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MINUTES OF MAY 9, 2013 RETIREMENT BOARD 
CITY OF ALEXANDRIA SUPPLEMENTAL RETIREMENT PLAN 

DUE DILIGENCE MEETING 
 
PRESENT   
Members                                                        Others 
Shane Cochran, Secretary, (General Schedule) Steven Bland, Retirement Administrator 
Brenda D’Sylva (General Schedule) James Bland 
Tom Gates, Chairman (Management) Barry Bryant, Dahab Associates 
Nancy McFadden (Medic) Bryan Capelli, Retirement Specialist 
Jean Niebauer (Management, Alternate) Kadira Coley, Retirement Specialist 
Marietta Robinson (General Schedule, Alternate) Ignacio Galaz, PIMCO 
Morgan Routt (Management) Mark Jinks, Fire & Police Board 
Laura Triggs (Management) Arthur Lynch, Retirement Specialist 
 Theresa Nugent, Communications Specialist 
Absent:  Bill Eger 

Robert Gilmore 
  Jarrod Overstreet 
 
Note: This meeting was a joint meeting of the Boards for the Supplemental Retirement Plan and 
the Firefighters and Police Officers Pension Plan.  The discussions reported in these minutes 
include comments from members of both Boards.  All discussions are of value to each Board, even 
if the following motion did not apply to one Board.   However, the motions noted in these minutes 
only relate to the Supplemental Retirement Board. 
 
 
CALL TO ORDER 
 
The meeting was called to order at 8:36 AM on May 9, 2013.   
 
 
POLICIES & PROCEDURES 
 
The draft amendment to the Alternate Voting section of the Policies and Procedures was discussed. 
 
There was a motion by Ms. McFadden to: 
 

Approve the Alternate Voting amendments to the Policies & Procedures. 
 
Ms. Niebauer seconded the motion.   
 
The motion was unanimously approved (7 – 0). 
 
 
 
 

1(a) 
06/13/2013 
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APPROVAL OF MINUTES 
 
Staff said there was a typographical error in the May 1, 2013 minutes.  The rebalancing instructions 
indicated $75 million.  It should have read $.75 million. 
 
There was a motion by Ms. Triggs to: 
 

Approve the May 1, 2013 minutes with staff’s suggested language changes. 
 
Mr. Cochran seconded the motion.   
 
The motion was unanimously approved (7 – 0). 
  
 
QUARTERLY INVESTMENT REVIEW 
 
Mr. Bryant began the investment review with page 4 saying the GDP growth was slow.  There was a 
raging bull of a stock market in domestic equities in the first quarter.  Fixed income was flat in the 
quarter.  Performance of international stocks was good, but not as strong as domestic. 
 
Staff referenced handout 5 (b) (ii) (a)  
 
Mr. Bryant indicated Herndon and Polen were weak.  Herndon’s weakest performers were Cliff 
Resources, Herbalife, Apple Computer, and Coach. 
 
Staff asked Mr. Bryant to address Mr. Eger’s question from a prior meeting, that was, to explain the 
difference between the Shadow Index and the Policy Index. The Shadow Index uses benchmark returns 
with actual weighting. This helps focus on manager returns.  The Policy Index uses benchmark returns 
with target weighting.  This measures the combination of manager returns and impact of deviation from 
the policy’s weighting.  In Mr. Eger’s absence, staff will forward this information to Mr. Eger. 
 
 
PIMCO 
 
Mr. Galaz introduced himself and outlined his presentation topics: a) performance, b) education on fixed 
income’s changing role, and c) investment outlook.  He referenced a booklet. 
 
PIMCO manages $77 million for the City’s pension plans. 
 
He began on page 3.  Mr. Jinks asked how PIMCO deals with currency risk.  Mr. Galaz said that 
periodically PIMCO will short a currency as it is with the yen and the Euro.  This is for risk mitigation.  
Other times PIMCO may go long a currency, such as the Mexican peso or the Brazilian real.  This is for 
yield enhancement.  Staff asked how large a part of the portfolio this was.  Mr. Galaz said it was roughly 
½%, a very small portion. 
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Mr. Galaz said emerging markets were evolving from export oriented (natural resources) to a model 
with greater growth from consumption.  This transition will lead to more stability, but will be slow. 
 
Page 5: Mr. Galaz said PIMCO had aimed to achieve returns roughly 100 – 125 (1% - 1 ¼%) basis 
points above the Barclay’s Aggregate. 
 
Page 6: PIMCO manages the Total Return Fund to retain duration within 2.7 years of the Barclay’s 
aggregate duration.  They are utilizing CMBS (commercial mortgages, not residential), Canadian and 
Australian fixed income. 
 
Stock Plus is an enhanced income strategy.  Exposure to the Russell 2000 is obtained through futures.  
Collateral is invested in an absolute return strategy.  The duration of the absolute return strategy varies 
between -3 years to +8.  Staff indicated that since inception the strategy has accumulated an excess 
return of roughly 1 million. 
 
Page 13: Fixed income return for the last three decades has been 10% annually.  That is not sustainable.  
PIMCO likes asking the questions: “What risks are we taking?” and “What are we getting paid for 
taking these risks?” 
 
The benchmark weighting is growing with indebtedness.  Treasuries are now 36% of the index, the old 
record was 30%. 
 
Page 16: Mr. Galaz discussed a graph that showed over the last decade interest rates have fallen while 
duration of the Barclay’s Aggregate has risen.  Staff distributed a graphic to illustrate why the increased 
duration is a concern to the fund and increased risk. 
 
Page 17: The opportunity set of fixed income is significantly larger than the Barclays US Aggregate.  It 
is about six times as large. 
 
Page 19: Mr. Galaz said there are three ways to optimize a fixed income portfolio: 

 Increase duration flexibility 
 Use a global opportunity set, and 
 Tactical use of leverage 

 
Page 20: Yield curves for various countries are displayed and discussed. 
 
Page 21: Staff asked about the kinks in the yield curve at five and twelve years.  Mr. Galaz indicated 
PIMCO focused on the period between five and twelve years.  He then discussed the “Roll Down” 
strategy.  Ms. Niebauer asked if investors were shaping the yield curve and causing this opportunity for 
five to twelve year treasuries. Mr. Galaz said that the Federal Reserve Board is responsible. 
 
Mr. Gates left at 10:00 AM. 
 
Staff asked Mr. Galaz to explain spreads over Treasuries.  Mr. Galaz did explain spreads and then said 
that spreads of high yield bonds were about as low as they were in 2007, just prior to the market crash. 
 
Mr. Gates returned at 10:03 AM. 
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Mr. Galaz said that volatility was low and that everything was going too well, but that prices were not 
based on fundamentals, but on the Federal Reserve Board’s policies and actions. 
 
Page 24: Mr. Galaz explained four scenarios 
A 4% – 5% Growth 
B 3% - 4% Growth 
C 1½% - 2 ½% Growth 
D up to 1% Growth 
 
Housing is positive because the inventory of homes had gone from too high in 2007 to very much too 
low recently.  There was significant pent up demand.  PIMCO is reviewing the multiplier effect for 
housing improvement. 
 
PIMCO’s conference included talks about income inequality.  In the financial crisis the richest increased 
wealth 12% and the poorest 99% lost.  
 
Robert Zoelick spoke of income inequality emphasizing education and inclusion in Brazil and Mexico.  
China will not become a free market for at least several generations. 
 
Mr. Cochran asked if internationally it was common for governments to exert as much control over 
fixed income as the U.S. has been.  Mr. Galaz said other governments were controlling more than they 
used too, but not as much as the United States. 
 
Mr. Galaz left at 10:26.  There was a brief recess.  The meeting reconvened at 10:32 AM. 
 
 
ADMINISTRATOR’S REPORTS 
 
The month end report from April 30, 2013 does not capture the rebalancing motion that the board 
approved May 1, 2013.  Upon completion of that rebalancing the allocations will be closer to target than 
they were as of April 30. 
 
The Cash flow reports indicate significant transfers.  These are transfers from Prudential, not from the 
plan.  Guaranteed deposit funds were moved to the PIMCO account at Comerica.  Cash flows are 
positive. 
 
Prudential Real Estate is providing about 4% per year in income.  Capital gains or losses are separate 
from the income.   
 
Staff distributed handout 5 (b) (ii) (a).  This was to address the Chairman’s question about investment 
performance in various fiscal years from a prior meeting.  The handout graphed the S&P 500 with the 
endpoints of each fiscal year highlighted.  The multi-year trend has been a steady increase with 
occasional setbacks.  By coincidence, two of those setbacks were in (or largely in) fiscal year 2012.   
The impact is that returns for FY 2012 were below that of the preceding and following years.  
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TOPICS FOR FUTURE MEETINGS 
 
Staff referenced handout 8 (a), the June 13 Board retreat agenda.  There were four topics which called 
for outside speakers.  The board’s preference is to cover: a) Securities Lending, b) Commodities, and c) 
Real Estate.  Staff recommended fixed income as a follow up on PIMCO’s presentation and to explore 
sectors or strategies that might mitigate portfolio risk.  The Board elected to not have a speaker on fixed 
income. 
 
Ms. McFadden left at 10:51 AM.  The meeting continued without a quorum.  Reports were received, but 
no votes could be taken. 
 
OLD BUSINESS 
 
Mr. Bryant spoke about securities lending.  The board would like Comerica to make a presentation at the 
June 13 Board Retreat.  
 
 
NEW BUSINESS 
 
There was no new business. 
 
 
NEXT MEETINGS   

1. Thursday - June 13th  at 8:30 AM, Sister Cities 1101, Board retreat – all day 
2. July Meeting is T.B.D. 
3. Wednesday - August 7th  8:30 at AM, Sister Cities 1101, Special Meeting 
4. Sunday – Monday, October 20 – 21, Association of Municipal Retirement Systems of Virginia 

(AMRS-VA), Alexandria 4641 Kenmore Ave  Alexandria, VA 22304, Sunday 1:00 PM until 
Monday noon. 

 
 
ADJOURNMENT  
 
The meeting adjourned at 11:00 AM. 
 
HANDOUTS 
Distributed to Board members in the Board Packet: 
 

1. Agenda 

2. Alternate Voting (Excerpt from Rule of Procedure)   [1(a)]  

3. Minutes of Prior Meeting    [2(a)] 
4. Dahab’s 1st Quarter Performance Meeting Notes    [3-Exhibit 1] 
5. Investment Performance Review   [3-Exhibit 2] 
6. Effects on Bond Value – Changes in Interest Rate & Duration   [4(a)]  

7. Administrator’s Report   [5(a)]  

8. Monthly Investment & Rebalancing Report   [5(a)(i)] 
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9. Volatility Report   [5(a)(ii)] 

10. Cash Flow Report   [5(a)(iii)] 

11. Private Equity Report Cash Flows   [5(a)(iv)]   

12. Real Estate Report Cash Flows   [5(a)(v)] 

13. Administrator’s Follow-Up Items Report   [5(b)(ii)] 

14. Recommended Motions   [5(c)]   

15. Draft Agenda for Board Retreat    [8(a)]  

16. Retirement Board Trustee Education   [8(b)]   

17. ICMA-RC email   [10(a)(i)]   
 
 
Booklets distributed to Board Members: 

1. Supplemental Retirement Plan Performance Review, March 31, 2013 – Dahab Associates 
2. Strategy Review, City of Alexandria Retirement Plan - PIMCO 

 
Distributed at the meeting: 

1. Domestic Equities FY 2011 to Date [5(b)(ii)(a)] 


