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Board of Trustees  
Minutes of June 20, 2017 

Meeting 
 
 
Members Present:  John Hammond, Howard Brown, Jay Cuccia, Mark Hartzell, Alan Hyatt, 
Karin McQuade, Jay Middleton, Rick Napolitano, Dale Waldroff, Leroy Wilkison 
 
Members Excused:  Jennifer Gilbert-Duran, Ande Rhodes, M. Kathleen Sulick, Jim Thomas   
 
Staff Present:  Anne Budowski, Janet Morgan 
  
Guests:  Kim Calhoun, Peter Duffy, Lee Harper, Rhett Humphreys, Scott Lawson,           
Stephen Loizeaux, Jason Ostroski 
 
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 12:11 p.m. by Mr. Hammond. Mr. Waldroff sat in for 
Jennifer Gilbert-Duran.   
 
Minutes 
 
Mr. Napolitano moved to approve the minutes of the May 16, 2017, meeting. Mr. Brown 
seconded the motion, and the board approved the minutes.    
 

Investment Committee 
 
Penn Capital 
Peter Duffy, Stephen Loizeaux  
 
2016 was a good year for Penn Capital, based in Philadelphia. Three new partners joined the 
firm in 2016, and Analyst Stacey Kerelska came on board in February, replacing an analyst 
who left in December 2016. Penn Capital, which has managed county funds for 10 years, has 
$4.8 billion in assets under management 
 
Penn Capital invests in the $1.8 billion Defensive High Yield strategy. The portfolio, which 
includes 140 names, reported a one-year performance of 12 percent gross of fees. Reviewing 
the past 12 months, Mr. Duffy noted that rising interest rates benefited the portfolio. The high 
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yield allocation tends to be more sensitive to improving credit and economic conditions, which 
typically coincide with rate increases. Corporate balance sheets are in good shape, and 
companies enjoy a benign credit environment. Mr. Duffy expects that trend to continue.  
 
Commodities exposure is the one wild card. The energy and metals/mining sectors drive 
volatility in the market. The Defensive High Yield strategy tends to be careful with 
commodities exposure, and Mr. Duffy said the firm has reported no defaults in its style during 
the past 10 years.  
 
Technology was the strongest sector for Penn Capital during the past year, with Dell taking the 
prize for top performer of the year. Gaming also saw strong performance. The metals/mining 
sector was the biggest detractor, and cash lagged during the year. The firm is underweight 
retail and hospitals and has added pharmaceuticals. Penn Capital also maintains an overweight 
to energy distribution and has taken profits from the energy sector. Even so, oil remains under 
pressure.   
 
Westwood 
Kim Calhoun, Scott Lawson   
     
Ms. Calhoun reported business as usual at Westwood. Headquartered in Dallas, the firm has 
$22 billion in assets under management. The county has invested in Westwood’s flagship 
Large Cap Value portfolio for 11 years and has gained more than $51 million in investment 
earnings during that time period.    
 
As part of its successful approach, Westwood identifies undervalued companies that can 
quickly grow earnings. Reporting on the economic environment year to date, Mr. Lawson 
noted that the international sector has been stronger than the U.S. sector. Also in the United 
States, higher-quality stocks have outperformed during the past two years. As a result, 
Westwood was up 6.36 percent versus the benchmark’s performance of 2.97 percent. The 
county’s portfolio since inception represents a full business cycle, including the recession and 
current economic growth. During that time period, Westwood has focused on providing upside 
throughout all markets as well as downside protection, said Mr. Lawson. 
      
Nonbank financial services, producer durables and technology have driven the portfolio’s 
performance year to date. Companies such as PayPal, Boeing and Texas Instruments added to 
returns. Westwood has lagged in consumer staples and real estate investment trusts (REITs). 
Within the consumer sector, General Mills has faced pricing pressures. Westwood also missed 
out by not owning Philip Morris.    
 
Oil has continued to face headwinds. Four of the five biggest performance detractors were in 
energy. However, energy holdings such as RSP Permian Inc. benefit the portfolio even during 
a low price environment. These names offer downside protection, said Mr. Lawson. Other 
holdings will add gains to the portfolio if oil prices increase.  
   
Southeastern 
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Lee Harper 
 
Southeastern continues to hold a high cash balance as managers wait for the right 
opportunities. Southeastern has managed funds for the county since 1990. Assets remain stable 
and the firm has enjoyed strong recent performance. Mr. Hammond noted that on an initial $24 
million investment, Southeastern has added $165 million in value.    
 
The cash account has reached 32.5 percent, the highest level since 1999, said Ms. Harper. The 
upside, however, is that several businesses in the portfolio have nonearning or underearning 
assets. Other holdings have great potential in pending or recently completed major 
transactions.     
 
Energy, a big portfolio booster in 2016, was down this year, said Ms. Harper. As an example 
of underearning assets, Consol Energy still has natural gas in the ground to drill. The company 
also plans to split its coal and gas business. Southeastern sold top detractor Ralph Lauren and 
recently added Fairfax Financial back to the portfolio. Fairfax is moving cautiously on the 
investment side of its business. Southeastern expects that strategy to change and provide some 
upside. Ms. Harper reported no problem children in the portfolio. The biggest concern remains 
the high cash balance. Managers forecast portfolio returns of inflation plus 10 during the next 
5 years.  
      
New England Pension Consultants 
Rhett Humphreys  
 
Mr. Humphreys began by noting a change to Southeastern’s investment manager guidelines. 
Southeastern may now hold securities traded on U.S. exchanges or markets.  
 
In other news, the May “flash” report showed the county’s performance was up 1 percent for 
the month. Year-to-date composite performance was 7.2 percent. All the domestic equities 
managers were ahead year to date and since inception, net of fees. The international equity 
composite reported 13.3 percent year to date. Emerging market equities had a composite 
performance of 17.1 percent for the same time period. 
 
In fixed income, all the core and noncore managers were ahead of their benchmarks year to 
date net of fees. In Global Asset Allocation, Bridgewater also outperformed year to date with 
returns of 2.8 percent versus the benchmark’s 2.7 percent. 
   
Mr. Humphreys also provided a memo on the GMO/Segall Bryant and Hamill (SBH) portfolio 
transition. The board recently approved liquidating the GMO International Small Cap Equity 
strategy and investing the funds in SBH. NEPC has added manager guidelines for SBH into 
the pension system’s investment policy.  
 
MOTION: Mr. Wilkison made a motion to adopt the proposed changes to the investment 
policy. Mr. Hartzell seconded, and the board unanimously passed the motion.    
Mr. Humphreys will send the updated policy to Mr. Hammond for distribution to the board.    
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Administrative Report 

 
Auditor Jason Ostroski of Clifton Larson Allen reported on a clean opinion of the pension 
system’s financial statements for the year ended December 31, 2016. A clean audit is a 
testament to management providing complete records, said Mr. Ostroski.   
 
Ms. Budowski reported 11 retirements for June. Staff members have completed 7 retirement 
seminars across the county. The office is now finalizing the cost of living adjustment (COLA) 
files and wrapping up the review of the annual statements that will go out to all active 
employees as of January 1. Staff also will prepare for the health care open enrollment season 
in the fall.  
  
Mr. Hammond made a presentation to Board Member Jay Middleton, who left the board 
following the June meeting after 12 years of service.  
  
The meeting ended at 2:08 p.m. The next meeting will take place July 18, 2017. 
 

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


