyhired
asBuilding Supervisor.The Board’sauditorshad alsoraisedquestionsregardingissuesrelated
to therenovations,andthe Boardagainmadefull andimmediatedisclosureto theappropriate
agenciesasnotedabove.

The renovationsof theBoard’sofficesalsobecamethesubjectof a reportby theOffice of the
InspectorGeneralthis pastApril. While theBoardhasvigorouslycontestedthe legal andfactual
basisfor theInspectorGeneral’sconclusionsin this matter,theBoardwas nevertheless
sufficiently concernedregardingtheperceptionscreatedby Mr. MacDonald’srole in the
renovations,andby his subsequentrole in thebuilding operations.TheBoardis reviewingall
existingvendorservicecontractsandwill determinewhetherto re-bid in theseareas,or to
outsourcethebuilding managementin its entirety.
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SETTLEMENT WITH GOLDMANSACHS

By letterof October11, 2006,theBoardreportedto PERACthat it hadsettleda demandmade
uponJ.Aron & Companyandtheiraffiliates,including GoldmanSachs& Co., for theamountof
OneMillion ($1,000,000.00)Dollars. Thesettlementarosefrom theBoard’sclaim relatingto
commissionpaymentsmadeto undisclosedthird partieswhich weregeneratedby tradesmade
with CambridgeFinancialManagement(“CFM.”) CFM’s lossesarethesubjectoflitigation now
pendingin thematterof MiddlesexRetirementSystemv. BostonSafeDepositand TrustCo., et
al., commonlyreferredto asthe“Mellon litigation.”

TheBoardlearnedof thesecommissionpaymentsasaresultof investigativefindingsmadeby
theInspectorGeneralandtheBoard’sclaim wassubstantiallybaseduponthosefindings. Prior
to hiring CFM, theBoardrequiredCFM to disclosein writing, underthepainsandpenaltiesof
perjury,whetherit hadany thirdpartyrelationships.Theprincipalof CFM sworethat it did not.
While theInspectorGeneral,againusinghis statutorypowers,wasableto uncoverthesethird
partypayments,theBoardknewnothingaboutthem. Moreover,theBoard’slackof knowledge
is buttressedby thepaymentof $1,000,000to theMiddlesexRetirementSystemby Goldman
Sachs. It shouldbe clearthatthis paymentwould not havebeenmadeif therewasanycredible
evidencethattheBoardwasawareof theroleof thethird partieswhoprofitedby CFM’s trading.

TheBoardis alsocurrentlyseekingto recoupthelossessustainedin theCFM accountasaresult
ofCFM’s fraud,whichwehavepreviouslyreportedto you. TheBoardagreeswith PERAC’s
ultimatedetermination,expressedin its Interim ReportofOctober,2005,that, “the factthat
[CFM] perpetratedthefraud in accountmanagementandin reportingof pricesis thereal source
ofthe lossthattheMRB incurred.”

As do all self-investingretirementsystems,theBoardhires experts,like Mellon, to provide
expertisein the investmentprocess.CFM’s losseswentundetectedbecauseoneoftheBoard’s
expertsfailed to performastheyhadpromised. PERAC’sInterim Reportdeterminedthat, “The
MRB did notact in an unreasonablemannerin relying on theMelloncustodianreportsandthe
RussellMellon performancereportsin assessingwhethertheaccountwason anetbasis,
achievinggainsor losses.” PERAC’sfindings, arrivedat afterathoroughandunbiasedreview,
convincinglydisputeMr. Sullivan’sassertionof alleged“breaches”by the Board.

REVIEWOF THE SYSTEM’SINVESTMENT PROGRAM

On February14, 2006,theBoardmet with officials ofthePensionReserveInvestment
ManagementBoard(PRIM), overseersofthe$43 billion PensionReserveInvestmentTrustFund
(PRIT). ThePRITFund consistsoftheretirementassetsof theStateandStateTeachers’
RetirementSystem. Underthe law, municipal, countyand regionalretirementboardscanchoose
to invest all or partoftheirsystem’sassetsthroughthePRIT Fund. Overthepastyear,the
Boardhasvotedto allocate$10 million to thePRIT RealEstateFund,$32 million to thePRIT
AbsoluteReturnFund,andmostrecently,$20 million to thePRIT EmergingMarketsFund.

3



TheBoardis mindful of theSystem’sstatutoryfunding requirements,andkeenlyawareof the
financialpressuresbroughtto bearon thememberunitsthroughsubstantialincreasesin
retirementassessments,which arenecessaryto fulfill theretirementpromisesmadeto ourpublic
employees.TheBoardhasbeenfully engagedwith severalentitiesandmemberunitsregarding
thesecritical fundingissues.

OnNovember10, 2006,wemet with representativesofPERACto discusstheseandother
mattersrelatingto theissuespresentedabove. After carefulconsideration,theBoardnow
believesthat a temporarytransferofthemanagementof substantiallyall of the System’sassets
to PRIM maybe in thebest interestsofthe MiddlesexRetirementSystem,and would allowusto
focuson theimportantissuesbeforetheBoard,andwould savethe Systemsubstantialcosts
associatedwith further litigation.

Wewould welcomeCouncil member’sinputon this issueasearlyaspossible,asatransferby
January1, 2007would be optimumfor performancereportingandrecordkeepingpurposes.
Pleasee-mail,call, orwrite directly to uswith commentsregardingthetransferof the
managementoftheSystem’sassetsto PRIM.

As always,theCouncil’ssupportis greatlyappreciated,especiallyduring thesedifficult times.

Thankyou.
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