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Board of Trustees  
Minutes of April 8, 2016 

Meeting 
 
 
Members Present:  John Hammond, Jay Cuccia, Jennifer Gilbert-Duran, Mark Hartzell,      
Alan Hyatt, Julie Mussog, Rick Napolitano, M. Kathleen Sulick, Leroy Wilkison 
 
Members Excused:  Jay Middleton, Ande Rhodes, Jim Thomas   
 
Member Absent:  Howard Brown   
 
Staff Present:  Anne Budowski 
  
Guests:  Rhett Humphreys, Ellen Lee, Thomas Lowman, Michael Powers, Kristopher Seets, 
Frank Sposato, Sarah Van Ness 
 
Recorder:  Karen Morganelli, Audio Associates 
 

 
 
The meeting of the Board of Trustees of the Anne Arundel County Retirement and Pension 
System (Board) was called to order at 12:10 p.m. by John Hammond.  
 
Minutes 
 
Ms. Mussog made a correction to the March 11, 2016, minutes to note that an updated fee 
schedule discussed on page 4 was from State Street rather than Deutsche Bank. Mr. Cuccia 
moved to approve the minutes with the noted correction. Mr. Hyatt seconded the motion, and 
the board approved the minutes.    
 

Investment Committee 
 
Lazard Asset Management 
Frank Sposato, Michael Powers  
 
The county has experienced a bumpy 2 1/2 years with Lazard. The firm has about $170 billion 
in assets under management. More than 300 investment professionals in offices around the 
world allow Lazard to maintain a personal, local approach. The pension system invests in the 
International Strategic Equity Portfolio, an all-cap, relative value product. About 8 percent of 
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the portfolio is in emerging markets. Mr. Sposato reported no changes to the firm or the 
investment team. 
     
The headwinds facing the emerging markets sector have turned into a tailwind, said                       
Mr. Sposato. A mix of factors, including valuations, a muted recovery, declining oil prices and 
a strong dollar led to previous market turbulence in that sector. Brazil and China also have 
encountered numerous challenges. Negative interest rates and wild currency swings added to 
the volatility. 
 
As a result, the county’s portfolio has since-inception numbers of 2 percent, not a great 
absolute return, said Mr. Powers. In terms of relative performance, the county is 145 basis 
points ahead. The one-year return is -6.56 percent. For the first quarter of 2016, the portfolio 
saw returns of -0.30 percent versus -3.01 for the index. Year to date the portfolio is down 
about 1 while the index is down about 5.6. The market value of the county’s portfolio is just 
under $80 million. 
 
Emerging markets have since bounced back and added to relative performance. Currency has 
helped the portfolio, and legislative changes in Japan have led to good outcomes. Brazil has 
been a strong performer this year as well as the market continues to support the ouster of 
President Dilma Rousseff.  
 
Reviewing the portfolio more closely, Mr. Powers noted that managers have done well with 
consumers staples such as food, beverages and tobacco. In addition, Lazard enjoyed strong 
performance from refiner marketers even as other parts of the energy sector saw steep 
declines. Managers continue to tread cautiously in this tricky environment. In technology, 
Carsales.com has offered high returns and good growth. The Israeli cybersecurity firm Check 
Point also has attractive growth profitability. In the ongoing environment of tepid economic 
growth and moderate corporate earnings, the portfolio can continue to make money.  
 
Causeway  
Ellen Lee, Sarah Van Ness 
    
The county invests Causeway’s longest-running product, the International Value Equity 
strategy. This portfolio, launched 25 years ago, focuses on equities in developed markets, 
including South Korea, which can fall into a developed or an emerging market sector.  
The firm, based in Los Angeles, manages about $40 billion in assets across all equity 
strategies. Ms. Van Ness reported the addition of research associates and junior analysts to 
Causeway’s staff and the departure of a portfolio manager.       
 
The portfolio currently has 57 holdings primarily in larger-cap stocks than those in the index. 
Managers seek companies that remain committed to returning capital to shareholders.            
Ms. Van Ness reported a dramatic reversal of some long-term trends in the portfolio during the 
past year. The portfolio’s one-year numbers were down about -9.8 percent, underperforming 
the Europe, Australasia and Far East (EAFE) index by 200 basis points but beating the EAFE 
Value index by 250 basis points. Those returns show that value investing has been severely out 
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of favor during the past year. In addition, some stock-specific exposures have hurt the 
portfolio.   
 
Ms. Lee noted overweights in the United Kingdom and South Korea. Underweights include 
Australia and Japan. The strength of the euro and the Japanese yen helped the portfolio from a 
currency perspective but the weakness of the pound had a negative effect.   
 
Ownership in RELX, a media company based in the Netherlands, contributed to the portfolio. 
The holding continues to show earnings growth and strong performance. Defensives holdings 
in food, beverages and tobacco as well as an underweight to metals and mining also helped 
overall returns. Ms. Lee further noted that Royal Dutch Shell’s bid for the UK energy firm BG 
Group resulted in a 40 percent return.    
 
The automobiles and components sector served as the biggest detractor due to ownership in 
Volkswagen. Further, the Canadian energy firm Baytex struggled when oil prices dropped 
below $40, forcing Causeway to exit the position. Four financials, including HSBC Holdings 
in the UK, also hurt performance. Going forward, Causeway managers anticipate modest 
growth and an even greater need for good stock selection.    
 
New England Pension Consultants 
Rhett Humphreys  
 
Following a difficult start to 2016, the county has seen much more favorable returns in March 
thanks to emerging market equity and debt. Overall performance was up 1.1 percent during the 
first three months of the year, according to the “flash” report for the period ending March 31. 
Total equities were up 1.1 percent for the quarter while bonds returned 2.9 percent. Global 
Asset Allocation (GAA) was flat at 0.2 percent. 
 
Reviewing the equities sector, Mr. Humphreys said the county was up 1 percent for the 
quarter. International equities saw a decline of -1.2 percent net of fees while the emerging 
market equity composite enjoyed a performance of 8.9 percent for the same time period.  
 
On the bonds side, core fixed income had a great quarter with returns of 2.8 percent. Absolute 
return was flat and a bit negative while high yield was up. PIMCO gave a strong performance 
in emerging market debt with 7.3 percent for the quarter. In GAA, Bridgewater reported good 
news and bad news with returns of 2.1 percent for the all-weather portfolio and -6.6 percent 
and -7.6 percent respectively for the two hedge funds. As part of the county’s rebalancing 
strategy, however, Bridgewater’s total impact on the portfolio will drop from 16 percent to 12 
percent.    
 
An Investment Committee meeting will take place May 5.        
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Administrative Report 
 
Thomas Lowman of Bolton Partners presented actuarial recommendations to the board 
members. The recommendations will help the county executive determine the appropriate level 
of funding for the FY17 pension contribution. Mr. Lowman noted that the contribution went 
down from $68 million to about $67 million. The firm provided results plan by plan, and some 
plans went up while others went down. Mr. Lowman gave four explanations for the 
unexpected decrease in the total contribution: 
 

 Retiree cost-of-living adjustments (COLAs) were less than expected.   
 The pension system lost about 1.6 percent on a calendar basis. On a smoothing basis, 

however, the county earned 5.5 percent. The county didn’t meet its target of 7.5 
percent, which drove up costs depending on the plan.   

 Payroll didn’t change much at all last year in total, said Mr. Lowman. 
 The Detention and Sheriffs’ Plan includes the Deferred Retirement Option Plan 

(DROP). It wasn’t in last year’s valuations. However, other gains kept costs down a bit 
in the plan. Further, a lot of employees in DROP retired. When employees are in 
DROP, their normal costs are high. Fewer employees in the program helped drive 
normal costs down for some of the plans. 

 
Overall, the report showed good news, and the county will defer the bad news. The investment 
results, for example, will get smoothed out during a five-year period. If the county doesn’t 
recover an extra $119 million, costs will go up by more than $9 million during the next four 
years. Bolton recommended approving at least the amount of $66,890,007. In response to a 
question from Mr. Hammond, Mr. Lowman said the county would need a market return of 
about 15 percent to neutralize investment losses and meet its 7.5 percent target. Bolton will be 
back next month will full valuation reports.  
 
MOTION: Mr. Wilkison moved that the Board of Trustees recommend to the county, per the 
Bolton Partners letter of April 1, 2016, a pension contribution of $66,890,007 for the fiscal 
year 2017 budget. Mr. Cuccia seconded, and the board unanimously passed the motion.    
 
Ms. Budowski reported 9 retirements effective April 1. In other news, staff have finalized 10 
retirement seminars for late April and May. Mr. Hammond noted that several big DROP 
retirements will occur in June, which could create cash flow issues. 
 
Jodee Dickinson, the acting auditor for the county, will attempt to renegotiate the county’s 
audit rates with the CliftonLarsonAllen firm.   
 
The meeting ended at 1:45 p.m. The next meeting will take place May 13, 2016. 
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I hereby certify that, to the best of my knowledge, the foregoing minutes are accurate and 
complete.  
 
 
 
__________________________________                                        ____________________ 
Andrea M. Rhodes                                                                                           Date                  
Secretary to the Board 


