
 
Audio Associates 

301/577-5882 

 
 
 
 

 

Board of Trustees  
Minutes of May 9, 2014, 

Meeting 
 

 
 
Members Present:  John Hammond, Karen Cook, John Peterson, Jay Cuccia, Carlton Epps, 
Alan Hyatt, Jay Middleton, Julie Mussog, LeRoy Wilkison  
 
Members Excused:  Howard Brown, Jennifer Gilbert-Duran, M. Kathleen Sulick, Jim Thomas    
 
Staff Present:  Janet Morgan 
 
Guests:  Veronica A. Amici, Ignacio Galaz, Christopher Getter, Rhett Humphreys        
 
Recorder:  Laura 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 12:20 p.m. by John Hammond.  
 
Minutes 
 
Mr. Hyatt made a motion to approve the minutes of the April 11 board meeting. Ms. Mussog 
seconded the motion, and the motion passed unanimously. 

 
Investment Committee 

 
Western Asset  
Veronica A. Amici 
 
As a fixed-income shop, Western Asset has managed funds for the county pension system for 
more than a decade. The firm has $468.7 billion in assets under management. CIO Steve 
Walsh retired in March.   
 
The county’s portfolio has outperformed its benchmark for all time periods since the inception 
of the account. Despite a strong first quarter, however, managers continue keep a close watch 
on the economy. Their outlook for U.S. economic growth is in the 2 ½  percent range, slightly 
lower than the consensus view. Western expects the fed to continue tapering and end the 
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program. Rates will begin to rise in 2015 or 2016. The 1 percent inflation rate will remain 
status quo for now. 
 
This year’s outperformance came from a number of perspectives and sectors of the market. 
The duration and yield curve strategy has posted a strong performance during the past three 
months. Western continues to maintain exposure to non-agency mortgage-backed securities.   
The firm is overweight in investment grade credit. Issue selection will be key in both the     
high-yield and investment grade markets going forward in 2014. Managers reduced exposure 
to high yield from 7 percent to about 5 percent during the past year.    
 
Western redeployed those funds from high yield into the emerging market space, particularly 
Mexico and Brazil. Managers like the financials of Mexico itself, and a lot of the labor that 
China received has come back to Mexico, in closer proximity to the United States. The firm 
has an opportunistic trade in Brazil -- short exposure, three-year notes that pay roughly            
13 percent coupons. Although the country itself doesn’t have strong fundamentals, managers 
believe that the valuation of those bonds warrants an investment.      
 
PIMCO 
Ignacio Galaz, Christopher T. Getter  
 
PIMCO has selected new CEO Doug Hodge and has put in place six deputy CIOs. None of the 
changes directly impact the county’s portfolio. 
 
The county’s portfolio has performed as managers expected, with strong returns during 
volatile markets and underperformance when risky investments prevail. PIMCO takes a hit 
during these times because managers don’t invest in those markets, said Mr. Galaz. 
 
That pattern worked in 2013 when emerging markets underperformed. PIMCO’s emerging 
markets bond fund outperformed by about 80 basis points. 2014, however, has seen a rebound 
of countries with the highest amount of risk, such as Turkey. Russia and the Ukraine saw 
underperformance given their geopolitical concerns.   
 
In response, the county’s portfolio is somewhat behind its benchmark. On an annualized basis, 
however, the fund has beaten its benchmark by about 170 basis points, largely driven by the 
firm’s cautious investment approach.  
 
Mr. Hammond noted that PIMCO has developed a new product to promote some 
diversification within the emerging market fixed-income allocation. The Investment 
Committee recommends taking the allocation the county has in PIMCO’s emerging market 
debt portfolio and moving it into PIMCO’s Emerging Markets Full Spectrum Fund, which is a 
fund of fund that would give exposure to hard-currency sovereign bonds as well corporate and 
sovereign bonds that would be local-currency denominated.    
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MOTION: Mr. Cuccia made a motion to diversify the pension system’s emerging market 
holdings by moving into PIMCO’s Emerging Markets Full Spectrum Fund. Ms. Cook 
seconded the motion, and the board passed the motion unanimously. 
  
New England Pension Consultants 
  
Mr. Humphreys provided numerous materials to the board during his presentation, including 
NEPC’s 2014 asset allocation update. NEPC recommends reducing the core bonds allocation 
from 10 percent to 9 percent. High-yield bonds also would drop from 5 percent to 3 percent. 
The allocation to absolute return fixed income would increase 3 percent. Mr. Hammond noted 
the change would help decrease risk in the portfolio. The Investment Committee agrees with 
the allocation change.  
 
MOTION: Mr. Cuccia made a motion to rebalance the portfolio and redeploy assets according 
to NEPC’s recommendations. Mr. Middleton seconded the motion, and the board passed the 
motion unanimously. 
 
Reviewing the Executive Performance Report for the first quarter of  2014, Mr. Humphreys 
noted that all managers are in compliance. Further, the county ranked in the top 12 percent of 
public pension plans for that quarter, and nearly all the portfolio managers have beaten their 
benchmarks since inception. 
 
In the “flash” report for the period ending April 30, the total portfolio was up 60 basis points. 
Year-to-date performance is 2.5 percent. Fixed income and the global asset allocation portfolio 
contributed to returns.  
 
Mr. Humphreys also discussed the fourth quarter private equity review and 2014 private equity 
strategic investment plan. NEPC recommends that the county consider at $30 million 
allocation for vintage year 2014 funds. $15 million should go to a buyout manager such 
Private Advisors, which is fund raising for its Small Company Fund VI.  
 
Another $15 million should go to a secondaries manager such as Lexington, which is fund 
raising for its Fund VIII. Anne Arundel also should maintain an active commitment pace in 
each vintage year going forward, being mindful of the plan’s liquidity needs. Mr. Humphreys 
provided a due diligence report on Lexington’s Fund VIII and a private markets secondaries 
investment strategy and market survey. 
 
MOTION: Mr. Hyatt moved to accept NEPC’s private equity recommendations. Ms. Epps 
seconded the motion, and the board passed the motion unanimously. 
 
The next Investment Committee meeting will take place June 13.       
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Administrative Report 
 

Mr. Peterson reported that election ballots have been mailed out for the trustee position that 
represents the detention and deputy sheriff’s plan. Staff members have finished up the cost of 
living adjustment (COLA) for the July 1 COLA. Benefits statements will be out soon.      
The meeting ended at 2:10 p.m. The next meeting will take place June 13 

 
 
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  


