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Board of Trustees  
Minutes of June 10, 2016 

Meeting 
 

 
 
Members Present:  John Hammond, Howard Brown, Jay Cuccia, Jennifer Gilbert-Duran, 
Mark Hartzell, Alan Hyatt, Jay Middleton, Julie Mussog, Rick Napolitano,                             
M. Kathleen Sulick, Leroy Wilkison 
 
Member Excused:  Ande Rhodes 
 
Member Absent:  Jim Thomas  
 
Staff Present:  Anne Budowski, Janet Morgan 
  
Guests:  Kim Calhoun, Peter Duffy, Lee Harper, Rhett Humphreys, Scott Lawson,                     
Steve Loizeaux, Owen Ward, Dale Waldroff, 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 12:02 p.m. by John Hammond. 
 
Minutes 
 
Mr. Cuccia moved to approve the minutes of the May 13, 2016, board meeting. Mr. Hyatt 
seconded the motion, and the board approved the minutes. 
 

Investment Committee 
Westwood 
Kim Calhoun, Scott Lawson 
 
Westwood succeeds by providing a good defense, said Mr. Lawson. Westwood’s U.S. value 
team, located in Dallas, has generated returns through active management since 1987. The firm 
also has investment teams in Boston and Toronto.  
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The Large Cap Value portfolio has $3.8 billion in assets under management. Since investing in 
the portfolio in January 2006, the county has enjoyed $42 million in investment gains.                 
Ms. Calhoun reported no staff changes.     
 
Reviewing the first quarter of 2016, Mr. Lawson noted how the market declined sharply and 
then quickly recovered after February 11. Westwood outperformed as the market seemed to go 
down each week. When the market turned, in one of the sharpest recoveries within a quarter 
since the Great Depression, Westwood didn’t fully participate. A focus on high-quality stocks 
often keeps the firm from participating in aggressive markets. Throughout the course of a 
business cycle, however, managers make money by avoiding big negative returns. 
 
During the past 12 months ending March 31, the portfolio held an underweight in energy, 
which proved to be a great strength for the firm. Managers also maintained an underweight in 
financial services as well as utilities and real estate investment trusts (REITS).  The firm 
trailed in producer durables as some companies in the portfolio had exposure to energy. 
Consumer staples, however, remains a good play. McCormick and Company, a name in this 
sector, was one of the top five contributors to performance.     
 
Bottom contributors included Union Pacific, which detracted due to energy exposure. Viacom 
suffered from changes in the media market, and BorgWarner declined due to its connection to 
Volkswagen. During the year, Westwood sold AMC Networks and purchased Microsoft. 
Managers seek high-quality companies that can grow their cash flow during any time period. 
With its long-term perspective, Westwood continues to generate good returns. 
  
Penn Capital Management 
Peter Duffy, Steve Loizeaux 
 
Also focusing on downside protection, Penn Capital offers a US-centric high yield strategy for 
the retirement system. The firm has $5.8 billion in assets under management, with the majority 
of those assets in high yield. The firm has added two research analysts.  
 
The Defensive High Yield portfolio preserves capital with a conservative approach. Managers 
focus on the higher-quality names within high yield and tend to avoid cyclical/commodity 
sectors. The strategy includes single-B and above credit quality with a shorter duration than 
the overall benchmark. That means the portfolio will be a little less sensitive to the interest 
rate, said Mr. Duffy. The strategy doesn’t include triple-C rated bonds.  
 
Penn Capital performed well during the market downturn in the second half of 2015 but lagged 
during the sharp rally in 2016. Long-term county performance net of fees  is 5.41 percent 
versus the benchmark’s 5.83 percent. Gross of fees, performance is probably in line with the 
index, said Mr. Duffy. Returns during the last 3 months were 4.80 percent for the county 
against the benchmark’s 5.88 percent, mainly due to the upside lack of capture. The pension 
system added another $10 million to the portfolio June 1, said Mr. Loizeaux.       
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In addition to credit quality and duration, managers rely on high-quality selections within each 
industry sector. Within energy, Penn Capital focuses on distribution, the safest part of the 
market. The portfolio also has less than 1 percent exposure to metals, mining, steel and 
chemicals. Technology has grown from an underweight to an overweight since the end of the 
quarter when prices dropped. Managers also view the weakness in health care as an adding  
opportunity and expect to see growth in this area of the portfolio as well. Media/broadcasting 
remains an overweight. Penn Capital sees the market as healthy although managers 
acknowledge a slow-growth environment.   
 
Southeastern Asset Management 
Lee Harper, Gary Wilson 
 
Longtime manager Southeastern Asset Management continues to rebound in a challenging 
environment. With offices in Memphis, London, Singapore and Sydney, the firm has invested 
funds for the pension system for 26 years. Ms. Harper reported the arrival of a new analyst in 
the London office and the retirement of the county’s portfolio accountant after nearly 30 years. 
Southeastern has $21.4 billion in assets under management. 
 
After a 6- to 7-year bull market, Southeastern’s managers face a tough time finding cheap 
businesses. Price to value is in the low 70 percent range, slightly higher than the                
long-term average. Although Southeastern has bought and sold some businesses, the cash 
position remains high at nearly 25 percent.   
 
The firm continues to look for proactive opportunities in a slow-growth environment. Fed Ex 
closed on the acquisition of a European ground package company. Chesapeake Energy has 
been aggressively buying in their debts, said Ms. Harper. Southeastern traded out its equity 
position for some of Chesapeake’s bonds, which have rallied almost 90 percent. CONSOL 
Energy, a 2015 detractor, has sold some assets. Southeastern’s energy exposure and its Wynn 
resorts holding led to the portfolio’s horrible performance last year.  
 
Southeastern has begun to recover with a performance that is up 11.3 percent year to date. 
Managers anticipate further rebound even with the current headwinds in the market. Even in a 
slow-growth economy, companies report stable earnings and free cash flow, which should 
drive value growth over time. Top portfolio holdings include Chesapeake, Level 3 
Communications and Fed Ex. Wynn Resorts is up 55 percent this year, Ms. Harper added. The 
firm sold McDonald’s, Aon and National Oilwell Varco.   
 
Reporting on the sector breakdown, Mr. Wilson noted zero holdings in utilities and 
underweights in health care as well as consumer staples due to trading at historical highs. 
Southeastern’s overweight to industrials reflects last year’s concerns about a coming global 
recession. Market worries helped managers purchase United Technologies and DuPont at good 
prices. The firm also acquired holdings in LafargeHolcim, a global leader in building 
materials, and Ralph Lauren.   
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New England Pension Consultants 
Rhett Humphreys 
 
Mr. Humphreys addressed several action items with the board during the NEPC presentation. 
The Investment Committee has recommended Loomis Sayles bank loans as part of the pension 
system’s $60 million rebalancing program.  
 
MOTION: Mr. Wilkison made a motion to invest $60 million with Loomis Sayles.                
Mr. Middleton seconded, and the board unanimously approved the motion.  
  
The Investment Committee also recommended rolling the funds in the Bridgewater Pure Alpha 
Major Markets II portfolio into the Bridgewater Pure Alpha portfolio as part of the overall 
rebalancing. Further, the $60 million for the Loomis Sayles investment will come from the 
Bridgewater All-Weather Portfolio. 
 
MOTION: Mr. Cuccia moved to rebalance the Bridgewater portfolio by rolling funds in the 
Pure Alpha Major Markets II portfolio into the Pure Alpha portfolio and taking $60 million 
from the All-Weather portfolio. Mr. Hartzell seconded, and the board unanimously passed the 
motion.  
 
Mr. Hammond also said that the board received a communication from State Street Bank that 
highlighted an overbilling situation that goes back 18 years. The pension system is due a 
refund with interest of about $4,600. 
 
Briefly reviewing the “flash” report for the period ending May 31, Mr. Humphreys said the 
plan had composite returns of 0 percent for the month. Year-to-date returns were 2.3 percent. 
Stocks were up, bonds were down and the Global Asset Allocation (GAA) portfolio was flat. 
  

Administrative Report 
 
Mr. Ward of CliftonLarsonAllen said the firm completed its audit of the pension system and 
has issued a clean opinion. Mr. Ward presented a letter to the board that addressed significant 
findings. 
 
In other news, Ms. Budowski reported 10 retirements in June, down from 19 in June 2015.  
The county experienced 147 retirements this year versus 183 in 2015. Staff members are 
currently testing the cost of living adjustment (COLA) file, which will go to retirees July 1. 
COLA letters are in the works. Tikeetha Thomas will join the staff at the end of June as the 
replacement for Karen Gerard, the former senior personnel analyst for health benefits.     
 
The meeting ended at 1:43 p.m. The next meeting will take place July 8, 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 


