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Board of Trustees  
Minutes of May 13, 2016 

Meeting 
 
 
 
Members Present:  John Hammond, Howard Brown, Jay Cuccia, Mark Hartzell, Alan Hyatt, 
Jay Middleton, Julie Mussog, Rick Napolitano, Ande Rhodes, M. Kathleen Sulick,                
Jim Thomas, Leroy Wilkison 
 
Member Excused:  Jennifer Gilbert-Duran 
 
Staff Present:  Anne Budowski 
  
Guests:  Veronica A. Amici, Erika Bode, Travis M. Carr, Ignacio Galaz,                    
Christopher T. Getter, Rhett Humphreys, Thomas Lowman, Kristopher Seets,                       
Keith Stronkowsky, Yinyin Wu   
 
Recorder:  Rachele S. Burns, Audio Associates 
 

 
 
The meeting of the Board of Trustees of the Anne Arundel County Retirement and Pension 
System (Board) was called to order at 12:20 p.m. by John Hammond.  
 
Minutes 
 
Mr. Hyatt moved to approve the minutes of the April 8, 2016 board meeting. Ms. Rhodes 
seconded the motion, and the board approved the minutes. 
 

Investment Committee 
PIMCO 
Ignacio Galaz, Chris Getter,  and Yinyin Wu 
 
Emerging market investors have had a rough time during the last three years, said Mr. Galaz. 
This year the sector turned around, and PIMCO continues to see strong performance. The 
county’s portfolio is up 10 ½ percent year to date and outperforming its benchmark.  
 
PIMCO has $1.50 trillion in assets under management. The firm’s global resources include 13 
offices across 5 continents and 2,300 employees. The county has invested funds in PIMCO’s 
Emerging Markets Full Spectrum fund since 2013.  
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During the first quarter of 2016, assets under management increased $70 billion from $1.43 
trillion to $1.50 trillion, said Ms. Wu. Managers attribute those gains to changes in market 
value, currency fluctuations and strong inflows across a number of strategies and sectors.   
 
Over the last year PIMCO has seen inflows across more than 50 funds, particularly in such 
higher-growth areas as income strategies, credit (investment grade and high yield) and the 
alternatives platform. The firm launched its second opportunistic credit fund last year and will 
offer its third real estate fund later this year. And in December 2015 PIMCO formed a global 
advisory board led by Ben Bernanke that will provide insight on different economic and 
political developments across the world.  
 
Sharing the tale of two halves, Ms. Wu noted that during the first quarter of 2016, PIMCO 
managers feared a hard landing in China, which led to a sell-off across risk assets. Markets 
recovered during the second half of the quarter and risk assets ended up where they started. 
Emerging markets ended up in an even better position.  
 
The firm saw more central bank coordination, which tempered U.S. dollar strength and 
benefited emerging market in local currencies. Yields across the globe lowered, which helped 
emerging market debt denominated in U.S. dollars as well as local currencies. Compressionary  
spreads became tighter, which contributed to positive returns for emerging market assets. In 
addition, managers noted commodity recovery, a key driver of the broader recovery, and 
market fears regarding China calmed.  
 
Further reviewing what happened in emerging markets, Ms. Wu said returns for U.S. dollar 
denominated debt were largely driven by lowered U.S. Treasury yields. The 10-year at the end 
of the quarter was down 50 basis points.   
 
In emerging market local debt, managers saw recovery due to the tempered U.S. dollar 
strength. That currency recovery accounted for half of local debt returns. Overall, managers 
believe they have hit a turning point, and investors remain cautiously optimistic as emerging 
market valuations become more attractive. 
 
Western Asset 
Veronica Amici, Travis Carr 
 
With a long-term view on the market and a focus on value, Western Asset continues to provide         
fixed-income investment solutions. The firm has $435 billion in assets under management. 
The county has invested funds with Western for 19 years. Ms. Amici reported no major 
changes.  
 
Western seeks to outperform the index with the same amount of risk defined by the 
benchmark. The portfolio shows positive performance relative to the index for all time periods. 
What’s more, managers have outperformed the index with only a slightly higher risk profile 
than the index. The portfolio includes no emerging market local currency.   
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the midpoint of the first quarter was a turning point for many of the strategies in the portfolio. 
Even as managers questioned the market’s direction, they stuck to their guns. In April, the firm 
saw improvements as market fears lessened. Managers continue to observe a slow-growth 
environment, and credit-spread products should outperform treasuries. Other strategies in the 
portfolio, such as an overweight to duration or interest-rate exposure, can offset volatility. 
Getting that mix of ideas correct at least 60 percent of the time adds value to the portfolio, said 
Mr. Carr. 
   
Main contributors to performance have been such macro positions as duration. Investment 
grade and high-yield credit also saw improvements. Emerging markets enjoyed a nice recovery 
that continued in the month of April. Managers have maintained a large underweight in agency 
mortgages. Banking remains a favorite overweight in the investment-grade space because 
more regulation creates less-risky businesses. The firm holds underweight positions in 
investment-grade health care and pharmaceuticals. 
 
Detractors to the portfolio include high yield. Managers may reallocate some capital as a 
result. Inflation-linked bonds also have detracted as inflation expectations have remained 
relatively low.  
 
New England Pension Consultants 
Rhett Humphreys 
 
Mr. Humphreys addressed several documents in his presentation to the board.  
 
The Executive Performance Report for the first quarter of 2016 showed strong results for the 
county. Three struggling managers -- PIMCO, Southeastern and Dimensional -- all 
experienced positive first-quarter returns and beat their benchmarks.   
 
The “flash” report for the period ending April 30 showed a gain of 1.1 percent for the month, 
bringing the year-to-date results to 2.4 percent net of fees. The county has a 7.6 percent net of 
fees long-term rate of return.  
 
Dimensional’s emerging market equity returns of 11.8 percent drove the year-to-date numbers. 
The firm beat its benchmark by about 5 1/2 percentage points. Domestic equity reported 1.7 
percent year to date. Southeastern, an opportunistic, large-cap value manager in this sector, 
bounced back from a lengthy, challenging period with year-to-date returns of 10.1 percent 
versus the benchmark’s 3.8 percent. The international equity composite was 0.7 percent for the 
same time period.   
 
In fixed income, bonds earned 4.2 percent year to date. PIMCO in emerging market debt 
reported returns of 10.4 percent year to date against the benchmark’s 10.3 percent. 
Bridgewater was up 1.2 percent for the same time period. The two hedge funds pieces in the 
Bridgewater portfolio were both down year to date at -8.4 percent and -8.6 percent 
respectively. Results for the hedge funds have been down for the year as well although both 
have performed over the long term. 
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In the Private Equity Performance Review, Mr. Humphreys said the private markets portfolio 
had returns of just under 8 percent net of fees. The program remains in its infancy even after 
10 years because the pension system made most of its larger commitments during the last few 
years. Overall, however, the report showed healthy results. 
 
The proposed rebalancing document highlighted the recommendations NEPC made in April 
concerning the overall view of asset class returns. The Investment Committee recommends 
pursuing this program, which will reposition about $125 million in various asset classes. The 
board also plans to bring on a new manager in the bank loan asset class. The NEPC documents 
also included an abbreviated bank loan manager search. 
 
MOTION: Mr. Cuccia moved to accept the rebalancing recommendation. Mr. Middleton 
seconded, and the board approved the motion.  
 
Mr. Humphreys also presented a memo regarding a request to extend the fund term for 
TCW/Crescent Mezzanine Partners Fund IV for another three years. NEPC recommended the 
board vote to extend the fund term. The Investment Committee supports the recommendation. 
 
MOTION: Mr. Wilkison made a motion to extend the life of the TCW/Crescent Mezzanine 
Partners Fund IV. Mr. Hartzell seconded, and the board adopted the motion.  
 

Administrative Report 
 
Tom Lowman, Kristopher Seets and Erika Bode of Bolton Partners met with the board to 
present actuarial valuations. 
 
For the fire plan, the actuarially determined contribution amount decreased this year  from 
$14,854,838 to $14,327,847 due to smaller-than-expected retiree cost of living adjustments 
(COLAs) and the significant number of new hires. These gains were offset by unfavorable 
investment performance during 2015. Deferred investment losses should show up in the plans 
next year. 
 
The fire plan has seen a steady decrease in the determined contribution during the past few 
years. Further, about 28 participants left employment from the Deferred Retirement Option 
Plan (DROP). The funded ratio based on the market value of assets decreased from 86.3 
percent to 81.5 percent. 
 
The recommended employer contribution for the police plan increased from $20,314,505 to                         
$20,507,297. As a percent of payroll, it went up a half percent. The primary cause of the 
change was recognition of investment returns below the assumption of 7.5 percent. The overall 
funded ratio based on the market value decreased from 78.2 percent to 72.9 percent. Many 
plans are around 80 percent, said Mr. Lowman. The number of members in DROP went down 
a bit.  
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The employees’ plan saw a decrease in the total recommended employer contribution, from 
$26,415,723 to $25,203,933. As a percent of pay, it went down about a percent. This change 
resulted from lower-than-expected COLA increases in July 2015 and lower-than-expected 
payroll growth. These results offset investment losses. However, the funded ratio on a market 
basis decreased from 74.8 percent to 71.9 percent. The active employee head count dropped 
from 2,207 to 2,186. The number of retirees and total participants went up but payroll stayed 
in the range of about $127 million. 
 
Costs went up for the detention officers’ and deputy sheriffs’ plan. The total recommended 
employer contribution increased from $6,526,393 to $6,850,930. Mr. Lowman noted the 
addition of the DROP provision for this plan and recognition of investment returns below the 
assumption of 7.5 percent. Offsetting these changes, however, were smaller than expected 
retiree COLAs. The overall funded ratio for the plan decreased from 71.9 percent to 67.8 
percent. Active head count in the plan went up from 345 to 350.   
 
In other news, Ms. Budowski reported 12 retirements in May. Numbers year over date are on 
par and on average. Letters regarding the COLAs will go out to all retirees. Staff will send out 
pension statements at the end of June or early July. 
 
As part the county audit process, the pension system will receive a reduced fee on its audit of 
about 20 percent if the board commits to a three-year agreement. 
 
MOTION: Ms. Mussog moved that the pension system extend with the current auditors for 
three years. Ms. Sulick seconded, and the board adopted the motion.    
 
The meeting ended at 2:50 p.m. The next meeting will take place June 10, 2016. 
 

 
 
I hereby certify that, to the best of my knowledge, the foregoing minutes are accurate and 
complete.  
 
 
 
 
__________________________________                                        ____________________ 
Ande Rhodes                                                                                           Date                  
Secretary to the Board 


