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Board of Trustees  
Minutes of June 12, 2015 

Meeting 
 
 
Members Present:  Howard Brown, Jay Cuccia, Alan Hyatt, Jay Middleton, Jim Thomas 
 
Members Excused:  John Hammond, Jennifer Gilbert-Duran, Julie Mussog, Andrea Rhodes,    
M. Kathleen Sulick, Leroy Wilkison 
 
Staff Present:  Janet Morgan, John Peterson 
  
Guests:  Kim M. Calhoun, Peter R. Duffy, Lee B. Harper, Rhett Humphreys, Scott D. Lawson, 
Stephen H.D. Loizeaux, Owen Ward  
 
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 12:15 p.m. by Jay Middleton in the absence of John 
Hammond.   
 
Minutes 
 
The board did not have quorum in attendance so the minutes of the May meeting were not 
approved.  

Investment Committee 
 
Southeastern Asset Management 
Lee B. Harper 
 
Southeastern faced macro pressures in 2014 but remains well-positioned for strong future 
relative performance. The firm has just under $29 billion in assets under management.          
Ms. Harper reported no changes to the firm.  
 
Reviewing performance, Ms. Harper noted that relative numbers haven’t been good for the 
past few years because of a huge bull market. Southeastern typically underperforms during 
these periods because managers have a hard time finding businesses that are selling at 
discounts. What’s more, Southeastern owned three names in energy last year, which added to 
about half of the portfolio’s underperformance. The firm also missed out on names in health 
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care and IT, which have driven the index’s returns. Southeastern had less than 5 percent of the 
portfolio in these two sectors due to high valuations.  
 
Holding cash in the portfolio also created a drag against a rising market. The amount in cash is 
lower than last year, however, as managers have purchased shares of Google, McDonald’s and 
five other businesses. Southeastern sold five names that reached their value, making nice 
returns on those companies, said Ms. Harper.  
 
Three names contributed to performance during the past year: CK Hutchison, Fed Ex and 
Level 3 Communications. Managers of Chesapeake Energy, CONSOL Energy and Murphy 
Oil made positive moves in 2014 but energy prices overshadowed their efforts. Because those 
energy companies became so much cheaper, Southeastern purchased more of those names for 
the portfolio.     
 
The challenges during the past year have weighed on performance for the last three and five 
years on a relative basis. Over the long term, however, Southeastern expects to beat the index. 
Ms. Harper noted that Southeastern has added substantial value to the pension system during 
its 25-year partnership and has far outpaced the index. Since an initial investment of $24 
million in 1990, the county has enjoyed an added value of $157.8 million.  
 
Westwood   
Kim M. Calhoun, Scott D. Lawson 
 
Focusing on steady performance and high-quality companies, Westwood has just under $22 
billion in assets under management. The county’s portfolio is in a large-cap strategy worth $4 
billion. Ms. Calhoun reported that David Spika recently left the firm.   
 
Mr. Lawson reported first quarter returns of 1.6 percent versus the benchmark’s performance 
of -0.7 percent. Westwood typically participates fully during market upswings while avoiding 
major declines during economic downturns. The county has a current market value of about 
$65 million.  
 
During the period between 2009-2014, higher-risk stocks, lower-dividend paying stocks and 
lower-returning stocks outperformed higher-returning companies. As the market returns to a 
normal business cycle, managers expect strong performance. 2014, in particular, saw eight 
down months, with Westwood outperforming in seven. Rising volatility during the first quarter 
of 2015 led to an underperformance of the market but benefited Westwood.  
 
Regarding the portfolio’s positioning relative to oil prices, Westwood maintains an 
underweight in energy as it seeks companies that grow production and generate free-cash flow. 
That strategy remains consistent whether oil prices are high or low, said Mr. Lawson.  
 
During the past 12 months, the portfolio was overweight to technology, which helped 
performance. Fund managers also focused on consumer discretionary, purchasing BorgWarner 
and selling Advance Auto Parts when its valuation increased. The portfolio also includes 
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several media holdings. Westwood kept an underweight to REITs and financial services, areas 
sensitive to interest rates. The firm, however, did purchase Simon Property Group, a mall 
REIT with good returns and attractive valuations. Westwood typically holds a stock for three 
years.     
 
Penn Capital Management 
Peter R. Duffy, Stephen H.D. Loizeaux 
 
Penn is starting to see some positive returns after an acute crisis year. The county invests in a 
defensive high-yield strategy, which has about $2.2 billion in assets under management. Penn 
added a research analyst in 2014 as well as two new partners. Another research analyst left 
during the first quarter of 2015.  
 
For the end of the first calendar quarter of 2015, managers have positioned the portfolio to be a 
little less interest rate sensitive and a little more credit sensitive. The portfolio’s yield is ahead 
of its benchmark, and a shorter duration than the benchmark should mean less impact from 
rising interest rates. Penn has a 60/40 split between single-B and double-B credit. 
 
Due to the price of oil, the portfolio didn’t perform defensively during the second half of 2014.  
Oil started its descent shortly after Penn met with the board in 2014, and the portfolio, which 
was overweight to energy at the time, took a hit. Since then, managers have reduced overall 
energy exposure from about 20 percent to about 15 percent. Two-thirds of that reduction came 
from selling; one-third has been through the depreciation of the securities given the price of 
oil. Penn hasn’t seen any defaults.  
 
Penn remains overweight in energy distribution, the sector least sensitive to commodity prices. 
These names held up well during the sell-off last year, said Mr. Duffy. In fact, the top 
performer out of all the names in the portfolio was Rockies Express Pipeline. After 
repositioning the portfolio, however, Penn also is overweight energy E&P but underweight 
energy services, which caught the biggest brunt of the downturn. Moving along into 2015, 
managers have begun to see a return to normal conditions. Rather than attempting to predict 
the price of oil, Penn will go forward by assuming a lower price range and selecting winning 
companies.       
       
New England Pension Consultants 
Rhett Humphreys 
 
For the month of May, developed equity markets were up, emerging markets were down and 
bonds also took hit, said Mr. Humphreys. Even so, the “flash” report for that period showed a 
year-to-date performance of 4.2 percent net of fees and a five-year number of 9.5 percent. The               
since-inception return of 8 percent net remains ahead of the 7.5 percent goal. NEPC reported 
no concerns over managers.    
Reviewing the major equity composites, Mr. Humphreys noted year-to-date returns of 3.3 
percent for domestic equities, 9.4 percent for international and 4.9 percent for emerging, which 
had a monthly performance of -4.5 percent.  
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The county also is making money in bonds, said Mr. Humphreys, despite ongoing discussions 
about the future of interest rates and credit. The total fixed income composite had a year-to-
date performance of 1.5 percent. Core fixed income returned 1.3 percent for the same period. 
In Global Asset Allocation, Bridgewater had a tough month but still reported year-to-date 
returns of 6.7 percent. Feeding into that return were the two pure alpha pieces at 18.6 percent 
and 24.5 percent respectively year to date.    
 

Administrative Report 
 
Mr. Ward from CliftonLarsonAllen provided the auditor’s report and required 
communications. The auditors didn’t identify any deficiencies or noncompliance with laws 
and regulations in the financial statements.  
 
Mr. Peterson reported that Cost of Living Adjustment (COLA) letters are going out to all 
retirees. Staff members plan to have all the active employee benefits statements out by the 
beginning of July. Voting continued for the nonrepresentative seat on the board. Legislation 
passed for the Detention and Sheriff’s Plan to begin offering the Deferred Retirement Option 
Plan (DROP) on July 1.   
 
The meeting ended at 2:08 p.m. The next meeting will take place July 10. 
 
 

 
 
 
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  


