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    ARLINGTON COUNTY VIRGINIA 

EMPLOYEES’ RETIREMENT SYSTEM   
 

Board of Trustee Meeting Minutes 
 

March 7, 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. Ken Dennis, Vice President 
    Ms. Michelle Cowan, Treasurer  

Ms. Sandy DeGray, Secretary 
Mr. Richard Alt (arrived 8:05 AM) 
Mr. Jon Kinney (arrived 8:05 AM) 
Mr. Peter Maier 

               
Substitute Member   
Present:   Mr. Jimmie Barrett, Asst. Treasurer 

Mr. Wayne Rhodes 
    Mr. Alex Iams 
 
Various Times:  Mr. Daniel Zito, Executive Director 
    Ms. Randee Stenroos, Asst. Director 

Ms. Susan Bomberg, Accountant 
    Mr. Rob Gooderham, Ashford Consulting 
    Mr. Paul Massaro, T. Rowe Price 
    Mr. Michael Lesesne, T. Rowe Price 
    Mr. Brad Meeker, T. Rowe Price  
    Mr. Steve Fradkin, Northern Trust 
    Mr. Harland Abraham, Northern Trust 
    Mr. Ramon Valenzuela, Northern Trust 
    Mr. Griff Ehrenstrom, Northern Trust 
    Mr. Jeff Kearny, Northern Trust 
 
 
                                    
CONSENT LIST 
 
A motion to approve the consent list, consisting of the February 7, 2013 meeting 
minutes, was offered by Ms. Cowan and seconded by Ms. DeGray.  The motion passed 
unanimously with a vote of (6-0). 
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T. ROWE PRICE FLOATING RATE FUND REVIEW 
 
Mr. Massaro, Mr. Lesesne, and Mr. Meeker provided an update on ACERS’ $82 million 
Floating Rate Fund investment, which is held via a mutual fund.  The strategy invests 
primarily in senior, secured loans of corporations that are typically below investment 
grade from a ratings perspective.  The loans are typically structured with floating rate 
coupons tied to LIBOR and reset every three months, thus providing some protection 
from rising interest rates in ACERS’ fixed income allocation.   
 
As of January 31, 2013, investment returns of 4.5% and 2.0% since ACERS’ initial 
investment (3/4/11) and for the latest three month period, respectively, lagged the fund’s 
benchmark by 0.6% and 0.2%, respectively.  Part of the underperformance is explained 
by the fund offering liquid access to a less liquid asset class. 
 
Mr. Massaro discussed the current dynamics of the loan market.  Specifically, he 
observed that while loan structures are generally better than they were in 2006, 
increased investor demand for these types of loans has resulted in more “covenant lite” 
deals coming to market, a development that bears monitoring.  Based on bottoms-up, 
fundamental credit research, the portfolio is underweight these types of loans. 
 
ASHFORD QUARTERLY REVIEW 
 
Fund returns for various time periods ending December 31, 2012 were: 
 
(%)    1 Qtr 1 Yr  5 Yrs 10 Yrs 

Total Fund (Gross) 1.3 12.9  3.4 8.4 
Total Fund (Net*) 1.2 12.6  3.1 8.0 
Policy Benchmark ** 1.4 11.9  3.4 7.0 
7.5% Total Return*** 1.9  7.8  8.0 8.0 
CPI +3% Annualized 0.0  4.7  4.8 5.4 
 
* 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 

***Blended with 8% as of July 1, 2012 

 
The primary driver of ACERS’ 0.2% net underperformance versus the benchmark for 
the quarter is the performance of the more conservative allocations within the equity 
section.  On a one year basis, strong relative performance in the credit bond allocation 
combined with conservative equity investments drove the 0.7% annual outperformance 
versus the benchmark.  Relative to a public funds peer group, ACERS performance was 
in the 73rd percentile for the quarter.  Longer term performance ranks in the top 46%, 
28% and 10% on a 3, 5 and 10 year basis, respectively. 
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The fund’s estimated diversified risk level decreased to 59 from 61 in the quarter, 
primarily due to a 0.8% decrease in overall equity exposure.  This compares to a 
benchmark estimated diversified risk of 57 and the top of the policy risk band at 65.  
 
Mr. Gooderham noted the transferring of operational responsibilities from Linda Drew, 
as she nears retirement, to new hire Melysa Montano. 
 
INVESTMENT RECOMMENDATION 
 
Ashford Consulting recommended that the Board reallocate $30 million from the Loomis 
Sayles Bond account to the Oaktree International Convertible strategy.  The rationale 
underpinning the recommendation was that fixed income instruments generally and high 
yield in particular, are less attractive relative to the risk involved.  Meanwhile, the 
Oaktree International Convertible mandate offers exposure to attractively valued 
emerging markets, underweight exposure to Europe and Japan, and good protection 
should equities fall.  Staff concurred with the recommendation. 
 
In the ensuing discussion, concern was expressed about the size of the reallocation and 
the implied level of conviction behind the recommendation.  Mr. Gooderham noted that 
the fund was already underweight fixed income versus the benchmark as the result of 
prior reallocations and this move would increase that underweight, demonstrating 
Ashford’s views on fixed income in the current market environment. 
 
After additional discussion, Mr. Brunner moved, and Mr. Alt seconded, that the Board 
accept Ashford’s recommendation to reduce the Loomis Sayles account by $30 million 
and invest the proceeds in the Oaktree International Convertible mandate and authorize 
staff to take the necessary actions to implement the reallocation.  The motion passed 
unanimously with a vote of (7-0). 
 
CUSTODY BANK PRESENTATION/RECOMMENDATION 
 
Mr. Fradkin and the team from Northern Trust met with the Board to introduce their firm 
and its services.  Mr. Fradkin emphasized that custody is Northern Trust’s core 
business and that the firm is financially strong and stable.  In addition, reporting systems 
are robust and the account support team is experienced.  Messrs. Abraham and 
Valenzuela discussed the firm’s consultative approach with clients and the easy 
accessibility to senior management if necessary in resolving issues.  
 
Mr. Brunner moved, and Mr. Dennis seconded, that the Board accept the evaluation 
committee’s recommendation to retain Northern Trust as ACERS’ custodian bank, 
subject to the successful negotiation of a contract.  In addition, he moved that the Board 
authorize staff to take the actions necessary to put such a contract in place, including 
granting discretion on the structure of a securities lending program, provided it have 
equivalent or less risk to ACERS’ current program.  The motion passed unanimously 
with a vote of (6-0) with Ms. Cowan absent.  
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KEY INITIATIVES UPDATE/OTHER BUSINESS 
 

 Mr. Zito noted that a contract with Franklin Park, LLC to assist in the 
development and implementation of a private investment program had been 
finalized. 

 Mr. Rhodes noted his and Mr. Alt’s concern about cyber security.  A 
discussion ensued. 
 

 INVESTMENT RELATED 
 

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

 
ADMINISTRATIVE ITEMS 
 

A. Calendar of Events 
B. Disability Review 

 
ADJOURNED 
 
There being no further business, the meeting adjourned at 10:50 AM. 
 
        Respectfully submitted,  
 
        Susan Bomberg 
        Secretary to the Board 
 


