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Board of Trustees  
Minutes of March 11, 2016 

Meeting 
 
 
 
Members Present:  John Hammond, Jay Cuccia, Jennifer Gilbert-Duran, Mark Hartzell,      
Alan Hyatt, Jay Middleton, Julie Mussog, Rick Napolitano, Ande Rhodes, Jim Thomas,    
Leroy Wilkison 
 
Member Excused:  Howard Brown, M. Kathleen Sulick  
  
Staff Present:  Anne Budowski, Janet Morgan  
  
Guests:  James Farrow, Rhett Humphreys, Daniel Ong, Toby Rodes, Chip Tatlow   
 
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 12:10 p.m. by John Hammond.  
 
Minutes 
 
Mr. Wilkison made a motion to approve the minutes of the February 12, 2016, board meeting.   
Ms. Mussog seconded the motion, and the board approved the minutes.  
 

Investment Committee 
 
Dimensional 
Daniel Ong, Chip Tatlow 
 
Value stocks may go in and out of favor, but over longer periods of time they outperform. 
Supported by years of academic data, Dimensional remains consistent and confident in its 
investment strategy despite current market challenges. The firm has $388 billion in assets 
under management. Dimensional has opened its newest office in Charlotte. 
 
Since August 2012, the county has invested in Dimensional’s all-cap Emerging Markets Value 
Strategy, a broadly diversified portfolio with about 2,300 stocks. Compared to a standard 
benchmark, this portfolio has more weight in value and small-cap stocks. For the one-year 
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period as of January 31, 2016, as well as the cumulative account returns since inception, the 
portfolio has underperformed.      
 
Although value stocks have underperformed, Mr. Ong reminded board members why they 
invested in this portfolio. Holding a large number of stocks within the strategy helps ensure 
premium returns, trading flexibility and better execution.  
 
During most years, investors see positive premiums for taking the risk to invest in small-cap 
value; however, downturns do happen. The good news is that over longer periods of time, the 
strategy shows more consistency. The last five years for value have been the worst rolling 
period Dimensional managers have seen. Further, the last two years, 2014-2015, have been the 
only period reporting a negative value premium, said Mr. Ong. A large part of the 
underperformance is due to emerging market currency weakness.  
 
Mr. Tatlow noted that markets can turn quickly. Value stocks faced another tough environment 
during the 1990s, but the investors who stuck around reaped the rewards. In the current 
market, managers have seen a bit of a recovery during the short term as value stocks have 
started to outperform. The surefire way to capture value premiums is to invest in small-cap 
value and stay invested.     
 
GMO    
James Farrow, Toby Rodes  
 
Mr. Farrow began by reporting on changes the firm intends to make to the strategy in which 
Anne Arundel County invests. GMO plans to move its clients into the Foreign Small 
Companies Strategy, a fundamental, international small-cap portfolio that has done well since 
its inception in 1995. These changes will help GMO gain more value by doing things a 
different way. Fees will remain the same. The Investment Committee met with GMO in March 
and agreed to the changes.   
 
Mr. Rodes, who focuses on Japan, further explained the people and processes of the 
International Active Team that manages this fund. The team’s focus on value, good judgment 
and patience helps the portfolio outperform in all types of markets. Managers seek companies 
with cheap valuations that produce cash, maintain low debt and make distributions to 
shareholders. From a universe of about 4,000 stocks, the team identifies about 350 companies 
that meet these qualifications. Further analysis has distilled the portfolio down to about 100 
stocks. 
 
Reviewing the portfolio more closely, Mr. Rodes reported large overweights in France and 
Italy, with smaller overweights in the United Kingdom and Japan. Interesting ideas in the 
emerging markets sector also have fought their way into the portfolio. GMO continues to find 
opportunities in companies between $1 billion and $5 billion in market capitalization. The 
financial sector allocation includes material overweights to real estate and real estate 
investment trusts (REITs) rather than banks.  
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MOTION: Mr. Cuccia made a motion to continue with GMO and accept the firm’s portfolio 
management changes. Mr. Wilkison seconded the motion, and the board unanimously passed 
the motion.  
 
New England Pension Consultants 
Rhett Humphreys  
 
Mr. Humphreys reported negative year-to-date performance in the “flash” report for the period 
ending February 29. The county saw returns of -3.3 percent during the first two months of the 
year. Domestic equity was down -5.9 percent for the same period while the emerging market 
equity composite reported -5 percent. The reason behind these unusual returns: U.S. equities 
were flat for the month while emerging was up half a percentage point, said Mr. Humphreys. 
International equities had a performance of -7.5 percent year to date.  
 
Fixed income year to date was up a bit at 0.6 percent. Core fixed income was up 1.6 percent 
but absolute return and high yield fixed income bother reported -1.1 percent for that period. In 
yet another departure from recent performance, emerging market debt was up 1.1 percent for 
the month and 0.5 percent year to date. Bridgewater also had an unusual performance with 
negative year-to-date returns of -1.8. The pure alpha portfolio was down -5 percent year to 
date while the pure alpha major markets piece reported -7.6 percent.  
 
Taking a look forward, NEPC also provided its 2016 Asset Allocation Study and 
Recommendations. This document is an abbreviated version of what the Investment 
Committee reviewed during its recent meeting. The report included the current allocation 
target,  slight changes in Mix A and more thematic adjustments in Mix B that could reduce 
risk in the portfolio. NEPC and the Investment Committee recommended Mix B.   
 
MOTION: Mr. Cuccia made a motion to accept the recommendation of Mix B for the asset 
rebalancing. Mr. Thomas seconded, and the board unanimously passed the motion.  
 
Mr. Humphreys also presented a Private Equity Program Review and 2016 Investment Plan. 
To get to about 9 percent, the plan calls for the county to commit $20 million to a 
distressed/special situations fund. NEPC will provide information on a recommended 
manager.  
    

Administrative Report 
 
Ms. Budowski reported 16 March 1 retirements, which is consistent with 2015. Deferred 
Retirement Option Plan (DROP) enrollments have leveled off from 14 enrollments in February 
to 10 in March. Looking at the numbers historically, enrollments should decline during the 
next three to four months. Staff members also have responded to Bolton’s questions on the 
valuations. Bolton remains on schedule to provide an actuarial report by April first, said Mr. 
Hammond.    
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Ms. Mussog reported that a new fee schedule from State Street Bank should save the county 
about $90,000 a year. The board has asked NEPC to review the pension system’s fees every 
five years to see if those costs are in line with other NEPC clients. 
 
MOTION: Mr. Hyatt moved to adopt the new fee schedule. Mr. Cuccia seconded the motion, 
and the board unanimously passed the motion.  
 
Regarding a securities lending update, Ms. Mussog also asked the board to ratify moving the 
program from State Street to Deutsche Bank. 
 
MOTION: Mr. Cuccia made a motion to approve moving the securities lending program from 
State Street to Deutsche Bank. Ms. Gilbert-Duran seconded, and the board unanimously 
passed the motion.  
    
The meeting ended at 2:03 p.m. The next meeting will take place April 8, 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  


