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    ARLINGTON COUNTY VIRGINIA 

EMPLOYEES’ RETIREMENT SYSTEM     
Board of Trustees Meeting Minutes 

February 6, 2013 
 
The President of the Board, Mr. Michael Brunner, called the meeting to order at 8:00 
AM, in Conference Room 511C at 2100 Clarendon Boulevard.  
 
Voting Members Present: Mr. Michael Brunner, President 

Mr. Richard Alt, Vice President   
Ms. Sandy DeGray, Secretary  

    Mr. Ken Dennis 
Mr. Jon Kinney  
Mr. Peter Maier         

Substitute Members  
Present:   Mr. Wayne Rhodes 
    Mr. Jimmie Barrett, Asst. Treasurer 
    Mr. Alexander Iams 
Voting Members  
Absent:   Ms. Michelle Cowan, Treasurer 
 
 
Various Times:  Mr. Daniel Zito, Executive Director 
    Ms. Randee Stenroos, Asst. Director 
    Ms. Susan Bomberg, Accountant 
    Mr. Rob Gooderham, Ashford Consulting 
    Mr. Garry Musto, Ashford Consulting 
    Mr. Murdo Murchison, Kiltearn Partners 
    Mr. Ed Clarke, Kiltearn Partners 
    Ms. Suzanne Dugan, Cohen Milstein 
    Mr. Luke Bierman, Cohen Milstein  
    
 
CONSENT LIST 
 
Mr. Brunner noted a revision to the December 5, 2013 meeting minutes reflecting the 
Board’s unanimous approval of the Personnel Committee’s recommendation.  A motion 
to approve the minutes, as revised, was offered by Mr. Dennis and seconded by Ms. 
DeGray.  The motion passed with a vote of 6-0. 
   
KILTEARN PARTNERS PRESENTATION 
 
Messrs. Clarke and Murchsion offered a detailed presentation on Kiltearn Partners and 
its investment strategy to the Board.  Founded in 2011 and headquartered in Edinburgh, 
Scotland, Kiltearn  employs a single, deep value strategy based on fundamental 
analysis.  The firm currently has $1.5 billion in assets under management and will close 
the strategy at $10 billion in client investments. 
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The investment process starts with screening the investable universe of roughly 7,000 
stocks for bottom quartile valuations in terms of Price-to-Earnings, Price-to-Book and 
dividend yield.  Companies are then subjected to rigorous business analysis, with focus 
on various quality attributes and historical financial performance rather than forecasts.  
If a company makes it through the business analysis phase, it is then subjected to 
valuation analysis.  A company will only be added to the 50 to 90 stock portfolio if it 
improves both the portfolio’s intrinsic value and quality.  The strategy seeks broad 
diversification; it is governed by maximum exposure rules for countries and sectors and 
a position limit for individual stocks.  Expected turnover ranges from 20% to 35% per 
year. 
 
INVESTMENT ALLOCATION RECOMMENDATIONS 
 
Kiltearn Partners Funding 
 
After the Kiltearn presentation and Board discussion, Mr. Brunner offered a motion, 
seconded by Mr. Dennis, to approve a $50 million investment in Kiltearn Partners 
funded via reductions to Baillie Gifford, T. Rowe Price Large Cap Global and Oaktree 
International Convertibles of $25 million, $15 million and $10 million, respectively, and 
to authorize staff to take the actions necessary to implement the reallocation.  The 
motion passed unanimously with a vote of 6-0.     
 
Portfolio Reallocation 
 
Mr. Gooderham recommended reallocating assets to address the fund’s overall 
estimated risk level, which is approaching the top of the risk band due to strong equity 
markets.  Specifically, the recommendation was to reduce the Vanguard Institutional 
Index by $20 million, Oaktree Domestic Convertibles by $15 million and Baillie Gifford 
by $5 million and invest the proceeds, split equally, $20 million in the Thornburg Multi-
Strategy Fund and $20 million in the Vanguard Short Term Federal Fund.  Key 
rationales included reducing the overall equity exposure after strong market and 
manager performance, and reducing exposure to convertibles and the attendant small 
cap orientation and vulnerability to narrow credit spreads.  The recommendation would 
shift 2.2% from equity to fixed income, reduce the duration of bonds held, reduce 
estimated risk by 1.7 points to 62.5, with minimal impact on the fund’s expected return 
and Sharpe ratio. 
 
After discussion, Mr. Brunner, seconded by Mr. Dennis, offered a motion to approve the 
aforementioned investment reallocation and authorize staff to take the actions 
necessary to implement the reallocation.  The motion passed with a vote of 5-1, with Mr. 
Kinney dissenting.  Mr. Kinney noted he was supportive of reducing the Vanguard 
Institutional Index by $20 million and investing the proceeds in Thornburg Multi-Strategy 
Fund, but he was opposed to investing the proceeds from the other recommended 
sources in the Vanguard Short Term Federal Fund, in light of its very low yield. 
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Aggregate Bond Index Fund 
 
Ms. Stenroos presented a recommendation that the Board move the $138 million 
invested in the Vanguard Aggregate Bond Index to Northern Trust’s Collective 
Aggregate Bond Index Fund.  The move would yield an approximate annual fees 
savings of $9,700 and reduce ACERS’ Vanguard exposure from 34.1% to 26.6%.  
Ashford Consulting concurred with the recommendation.  Mr. Brunner, seconded by Mr. 
Dennis, offered a motion to approve changing the Aggregate Bond Index Fund provider 
from Vanguard to Northern Trust and authorize staff to take the actions to implement 
the change. The motion passed with a vote of 6-0. 
 
FIDUCIARY EDUCATION AND REVIEW 
 
Ms. Dugan and Mr. Bierman of Cohen Milstein provided the Board with an informative 
presentation regarding fiduciary responsibility.  They defined the fiduciary standard and 
discussed basic fiduciary principles, including the exclusive benefit rule, and duties of 
loyalty, prudence and care.  The fiduciary standard exceeds expectations of fairness 
and justice and requires the person to act primarily for the benefit of another.  
Retirement Board trustees must act solely in the interests of the members and 
beneficiaries of the system.  Ms. Dugan noted the importance of having established 
processes and documenting the process undertaken to reach decisions. Ms. Dugan 
discussed her favorable review of ACERS’ existing policies while offering a few 
suggestions to strengthen them further. 
 
KEY INITIATIVES UPDATE/OTHER BUSINESS 
 
Staff noted: 

 The subscription documentation for Altaris Health Partners III LP has been 
completed.   

 Arsenal most likely will request a second, two-year extension.  The original fund’s 
term should have expired in August 2012 but was extended until August 2014.   

 Mr. Zito presented the budget variance report for the six months ended 
December 31, 2013, noting expenses were under budget by 2%.   
 

INVESTMENT RELATED 
 

A. November and December Fund Balance Reports 
B. OPEB Performance Report 
C. Securities Lending Summary 2013 
D. Commission Recapture Summary 2013 

 
ADMINISTRATIVE ITEMS 
 

A. Retirement Office Quarterly Budget Report 
B. Trip Report: Northern Trust 
C. Calendar of Events 
D. December 4, 2013 Educational Session Minutes 
E. January 4, 2014 Annual Offsite Minutes 
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ADJOURNED 
 
There being no further business, the meeting adjourned at 11:12 AM. 
 

Respectfully submitted,   
   

       Susan Bomberg 
       Secretary to the Board 
 
 
 
 
 
 
 
 
 
 
 
 


