Minutes of the City of Plano
Retirement Security Plan Committee

February 2 2006

The City of Plano Retirement Security Plano Committee met in regular session
on February 2, 2006 at 3:00 pm in the Training Room A of the Plano Municipal
Center. Committee members present were Karen Rhodes, Kien Liew, Ron
Timmons, Mike Busch and John McGrane. City staff present was Darlene
McAndrew from Human Resources and Tom Muehlenbeck, City Manager.
Guests present were Peter Denker and Leon Andrus from U.S. Trust.

. The meeting was called to order by Chairman Mike Busch at 3:00 pm.

Il. General Discussion
There were no outside speakers

lll. Approval of minutes

Mr. Liew wished to ratify the minutes from the October 20, 2005 meeting
regarding item 9, paragraph 3 @he method of calculating the months of
service and the date of pay reviewQo be defined as ¢he method of
calculating the months of service and the final average pay.Mrs. McAndrew
explained that Gabriel, Roeder, Smith® benefit calculations were calculated
as if an employee received an increase on 1% of the month there could be a
split rate of pay. Gabirel, Roeder, Smith calculated for the whole month
whereas our PeopleSoft system counts it that day. Upon further discussion,
Mr. Liew requested the wording to state Che matter of calculation the
months of service and the final average compensationQto correct the
October 20, 2005 minutes.

Mr. Liew requested item 9, paragraph 4 referencing the current wording of
plan document for a 1975 Group Annuity Mortality Table to be reviewed
from previous notes. The 1975 date is not the correct date for projection.
The actuary table is reflecting 1975. Mr. Liew eluded that this could be a
typo, but requested Mrs. McAndrew review 1998 tapes to clarify in the next
meeting.

The minutes were tabled pending further clarification.
IV. Quarterly Appraisal Report by U.S. Trust

Leon Andrus provided a handout containing the RSP Summary Investment
Performance for the year 2005. It indicates the total value of the Plan (with
accrued income) as of 12/30/2005 is $54,867,305. Mr. Andrus noted the
normal asset allocation by years end was slightly down 6% in cash during
the 3" quarter (down about $1 mil, down to 4%) with most of that additional
cash going into the fixed income area, trying to keep within the lower
boundary of the 24%-25% guideline. In the equity market we are covered in
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the 4™ quarter with the value of the equity increase. The fixed income is
down a bit and forcing us to add to the fixed income area to keep it close to
that 25% fixed income area.

The Investment Returns indicate last year the equities were up 6.8% and
the S&P were up 4.9% for the year. The bonds were flat for 2005, in the
past with rates where they are and bond returns as low as they are, the
25% allocation to fixed income in today® environment of low interest rates
makes it difficult to get to the 8.75% target return that® down below. On
the longer term basis, the plan has returns right in line with long term target
return. Going forward with rates at 5% today you are pretty much not going
to get unless rates drop a lot. We can rely on equity of the portfolio to
compensate for the younger return for fixed income.

The Small Cap Stocks in the portfolio include WebEx a new addition added
to the portfolio. U.S. Trust uses this company in their office for meetings
and interactions with their New York office. Overall the Small caps stocks
are up 3.7% with September not performing as well during the 3" quarter,
however; since it® inception in 12/2003, the Small Caps Stocks have done
very well adding nicely to the return of the portfolio.

Mr. Andrus then comments on the International stocks noting their overall
portfolio and recently added iShares from Japan are performing well in the
4™ quarter. Overall the international stocks were up a little above 29%
which added to the overall return. International stocks performed very well
in comparison to the S& P and MSCI equity world index-which looks at all
equalities around the world.

Mr. McGrane queried Mr. Andrus on the new Federal Chairman and the
bond market. Mr. Andrus did an analysis of the 80@ and banks, expressing
concerns about long term deflation. There needs to be a system in place
to keep us from getting into a deflationary spiral. Mr. Andrus speculates the
Federal Chairman is going to raise rates in March voicing concerns with the
slowing, housing slowing, high oil prices and energy costs. Mr. AndrusO
recommendation is to stand firm.

Mr. Andrus further discussed alternative energy plans such as ethanol but
due to transportation issues and high costs, this probably will not evolve for
another decade.

A quick review of the distribution between the large cap, middle, and small

cap stocks indicates we took down slightly the large cap component which
is 50% last quarter down to 47% this quarter, the mid cap went up by a bit
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from 42-43% slight increase in small cap area with addition of the WebEXx
communications.

Mr. Andrus reviewed the transactions in the quarters(purchases
referencing the MSCI Japan index fund as a new purchase in the new
quarter. Also mentioned, Pulp Creek Timber Co. (which is the 2" largest
timber holder in the US) was also added to the portfolio. It has a nice
dividend yield. It benefits potentially from higher commodity prices in
timber but prices over time. They also use the land that they have (largest
land holders) and typically will develop part of that land and then they end
up selling that and benefiting from the appreciation of the land. It® (Pulp
Creek Timber Co.) a new holding.

Stryker Corporation (an orthopedic company who make hips, knees, and
joints), is also referenced as a new purchase in this quarter. Stocks had
come down quite meaningfully in the last six months and that continues to
be a good long term opportunity in the US.

Mr. Andrus discussed sales of the quarter. Kinsey Nash was sold since
the company was not performing as well as expected and had another
bad quarterly earnings report. We reduced holdings with Bristol-Meyers
and Visor as there are pretty strong concerns with pricing for drugs and
lack of new products developed.

Mr. McGrane inquired about Intervoice, Inc. Mr. Andrus explained that
Intervoice is a company that provides personal communications solutions
for business. They are a phone based applications, consulting and
installation company that are located here in Dallas.

The Common Stock Diversification on page 8 looks at the normal industry
diversification of the portfolio. Mr. Andrus reiterates the need to maintain
good diversification among the different sectors.

Sector Weightings on page 9 encompass a new chart looking at the
current holdings in the portfolio with some December pricing and price
changing within the different sectors. One reason we look at this is it®
important to look for individual stocks and the consumer discretionary
sector. Say S&P was down 7% last month or last year whereas the stocks
that we have in the consumer sector were up about 12%. We can see
from Joseph Banks, which had a very good quarter and which Sonic was
down a little bit. Same is true in health care area, stocks were up about
11%, and the whole sector was up about 5 %.

Page 3 of 8



Minutes of the City of Plano
Retirement Security Plan Committee

February 2 2006

Page 10 looks at different industry sectors. One area that hurts us a little
is technology some of the smaller areas, such as Intervoice being down
40%, but we didn®own it for the whole year. Same for WebEx
communications. Just an example to show you what the stocks had done
all year, not necessarily from when we purchased it. Rio Tinto, a foreign
company in metals did very good last year. They have a strong
appreciation in metal stocks.

Pages 11-12 look at some of the financial data that relates to the
individual holders and the types of things we look at such as growth rate
and dividends.

Page 12 at bottom gives you a universe average. Historically over time
what we want to try to do is own companies that are trading on a PE that®
about in line with the market, that® inline with the growth rate of the
market at 13% and price to growth rate in the market that® less than
1.3%, dividend yields in line with the market, revenue yields grow faster,
dividend grows faster, return on equity a little bit above the market and
with less debt basically. Theoretically overtime if you find that, you should
have success in the market.

Mr. Peter Denker continued the discussion with the Bond Portfolio on
page 13. Mr. Denker noted that the Maturity Distribution seems weighted
at the short end with discussions for more than a year thinking that as the
bed raised short term rates you@d see some pick up in yields in the long
term and that has not happened. Since that hasn®occurred more than !
the bond portfolio is in the 0-3 yr maturity range. A few are in the 10 year
area, so not totally committed to short term bonds. The average yield is
maturity 4.7%. Quality remains strong with 97% of the funds rated A or
better. Citibank considering GM Motors purchase.

The chart on page 14 looks at interest rates for 10 years. This illustrates
historical range 96-01 where interest rates stayed the same at 5-7%, then
went into the recession and Mr. Greenspan lowered rates and lowered
rates and got down to the 1% level. This really stayed there for years due
to deflationary concerns. Now the economy is recovering and rates are
improving.
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The Economic Outlook on page 15 bullet points our outlook from our
senior economist related to hurricanes, key driving forces in the economy
and why the figures for the 4™ quarter came in below expectations. A
major disruption in the economy now is behind us and a reconstruction
effort is what is a positive force in the economy. According to Greenspan
this year is looking at inflation of about 2% and corporate profits increased
nicely. This year with declining interest rates by the 4" quarter and
discussion of reconstruction efforts that is driving the economy a bit.

General comments on page 16 review the longer term view of growth
stocks versus value stocks using the Russell 1000 Growth and Value
indices. In the 908 a sharp move upward during the dot com bubble,
which ended in late 1999, 2000. Value stocks have been the place to be
since that time, but that® bottomed out in the past year. While a there is a
small improvement we think that® going to continue and for the next
several years growth stocks will prevail.

One thing that affected the stock market in general last year because of
rising interest rates was a decline in PE ratio. Very long term chart dating
back to 1928. The next chart reviews differing time periods dating from
1969 showing rising/declining markets. 9.8% in 908, 5.6% in last 5 years,
the contraction in PE® versus the expansion in PE® in the prior period is
what is giving us these two quite different markets.

Long term valuation for stocks is reviewed on page 19. An overview of
yearly returns dating back to 1970 is on page 20 with year 2003 being an
exciting year. Page 21 Looking as a long term investor, over 10 year
rolling periods going back to 1960, holder of stocks never lost money. The
Influence of Asset Allocations bar chart on page 22 shows different mixes
of stocks and bonds dating back to 1926. Captures 90% of the return.

A question was asked regarding the guidelines for cash balances in
portfolios. Mr. Denker replied that it® kind of a residual of the two big
ones, but no, this hasn®been included in the statement of investment
policy. Discussion ensued and Mr. Liew discussed that currently the fund
is still receiving more contribution than the payment? Mr. Denker
responded that the way it reads in the investment objective statement that
was adopted in 2000 that as much as 75% of assets may be invested in
equities and as little as 60%. So even there it doesn®go any farther.
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Ratification of the payment to US Trust

Motion by Member McGrane, seconded by Member Rhodes, the
committee unanimously ratified payment to U.S. Trust in the amount of
$29,681.00 for services rendered for the period beginning October 1, 2005
through December 30, 2005.

Ratification of payments to the participants

Upon a motion by Member Liew, seconded by Chairman Busch, the
committee unanimously ratified payments to the following participants:

Name Amount Payment Method
Abrego, Jose $ 207.19 Monthly
Ashley, Tommy $ 739.73 Monthly
Baker, Robert $ 310.02 Monthly
Bowman, Paul $ 2,693.02 Lump Sum
Dodd, Ingrid $ 731.33 Lump Sum
Hall, Billy $ 3,588.83 Lump Sum
Hendricks, Billy $ 3,209.79 Lump Sum
Knapp, Ronnie $ 211.71 Monthly
Lane, Larry $ 405.00 Monthly
Laws, Clyde $ 303.99 Monthly
Levingston, Randal $ 2,730.01 Lump Sum
Levy, Aaron $ 1,554.16 Lump Sum
Luna, Rosanne $ 1,899.81 Lump Sum
Matthies, William $ 1,996.14 Lump Sum
McEuen, Billy $ 184.30 Monthly
Mills, Gary $ 386.03 Monthly
Montgomery, Cynthia $ 2,721.79 Lump Sum
Powell, Robert $ 397.47 Monthly
Tsao, Joyce $ 131.79 Monthly
Vasquez, Luis $ 255.92 Monthly

Plan Document Discussion — Actuarial equivalence 8% vs. 7%

Chairman Busch began discussion from the previous meeting regarding
actuarial evidence from 8% to 7%. Mrs. McAndrew continued the
discussion referencing that Mark from Gabriel Roeder met with you in a
prior meeting regarding a discussion that took place to update the plan
document. The tables that are being used to perform the calculations are
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correct. It@ just the wording or the definition in the plan document that is
at fault. Mr. Liew has asked me to go back and search for the minutes
taped. We do not have the tapes, once the minutes are approved, we
tape over the tapes. Mrs. McAndrew spoke with Richard Mallet at Watson
Wyatt who was working with the then director of Human Resources. He
recalls attending the meeting and that the discussion took place, but does
not recall whether the committee approved to change the plan document.
Of course if the committee approves it, it must go before city counsel. So
it® somewhat of a technicality right now. Mr. McGrane inquired if this rate
is having something to do with the funding requirement and if so, what
way is it affecting the benefits. Mrs. McAndrew stated that it is not
affecting the benefits at all right now. We@e using the proper rate, just the
plan document reads 7% not 8%, the rate that® built into the actuarial
tables.

Discussion ensued about the discrepancy of the plan document stating to
use the 7% rate and an outside actuarial table says we should use 8%.
Mr. Liew reiterated that when converting the payments, you must specify
that in the plan document. The current plan document specifies 7%. Mrs.
McAndrew noted that this was first discussed in 1998 with the mortality
table being a factor. There are illegible notes on the data from 1998.

Mr. Liew stated the fact that we are calculating 8%; married and joint
survivor benefits could be affected but must be taken on a case by case
basis. We may have to recalculate all the benefits, but that would not be
cost effective. Another option is to amend the plan document to reflect the
8%. Mrs. McAndrew stated that from 1998 we were using new actuarial
tables. We should not have to go back and recalculate. Mr. McGrane
recommended that from this point on go back to the 7%. Further
discussion regarding the potential influence of the benefit to participants.
Mr. Liew states that it could influence the benefit to participants depending
on their age. Mr. Liew will run some samples for us to see in the next
meeting. Chairman Busch recommends waiting until the next meeting and
see if there are records that indicate this went before counsel. Per Mrs.
McAndrew there are no records of this being before counsel. Therefore,
no proof counsel voted on this. The minutes do not indicate one way or
another. We are currently using the 8% since Nov. 12, 1998. They just
did not change the plan document. There was a note to do it and it just
was not done. Chairman Busch stated that the attorneys will decide the
true date of 8% inception. If effective since 1998 then there is no issue.
Mr. McGrane suggested running this by the attorneys before the next
meeting.

Mr. McGrane asked if it is possible for Mrs. McAndrew to go back to the
actuary and see if they can provide us with a report for that time?
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Mrs. McAndrew will ask Watson & Wyatt and see if they have that data.
Further discussion revealed that the benefits are automated through
PeopleSoft. Mrs. McAndrew hopes to have Gabriel Roeder here at the
next meeting to provide the report on actuarial evaluation. The Plan
Document actuarial equivalence 8% versus 7% discussion is deferred until
the next meeting.

Plan Document Discussion — A retiree returning to full time service

If an employee retired and came back to work for the city, TMRS has a
provision that if you retire and draw a monthly benefit, then go back to
work at the City from which you retired, your benefit is suspended. Our
plan document is completely silent on that. An employee is now back with
the City and earning credit again. Mr. Roeder will work with us on this and
give us some options if you approve them to proceed with that.

Chairman Busch stated that currently they are treated like a new
employee, where they must work 5 years again to be vested. Mr. Liew
stated you can not make them wait 5 years. Once a person is vested, it
must continue on. Mrs. McAndrew noted that this employee was gone for
over 3 years and per the current plan document must work the 5 years to
become vested. Chairman Busch stated since the plan is silent and we
may not see many employees doing this, to treat it as a new employee.
Per Chairman Busch the plan document states if employee is gone for
over a year, it® like a new hire.

Other Business

Appointment of Christine Donald as interim Secretary to the RSP
Committee. Upon a motion by Member McGrane, seconded by Chairman
Busch, the committee unanimously approved the nomination of Christine
Donald as the RSP Committee interim Secretary.

Adjournment 4:25

Respectfully Submitted,

Christine Donald
Plan Secretary
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