
 1 

ARLINGTON COUNTY VIRGINIA 

EMPLOYEES’ RETIREMENT SYSTEM     
Board of Trustees Meeting Minutes 

March 12, 2015 
(Rescheduled March 5, 2015 Meeting) 

 
The President of the Board, Mr. Michael Brunner, called the meeting to order at 2:00 PM, 
in Conference Room 511C at 2100 Clarendon Boulevard.  
 
Voting Members Present:  Mr. Michael Brunner, President  

Ms. Michelle Cowan, Treasurer 
Mr. Ken Dennis 
Mr. Jon Kinney (arrived 2:07 PM) 
Mr. Peter Maier 

  
Voting Member Absent:  Mr. Rich Alt, Vice President 

Ms. Sandy DeGray, Secretary 
 
Substitute Member Present:  Mr. Jimmie Barrett, Asst. Treasurer  
     Mr. Alex Iams (arrived 2:03 PM) 

Mr. Wayne Rhodes  
 
Various Times:   Mr. Daniel Zito, Executive Director 
     Ms. Randee Stenroos, Assistant. Director 
     Ms. Susan Bomberg, Accountant 
     Mr. Rob Gooderham, ACG 
     Mr. Garry Musto, ACG 
     Mr. Jim McGovern, Franklin Park 
 
      
CONSENT LIST 
 
A motion to approve the consent list consisting of the February 5, 2015 meeting minutes 
and the Oaktree International Convertible Schedule A Revision, was offered by Ms. 
Cowan and seconded by Mr. Dennis.  The motion passed by a vote of 5-0, with Mr. Iams 
and Mr. Kinney not yet present and Ms. DeGray and Mr. Alt absent.  
 
ASHFORD QUARTERLY PERFORMANCE REVIEW 
 
Ashford Consulting reviewed the fund’s performance for the quarter ended December 31, 
2014.  Fund returns for various time periods were: 
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(%)    1 Qtr 1 Year  5 Years 10 Years 

Total Fund (Gross) 1.5 7.0  10.3 7.2 
Total Fund (Net*)     1.4 6.6    9.9 6.8 
Policy Benchmark **                                      1.9 6.5    9.2 6.2 
CPI + 3.5% Annualized    -0.5 4.3           5.2 5.6 
      

 
* Gross returns adjusted downwards for current annual fee rate per annual fee review and analysis, 
assuming all fees deducted quarterly.  
**Effective 10/1/07: 40% Ru3000, 17.5% MSCI ACWI ex-US, 39% BC Universal, 1.5% Barclays TIPS, 2% T-Bills 

 
Net performance for the last twelve months was slightly ahead of the benchmark, 0.1%, 
driven by the overweight allocation to domestic equities and the underweight to 
international equities and fixed income.  For the quarter, net underperformance of -0.5% 
was driven by exposure to energy sector equities; credit exposure in the fixed income 
allocation also acted as a damper on performance.   
 
Relative to a public funds peer group, ACERS’ performance ranked in the 46th percentile 
for the year.  Longer term performance ranks in the top 31%, 38% and 22% on a 3, 5 and 
10 year basis, respectively. The fund’s estimated risk level remained at 64 this quarter, 
compared to the benchmark’s estimated risk of 58 and the top of the policy risk band at 
65.   
 
INVESTMENT REALLOCATION RECOMMENDATION 
 
Ashford Consulting recommended ACERS act to reduce the overall risk level of the 
portfolio citing a slipping earnings trajectory combined with robust valuation metrics and 
record high margin debt levels as primary rationale.  However, these concerns are 
mitigated by globally accommodative monetary policy, a strong domestic economy and 
stable profit growth excluding the energy sector, suggesting only a modest risk reduction 
is appropriate. 
 
Two options were presented consideration: 
 

1) Invest $50 million in the Northern Trust Aggregate Bond Index funded via a $30 
million reduction to the Vanguard Institutional Index and a $20 million reduction to 
the Oaktree International Convertible mandate.  Reallocation would reduce the 
estimated expected return and risk index by 0.11% and 2 points, respectively.  

2) Invest $40 million in Vanguard’s Extended Duration Treasury STRIP Index funded 
via a $30 million reduction to the Vanguard Institutional Index and a $10 million 
reduction to the Oaktree International Convertible mandate.  Reallocation would 
reduce the estimated expected return and risk index by 0.03% and 1.9 points, 
respectively. 

 
Mr. Musto explained STRIPS and the Vanguard fund. A discussion ensued.  Several 
Board members expressed discomfort with Option 2 as a result of not being entirely 
comfortable with the concept of STRIPS. A desire for additional education on the topic 
was expressed. 
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After further discussion, Mr. Brunner, seconded by Mr. Dennis, moved to reallocate $50 
million, comprised of $30 million from the Vanguard Institutional Index and $20 million 
from Oaktree International Convertibles, to the Northern Trust Aggregate Bond Index and 
authorize staff to take the actions necessary to implement the reallocation.  The motion 
passed by a vote of 5-2, with Mr. Maier and Mr. Kinney dissenting. 
 
PRIVATE INVESTMENT RECOMMENDATION 
 
Staff recommended a $15 million commitment to the Franklin Park Venture Series 2015, 
LP, noting the vehicle provides ACERS diversified access to venture capital managers 
with no incremental management fees or carry charged by Franklin Park. 
 
Summarizing prior discussions with the Board in June and November of 2014, Mr. 
McGovern of Franklin Park reviewed the rationale for investing in venture capital, namely 
that top tier venture managers can enhance the returns of an overall private equity 
portfolio. It was noted that venture capital investing entails significant risks and potentially 
long time frames for realization as venture funds invest in small, rapidly developing, 
private companies.  Mr. McGovern reviewed Franklin Park’s approach to identifying, 
researching and underwriting venture funds for the vehicle.  He noted that individual fund 
investments were underwritten to a minimum 20% expected net return, but that for 
planning purposes, a mid-teens portfolio level net return is a reasonable expectation when 
market cycles are considered. 
 
Staff’s due diligence included a review of all relevant limited partnership documents, 
multiple discussions with Franklin Park, engaging Ashford Consulting to review Franklin 
Park’s operations, financial management and back office, and reference checks with 
clients invested in prior Franklin Park venture vehicles.  Both Ashford’s review and the 
reference checks resulted in no concerning findings. 
 
After discussion, Mr. Brunner, seconded by Mr. Dennis, moved to commit $15 million to 
Franklin Park 2015 Venture Series, LP, subject to satisfactory negotiation of 
documentation, funded via distributions from existing private investments and the 
Vanguard Short Term Federal Fund, as necessary, unless the Board directs use of other 
funds before installments are due, and to authorize staff to take the actions necessary to 
implement the investment.  Further discussion ensued focused on the fundamentals of 
the venture market and the potential impact of the rise of crowdfunding on the traditional 
venture capital model.  After this discussion, the motion passed by a vote of 6-1, with Mr. 
Maier dissenting. 
 
OTHER BUSINESS 

 
Staff noted: 
 

 The transition from Mellon Capital S&P MLP Index mandate to the 
separately managed, active MLP account with Harvest Investors has been 
completed. 
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 An education session on venture capital presented by Ashford Consulting 
was held on March 4, 2015. 

 Legal review of the $35 million reallocation to Brahman Partners IV, LP is 
in process. 

 ACERS has received notification of renewal for the fiduciary liability 
insurance, including a non-recourse rider.   

 BNY Mellon, ACERS’ former custodian, will no longer handle class action 
recovery for ACERS.  Staff is in the process of reviewing use of a third party 
vendor at an approximate annual cost of $7,500 – $10,000 to monitor, file 
and process recoveries from holdings and actions existing prior to Northern 
Trust becoming custodian. 

 A new financial analyst position was proposed.  The position description 
was presented to the Board along with the expected annual salary range of 
$60,000 to $70,000.  The Board concurred with the proposal.  
 

INVESTMENT RELATED 
 

A. Fund Balance for January 
B. County Board Update (as of 12/31/14) 
C. Class Action Recovery 

 
ADMINISTRATIVE ITEMS 
 

A. Calendar of Events 
 

ADJOURNED 
 
There being no further business, the meeting adjourned at 3:18 PM. 
 

Respectfully submitted,   
   

       Susan Bomberg 
       Secretary to the Board 
 


