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Board of Trustees  
Minutes of June 13, 2014, 

Meeting 
 

 
 
Members Present:  John Hammond, Karen Cook, Jay Cuccia, Carlton Epps,                          
Jennifer Gilbert-Duran, Alan Hyatt, Jay Middleton, John Peterson, M. Kathleen Sulick,        
Jim Thomas, LeRoy Wilkison 
 
Members Excused:  Howard Brown, Julie Mussog  
  
Staff Present:  Janet Morgan 
 
Guests:  Peter Duffy, Rhett Humphreys, Stephen Loizeaux, Tom Lowman, David Spika, Gary 
Wilson  
 
Recorder:  Laura C. Jackson, Audio Associates 
 

 
 
The meeting of the Board of Trustees of the Anne Arundel County Retirement and Pension 
System (Board) was called to order at 12:07 p.m. by Mr. Hammond.      
 
Minutes 
 
Ms. Cook made a motion to approve the minutes of the May 9, 2014, board meeting.  
Mr. Peterson seconded the motion, and the board approved the minutes.  
 

Investment Committee 
 
 Southeastern  
Gary Wilson 
 
Southeastern adheres to the same research-based, value-style discipline that it has followed for 
four decades. The firm has managed funds for the county since 1990, adding $158.3 million in 
value over the years. Year to date the county’s portfolio is up 4 percent, just slightly behind its 
benchmarks at 5 percent and 5.5 percent. 
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Contributors to performance during the past year were Chesapeake Energy and the Level 3 
fiber optics company, which replaced its CEO about a year ago. FedEx, a longtime holding, 
benefited from a stabilizing economy.  
 
Detractors included the Loews conglomerate as well as Mosaic, the world’s largest phosphate 
producer and third largest potash producer, both critical for agriculture. Mosaic remained in 
the portfolio for only four months as the collapse of the potash cartel changed industry 
dynamics. Overweights in the portfolio include Cheung Kong, a Hong Kong-based company. 
In the financial sector, Southeastern tends to own insurance, a less-risky investment.   
 
Southeastern sold seven names during the year, primarily because most of those businesses 
were approving value. Cash makes up 31 percent of the portfolio, which dampened returns by 
about 5 percent relative to the index. Mr. Wilson noted that new purchases remain difficult to 
find, resulting in a higher than normal cash balance. Managers hope that number will drop to 
20 percent in the next few weeks as Southeastern adds new names to the portfolio. New 
qualifiers are primarily outside the United States.  
 
Holding cash enables Southeastern to adhere to its investment discipline and benefit quickly 
from new opportunities. The firm maintains a patient outlook as managers wait for market 
volatility or other anomalies that lead to discounted stocks.  
 
 
Penn Capital 
Peter Duffy, Stephen Loizeaux 
 
Penn Capital hit a high-water mark in May with $8.1 billion in assets under management.    
The county invests in the flagship defensive high-yield portfolio, valued at $2.4 billion.    
Senior analyst Howard Bryerman is the latest to join the firm. 
 
The economy has a lot of work to do, said Mr. Duffy, so Penn continues to look for 
opportunities while managing this defensive portfolio conservatively. In light of the benign 
credit risk in the market, for example, managers are overweight single-B credit. This 
positioning helped Penn outperform in 2013.  
 
To date, however, the firm has underperformed. Investors sought double-B securities as 2014 
presented such challenges as a difficult winter and issues in the Ukraine. In other global 
markets, European securities outperformed. Penn, however, remains underweight to European 
credits, preferring the outlook for U.S. companies.   
 
Penn also remains underweight in metal, mining and steel. The firm is overweight in energy, 
participating in a number of industries. Penn particularly likes pipeline and infrastructure 
companies. Overall, managers remain constructive on U.S. growth. The biggest risk remains 
geopolitical issues. 
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Westwood 
David Spika 
 
High beta, small cap and low-quality factors led the market in 2013, according to Westwood.  
Based in Dallas, this large cap value equity firm has almost $20 billion in assets under 
management. The firm also has an office in Toronto. 
 
Even with the portfolio’s higher-quality tilt, managers still found reasons to remain optimistic. 
Westwood captured 95 percent of the upside during 2013. And as the federal government 
continues to taper qualitative easing, managers expect that a declining appetite for risk will 
lead to a more selective environment that favors the portfolio’s high-quality holdings. Through 
June 10th, the portfolio was up 6.9 percent. The benchmark was up 7.4 percent. 
 
Mr. Spika reported that energy added to the portfolio. In technology, Apple was a strong 
performer. Westwood also purchased Skyworks, a specialty semi-conductor firm. Westwood 
remains underweight to REITS and utilities. Forecasting the U.S. market and economy,       
Mr. Spika said U.S. equities remain attractive. Managers want to see continued earnings 
growth.  
 
 
New England Pension Consultants 
Rhett Humphreys 
 
Prior to the board meeting, the Investment Committee met and recommended making an 
investment in Blackrock to diversify fixed income holdings and protect against rising interest 
rates, said Mr. Hammond. Blackrock seemed the best choice due to its attention to risk 
management and ability to outperform during down markets.    
 
 The pension system will take $30 million out of Penn, $5 million out of ING and $15 million 
out of Western Asset Management and move those funds into Blackrock’s Strategic Income 
Opportunities Fund.  
 
MOTION: Mr. Wilkison made a motion to deploy $50 million into Blackrock’s Strategic 
Income Opportunities Fund. Ms. Sulick seconded the motion, and the board unanimously 
passed the motion.    
 
Moving on to the “flash report” for the period ending May 31, Mr. Humphreys said the county 
had a good month. The domestic equity composite reported 3.5 percent year to date. The 
international equity composite was 4.2 percent. Emerging market equity was 4.0 percent.  
 
Core fixed income had a performance of 4.3 percent year to date, driven by Western Asset. 
Similarly, high yield fixed income reported 3.7 percent year to date and an average of 10.8 
percent for the year for the past five years. This is a good time to take profits off the table and 
put them elsewhere, said Mr. Humphreys. Emerging fixed income was 6.6 percent year to 
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date, and the Global Asset Allocation composite had a performance of 8.2 percent, the 
strongest showing of any composite or any manager year to date.    
As a formality, Mr. Humphreys also provided the updated asset allocation guideline. Further, 
NEPC will update the pension system’s investment policy statement with Blackrock’s 
information.  
 

Administrative Report 
 
Tom Lowman of Bolton Partners met with the board to present actuarial valuations. Overall, 
the investment assumption dropped from 8 percent to 7.5 percent. Further, the amortization 
period for gains and losses and assumption changes went from 30 to 20 years.  
 
The market value of the police service plan as of December 31, 2013, was $466,280,524. The 
actuarial value of assets was $452,075,806. The recommended employer contribution 
decreased from $18,934,063 to $18,805,398. The overall funded ratio increased from 75.8 
percent to 78.4 percent. The ratio isn’t 100 percent but it is going in the right direction, said            
Mr. Lowman. 
 
The market value of the detention officers’ and deputy sheriffs’ plan assets as of December 31, 
2013, was $104,930,415. The total recommended employer contribution for the plan year and 
fiscal year ending June 30, 2015, increased from $6,006,849 to $6,215,127. The overall funded 
ratio for the plan increased from 69.3 percent to 71.1 percent.   
 
The market value of the fire service plan as of December 31, 2013, was $477,647,839. The 
actuarial value of assets was $462,235,880. The total recommended employer contribution 
decreased from $16,409,138 to $15,388,777. The current funded ratio of this plan increased 
from 83.6 percent to 85.3 percent.  
 
For the employees’ retirement plan, the market value of plan assets as of December 31, 2013, 
was $566,519,209. The total recommended employer contribution for the plan year and fiscal 
year ending  June 30, 2015, increased from $23,958,375 to 24,893,955. The overall funded 
ratio for the plan increased from 73.3 percent to 74.2 percent. Head count and payroll dropped 
in this plan.   
 
Janet Morgan presented the Comprehensive Annual Financial Report. Heather Plitt reported 
no problems from the auditors. Mr. Wilkison noted that the pension system has had four or 
five years of no issues with the auditors thanks to the work of Mr. Peterson, Ms. Morgan and 
other staff. Mr. Wilkison also appreciates that the county recognizes the importance of a     
well-funded plan.     
 
In other news, Mr. Peterson reported that Ms. Gilbert-Duran was re-elected as a trustee for 
another three year term. Benefits statements will be ready by the end of June.  
 
The meeting ended at 2:47 p.m. The next meeting will take place July 11, 2014. 
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I hereby certify that, to the best of my knowledge, the foregoing minutes are accurate and 
complete.  
 
 
_______________________________                                                            ___________ 
John Peterson                                                                                                   Date 
Acting Secretary to the Board  


