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Chief Investment Officer’s Letter

Charles W. Grant, CFA, Chief Investment Officer

Richmond, 

To the Members of the Board of Trustees and 
     Participants of the Virginia Retirement System:
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 Investment Return Assumption

 8.0% from 1988 - 2005
 7.5% from 2005 - 2010
 7.0% from 2010
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Chief Investment Officer

ASSE T A L LOCATION MI X 
      A S  O F  J U N E 3 0 ,  2 0 11

 20% Fixed Income
 21%  Domestic Equity
 18%  Non-U.S. Equity
 10%  Credit 
 9%  Emerging Markets
 9%  Private Equity
 6%  Private Real Estate
  4%  Convertibles
 1%  Emerging Market Debt
 1%  Public Real Estate
 1%  Cash



Investment Account

Code of Virginia,

T
he Investment Section provides detailed information regarding the performance of 

the commingled investment pool. This information includes asset allocations, portfolio 

highlights, a list of VRS’ money managers and public equity commissions for the fiscal year. 

The section also presents the System’s investment management fees and expenses and an 

investment summary. 
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 F IGURE 3 .1 – ASSE T A L LOCATION MI X 
           A S  O F  J U N E 3 0 ,  2 0 11

 20% Fixed Income
 21%  Domestic Equity
 18%  Non-U.S. Equity
 10%  Credit 
 9%  Emerging Markets
 9%  Private Equity
 6%  Private Real Estate
  4%  Convertibles
 1%  Emerging Market Debt
 1%  Public Real Estate
 1%  Cash

F IGURE 3 .2 – IN V ES T MEN T PERFORM A NCE SUMM A RY
A N N U A L I Z E D D ATA F O R T H E P E R I O D E N D IN G J U N E 3 0 ,  2 0 11

 1 Year  3 Years 5 Years   
1. Total Fund
 VRS
 Total Fund Intermediate Benchmark

2. Total Public Equity
 VRS
 Custom Benchmark

3. Total Fixed Income*

 VRS
 Custom Benchmark

4. Total Credit Strategies
 VRS
 Custom Benchmark

5. Total Real Estate
 VRS
 Custom Benchmark

6. Total Private Equity
 VRS
 Custom Benchmark

  
Investment return calculations were prepared using a time-weighted return methodology.
*Includes emerging market debt allocations initiated in April 2011.
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Portfolio Highlights

PUBL IC EQUIT Y

FIGURE 3 . 3 – TOTA L PUBL IC EQUIT Y PROGR A M BENCHM A RKS 

 VRS  Benchmark  VRS  Benchmark 
Benchmark Category  Return  Return  Weight  Weight 

 
U.S. Active Standard  32.50%  31.40%   22.61%   22.09%
U.S. Active Small Cap   41.05%  39.98%     3.50%     4.03%
U.S. Passive  30.77%  30.92%     1.57%     1.57%
Non-U.S. Developed Small Cap  30.52%  28.94%     4.37%     3.46%
Non-U.S. Developed Standard  23.62%  22.43%   17.96%   23.93%
Emerging  29.11%  27.51%   15.41%   10.34%
Global  24.62%  26.78%   22.10%  22.10%
Hedge Funds  21.50%  27.78%   12.48%  12.48%  _____________ _____________ _____________ _____________
Total Program 27.20%  27.80%  100.00% 100.00% _____________ _____________ _____________ _____________ _____________ _____________ _____________ _____________

One-year weights and returns ending June 30, 2011. 



F IGURE 3 .5 – PUBL IC EQUIT Y: TOP 10 E X POSURES 
A S O F  J U N E 3 0 ,  2 0 11

Company  Market Value  Shares 

Exxon Mobil Corporation  $  246,206,694  3,025,396
Apple Inc.  236,922,805   705,821
Microsoft Corporation  174,997,792   6,730,684
Johnson & Johnson 173,725,514   2,611,628
Petrobras  165,699,949   5,251,293
Gazprom 160,108,589  10,997,491
J.P. Morgan Chase & Co.  159,556,936   3,897,336
Pfizer Incorporated  158,274,531   7,683,230
Chevron 147,202,536   1,431,374
Google, Inc.  141,752,271  279,933

Aggregated various share classes based on parent company. VRS maintains a complete list of portfolio holdings.

F IGURE 3 .4 – CUS TOM BENCHM A RK SEC TORS A ND REGIONS 

     Strategic    Strategic 
Sectors  VRS  Benchmark  Regions  VRS  Benchmark 

Consumer Discretionary  11.91%  10.83%  
Consumer Staples  9.65%    8.78%
Energy   10.83%  11.13%
Financials  16.83%  20.10%
Health Care  10.65%   8.53%
Industrials  9.81%  11.88%
Information Technology  13.81%  11.64%
Materials   8.17%  9.31%
Telecommunication Services    5.03%  4.10%
Utilities  3.31%  3.70%  __________ __________
    100.00% 100.00% __________ __________ __________ __________

Based on Barra’s classification of sectors and regions.

North America  50.44%  48.35%
Europe/Middle East/Africa  25.07%  27.70%
Asia Pacific  20.34%  21.14%
Latin and South America     4.15%     2.81%  __________ __________
    100.00% 100.00% __________ __________ __________ __________
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F I X ED INCOME    

F IGURE 3 .6 – F I X ED INCOME POR T F OL IO BY 
SEC TOR A L LOCATION
A S O F  J U N E 3 0 ,  2 0 11

 18.6%  Treasury
 2.8% Agency
 32.6% Corporate
 25.1% Mortgage 
 1.9% Asset Backed 
 5.6% CMBS 
 0.9% Foreign 

6.9% Emerging Markets 
 5.6% Other

 60.1%   AAA
 5.6% AA
 10.3%  A
 16.6% BBB 
 2.6% BB
 1.7% B
 1.0% Below B 

2.1% NR 

F IGURE 3 .7 – F I X ED INCOME POR T F OL IO BY 
CREDIT QUA L IT Y BRE A K DOW N
A S O F  J U N E 3 0 ,  2 0 11



F IGURE 3 .8 – F I X ED INCOME : TOP 10 HOL DINGS BY M A RK E T VA LUE
A S O F  J U N E 3 0 ,  2 0 11

 Par  Security Description   Market Value

 $   226,300,000      FHLMC Gold  $ 226,087,278 
  4.000% due 07/01/41
  
 181,410,000  US Treasury Notes     183,976,952 
  1.250% due 04/15/14
  
 165,000,000  US Treasury Notes     168,230,700
  2.000% due 01/31/16 

 150,000,000 US Treasury Notes     158,125,500
  2.625% due 12/31/14

 140,000,000 US Treasury Notes     144,842,600
  2.375% due 03/31/16

 130,000,000 US Treasury Notes     136,060,600
  2.375% due 09/30/14

 125,000,000 US Treasury Notes     128,341,250
  2.125% due 12/31/15

 115,000,000 US Treasury Notes     118,732,900
  3.125% due 05/15/19

 100,000,000 US Treasury Notes     101,126,000
  1.125% due 12/15/12

 100,000,000 US Treasury Notes  91,588,000
  3.875% due 08/15/40
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RE A L ES TAT ESHOR T-T ERM IN V ES T MEN TS

  

PRIVAT E EQUIT Y

FIGURE 3.9 – PRIVATE EQUITY PROGRAM 
A S O F  J U N E 3 0 ,  2 0 11

 54%  Buyouts
 10%  Venture Capital
 10%  Growth
 9%  Special Situations
 8%  Energy 
 5%  Sub-Debt
 4%  Turnaround

 27%  Office 
 20%  Apts 
 17%  Other
 15%  Retail
 11%  Industrial
   10%  Hotel

FIGURE 3.10 – REAL ESTATE BY PROPERTY TYPE  
A S O F  M A R C H 31,  2 0 11  

 21% Pacific
 17% Northeast
 13% Southeast
 10% Mideast
 8% Southwest 
 6% EN Central
 5% Mountain 

4% WN Central 
 12% Asia
 3% Europe 
  1% Other 

FIGURE 3.11 – REAL ESTATE BY GEOGRAPHIC REGION
A S O F  M A R C H 31,  2 0 11



CREDIT S T R AT EGIES

MORE INFORM ATION

 30.6% Convertibles 
15.7% Leveraged Loans

 11.7% High Yield
7.2% Other 

 13.4% Credit Hedge Funds
6.7%  Mezzanine Credit 

 9.7% Opportunistic
 5.0% Distressed 

FIGURE 3.12 – CREDIT STRATEGIES  
A S O F  J U N E 3 0 ,  2 0 11
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VRS Money Managers

PUBL IC EQUIT Y
 

External Managers – Top 10 Managers     Style Description
 

T. Rowe Price     Global, Emerging Markets
GMO     U.S. Large, Emerging Markets
Acadian Asset Management     Non-U.S. Small, Emerging Markets
Arrowstreet Capital     Global
BlackRock     Global
Nordea     Global
AllianceBernstein     Global
The Boston Company     Emerging Markets
LSV Asset Management     Non-U.S. Small
Relational     U.S. Large

Internal Portfolios     Style Description
 

Dogwood     Non-U.S. Large
Mobjack     U.S. Large
Potomac     U.S. Large
Matoaka     Non-U.S. Large
Madison     U.S. Large
Afton     U.S. Small

Hedge Funds – Top 10 Managers     Style Description
 

ValueAct Capital     Long/Short
Blue Ridge, LP     Long/Short
Maverick Capital     Long/Short
Lansdowne Partners     Long/Short
New Mountain Capital     Long/Short
Theleme     Long/Short
TPG-Axon Partners     Long/Short
Clough     Long/Short
Clovis Capital     Long/Short
Pennant     Long/Short

F I X ED INCOME
 

External Managers – Top 10 Managers     Style Description
 

State Street Global Advisors      IG Credit/External Passive
PIMCO (Credit/EMD/Bank Loans)     Opportunistic/External Active
Western Asset Management     Core/External Active 
Wellington     Core/External Active 
BlackRock     Core/External Active 
Prudential      Opportunistic/External Active



F I X ED INCOME , cont inued
 

External Managers     Style Description
 

Bridgewater      Opportunistic/External Active
Payden & Rygel     EMD/External Active
Smith Breeden      Core/External Active
Agincourt      Core/External Active

Internal Portfolio     Style Description
 

VRS Core     Core/Internal Active

PRIVAT E EQUIT Y – TOP 10 M A N AGERS    Style Description
 

Credit Suisse     Customized Separate Account
Hellman and Friedman     Buyout
Summit Partners     Growth & Sub-Debt
TPG     Buyout
Welsh, Carson, Anderson and Stowe     Buyout & Sub-Debt
Nordic Capital     Buyout
First Reserve     Energy
Apax Partners     Buyout
Charterhouse     Buyout
TA Associates     Growth & Sub-Debt

CREDIT S T R AT EGY – TOP 10 M A N AGERS   Style Description
 

Anchorage Advisors, LLC     Credit Hedge Fund
Beach Point Capital Management     Leveraged Loans, Opportunistic, Distressed
King Street Capital Management, LLC     Credit Hedge Fund
Oaktree Capital Management     Mezzanine, Convertibles, High Yield, Distressed
Prudential     High Yield and Mezzanine 
Stone Harbor Investment Partners     High Yield
Solus Alternative Asset Management LP     Credit Hedge Fund and Opportunistic
Western Asset Management     Leveraged Loans
York Capital Management                                                    Credit Hedge Fund                                      
Zazove Associates     Convertibles and Other

RE A L ES TAT E – TOP 10 M A N AGERS     Style Description
 

Prudential Real Estate Investors     Core Enhanced
Morgan Stanley     Core & Opportunistic, Global REITs
Blackstone Real Estate Partners     Opportunistic
JP Morgan Investment Management, Inc.     Core
ProLogis     Enhanced Core & Opportunistic
Urdang Securities Management, Inc.     Global REITs
TA Associates Realty      Core
Security Capital Research & Management, Inc.    Core
AMLI Residential Properties     Core
Angelo Gordon & Co.          Core
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SCHEDUL E OF IN V ES T MEN T M A N AGEMEN T F EES A ND E XPENSES
F O R T H E Y E A R E N D E D J U N E 3 0 ,  2 0 11                        (EXPRESSED IN THOUSANDS)

   Management
 Assets Under Fees and
 Management* Expenses

External Management:
 Domestic Managers  $ 2,309,187   $ 11,740 
 Non-U.S. Equity Managers   5,211,523    30,260 
 Global Equity Managers   5,459,926    15,594 
 Fixed Income Managers   14,736,583    17,081 
 Credit Strategies Managers   5,735,782    49,096 
 Real Estate Managers   3,721,914    29,871 
 Private Equity Managers   4,859,467    68,743 
 Hedge Fund Managers   4,467,890    75,076  

Internal Management  9,062,072    17,310

Miscellaneous Fees and Expenses:
 Custodian Fees  -      4,425 
 Legal Fees   -      385 
 Other Fees and Expenses  -      449 ____________ ____________
Total $  55,564,344    $  320,030   ____________ ____________ ____________ ____________

*Does not include short-term investments managed by the Treasurer of Virginia and the VRS Master Custodian.

Public Equity Commissions 
A S O F  J U N E 3 0 ,  2 0 11 

Broker Commission

Investment Technology Group, New York  $ 2,506,383 
Goldman Sachs & Co., New York  2,049,089 
Credit Suisse, New York  1,156,352 
Morgan Stanley & Co., Inc., New York  813,303 
Deutsche Bank Securities, Inc. New York  734,142 
Goldman Sachs Execution & Clearing, New York  491,839 
Citigroup Global Markets, Inc., New York  399,698 
Instinet Europe Limited, London  393,370 
UBS Securities LLC, Stamford  346,596 
Bernstein Sanford C & Co., New York  320,104 
Merrill Lynch Pierce Fenner Smith, Inc., New York  311,941 
Calyon Securities, New York  301,454 
Instinet Corp., New York  291,335 
Merrill Lynch Pierce Fenner, Wilmington  284,108 
Credit Suisse (Europe), London  275,731 
Nomura Securities Intl., Inc., New York  227,181 
Citigroup Global Markets/Salomon, New York  223,500 
J.P. Morgan Clearing Corp., New York  219,715 
Citigroup Global Markets Ltd., London  210,498 
J.P. Morgan Securities Ltd., London  204,156 
J.P. Morgan Securities, Inc., Brooklyn  195,760 
UBS Equities, London  190,446 
Weeden & Co., New York  189,721 

Broker Commission

MacQuarie Securities (India) Pvt. Ltd., Mumbai  187,546 
ITG, Inc., New York  186,878 
Credit Lyonnaise Securities, Seoul  176,565 
Barclays Capital LE, Jersey City  167,675 
Merrill Lynch International London Equities  166,050 
Pershing LLC, Jersey City  161,967 
MacQuarie Securities Limited, Hong Kong  144,995 
Morgan Stanley & Co., London  117,424 
Citation Group/BCC Clearing, New York  115,863 
J.P. Morgan Securities Asia Pacific, Hong Kong  112,757 
SG Securities (London) Ltd., London  112,470 
Jefferies & Co., Inc., New York  111,693 
Liquidnet, Inc., Brooklyn  110,253 
Deutsche Bank International EQ, London  104,489 
Other Brokers  4,842,957   ____________
Total  $ 19,156,003  ____________  ____________



                              (EXPRESSED IN THOUSANDS)

 2011 Percent of 2010 Percent of
 Fair Value Total Value Fair Value Total Value

 
Bonds and Mortgage Securities:
 U.S. Government and Agencies $ 2,716,450  4.88%  $ 2,587,011  5.40%
 Mortgage Securities  3,316,456  5.96%   2,485,042  5.18%
 Corporate and Other Bonds   11,862,833  21.32%   12,071,853  25.19% _____________ _____________ _____________ _____________
 Total Bonds and Mortgage Securities   17,895,739  32.16%   17,143,906  35.77% _____________ _____________ _____________ _____________
Common and Preferred Stocks   21,238,020  38.18%   16,307,335  34.02% _____________ _____________ _____________ _____________

Index and Pooled Funds:       
 Equity Index and Pooled Funds   6,134,348  11.03%   5,423,698  11.32%
 Fixed Income Commingled Funds   1,892,753  3.40%   1,732,430  3.61% _____________ _____________ _____________ _____________
 Total Index and Pooled Funds   8,027,101  14.43%   7,156,128  14.93% _____________ _____________ _____________ _____________
Real Estate   3,111,418  5.59%   2,654,164  5.54% _____________ _____________ _____________ _____________
Private Equity   5,194,663  9.34%   4,590,737  9.58% _____________ _____________ _____________ _____________

Short-Term Investments:       
 Treasurer of Virginia – LGIP Investment Pool   24,679  0.04%   2,725  0.01%
 TBC Pooled Employee Trust fund   44,128  0.08%   7,203  0.02%
 Foreign Currencies   97,403  0.18%   61,600  0.13% _____________ _____________ _____________ _____________
 Total Short-Term Investments   166,210  0.30%   71,528  0.16% _____________ _____________ _____________ _____________
Total Investments  $  55,633,151  100.00%  $ 47,923,798   100.00% _____________ _____________ _____________ _____________ _____________ _____________ _____________ _____________

Investment Summary

Code of Virginia 
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