Minutes
Investment Committee Meeting

Fire and Police Pension Fund, San Antonio

Wednesday, May 12, 2010

Pension Office – 8:00 a.m.

Roll Call:
Mr. Moczygemba called the meeting to order at 8:05 A.M.

Committee 

Members

Present:
Lieutenant Bart Moczygemba, Fire Representative; Larry Reed, Retired Fire Representative; Mary Alice Cisneros, Councilwoman                                                                                                                                                                                                   
Committee

Members

Absent:
 Justin Rodriguez, Councilman                                                                                                                        
Others 

Present:
A.C. Berry, Investment Analyst and Mr. Warren Schott, Executive Director/CIO. 

Approval of Minutes from March 24th, April 6th, & 7th, 2010
Mrs. Cisneros made the motion to approve the minutes of the March 24th, April 6th, and April 7th, 2010 Investment Committee Meetings. Mr. Moczygemba requested a minor correction to the March 24th minutes. Mr. Reed second the motion to approve the minutes as corrected.  Motion carried unanimously.   

Consulting Services Group (CSG)
Robert Longfield presented before the Committee on behalf of Consulting Services Group (CSG). CSG began the presentation with (Fund) performance measurement. CSG briefed the Committee on the Fund’s performance during its second quarter of the fiscal year (FY Q2-10) / first quarter of the calendar year (CY Q1-10). During that period, the Fund achieved a 2.4% return. The financial markets appreciated modestly on a market consensus of valuations trading closer to their true intrinsic value. The quarter’s positive 2.4% return comes off the 3.0% return realized in the prior quarter. Equities realized a return of 3.2% with the Fund’s domestic equities outperforming their international counterparts. International and domestic equities realized a positive return of 1.1% and 4.7%, respectively. The Fund’s fixed income allocation realized a positive return of 3.7%. The allocation’s trailing one-year performance is an impressive 24.1%. Leading all allocations for the quarter was the Fund’s Private Equity / Alternative allocation with a return of 5.7% during the quarter. With improvements in the financial markets, private equity managers have been more able to execute on their respective strategies. 
With regard to specific managers, the Committee discussed Goldman Sachs Asset Management. Goldman has been on Watchlist status since February of 2009. Though Goldman had realized measurable improvement since being placed on Watchlist, the Committee wanted to pursue another direction. Accordingly, Mr. Moczygemba made a motion to terminate Goldman Sachs Asset Management, the Fund’s Large-Cap Growth manager. Motion carried unanimously. After a brief discussion on where to deploy the 4.5% allocation, the Committee agreed to invest the proceeds passively in a Russell 1000 Growth index fund with the Pension Fund’s custodian, Northern Trust. Mr. Moczygemba made a motion to invest the proceeds in a Russell 1000 Growth index fund at Northern Trust. Motion carried unanimously. The Committee next discussed Valley Forge Asset Management’s (VFAM) underperformance since inception. The firm was funded in July 2009 and has not met expectations. CSG recommended that VFAM be asked to present before the Committee and explain their underperformance. Staff agreed to make arrangements to have VFAM present before the Committee soon. Additionally, CSG discussed Century Management and Artio Global’s underperformance. Both have underperformed (relative to their respective benchmarks) over the past 12 – 18 months. CSG agreed to continue monitoring each firm’s progress and discuss both at the next performance measurement presentation. CSG next discussed the Fund’s High Yield fixed income allocation in terms of index and manager performance. Spreads (over Treasuries) have narrowed considerably over the past twelve months which has resulted in historically high investment returns in the Fund’s high yield allocation. Worth noting was the fact that spreads in the Credit Suisse High Yield Index have narrowed to approximately 325 basis points (bps) at the end of February 2010 versus approximately 1400 bps at the end of November 2008. CSG stated that one could argue that now is the time to pare back on the Fund’s allocation in lieu of spreads rising again. One possible option is distressed debt. Currently, one of the existing high yield managers is bringing to market a distressed product to take advantage of opportunities they see over the horizon. CSG stated that distressed space is opportunistic and should be considered assuming the Fund has less than a 5% exposure to distressed investments. Staff agreed to explore hedge fund exposure, in addition to existing private equity commitments and report back to the Committee at the next meeting. CSG next commented on real estate and the allocation within the portfolio. Specifically, CSG was asked to address the Townsend Group’s real estate return projections of 8.5% - 9% over the next three years. CSG approximates real estate returns of 12% over the same time frame based on valuations driven down by the credit crisis. CSG stated that using Townsend’s return expectations, the Fund could deploy capital to alternative investment options which present a better risk/reward equation than real estate. Specifically, ‘select’ private equity and ‘real’ asset opportunities available to institutional investors. Both have attractive potential returns comparable to Townsend’s real estate return estimate, though on a lower risk scale. At this time, Mr. Moczygemba made a motion to rebalance $5MM from Declaration Management & Research to the Pension Fund’s cash account. Declaration is an enhanced cash manager which the Committee agreed to harvest (re-deploy) cash flows once available. Motion carried unanimously.       

With regard to the final piece of the Asset / Liability Study, CSG presented the Investment Criteria for the Fund’s search for an active private infrastructure manager and an active, long/short commodities manager. Both are suggested investments in the Proposed Portfolio submitted at the completion of the recent Asset / Liability Study. After a discussion on the investment criteria specific to the infrastructure search, Mr. Reed made a motion to approve the criteria and begin the search for an active private infrastructure manager. Motion carried unanimously. With regard to the search for an active, long/short commodities manager, the Committee opted to postpone discussion on the search and add it to the June meeting.   
Finally, CSG reviewed a handout on Emerging Markets. On a prior occasion, a request was forwarded to have CSG comment on the Pension Fund’s emerging market allocation. CSG reported that the Fund had approximately 12% exposure to emerging markets. From this, approximately 4% in equity exposure and 8% in fixed income exposure. With this level of exposure, the Pension Fund has a sufficient amount of exposure to emerging markets. The Committee agreed.
InCube Ventures 
Mir Imran, Andrew Farquharson, and Matt Harrison, presented to the Committee on behalf of InCube Ventures II. Mir and his team reviewed information in relation to Mir’s results to both InCube Labs and InCube Ventures II. Specifically, how Mir has generated a 4x multiple on investments made, how Mir has achieved 13 exits to date, and 80% of the InCube Ventures II will be invested in healthcare. InCube Ventures II intends on raising roughly $100MM, with $30MM raised to date. Terms of Ventures II are 2.5% management fee with a 20% carry above the 7% preferred return. After the presentation, the Committee agreed that the opportunity should be explored further through an outside private equity specialist who could conduct a thorough due diligence. Staff presented a list of firms who submitted an RFP for the Fund’s private equity consultant and were also willing to produce a due diligence report for a fee.  After a brief discussion on the various firms, Mr. Reed made a motion to hire Pacific Corporate Group (PCG) to conduct a due diligence report of InCube Ventures II. Motion carried unanimously. 
Western Technology Investment Advisors
Ron Swenson presented to the Committee on behalf of Western Technology Investment Advisors.  Ron briefed the Committee on a new fund offered by Westech Investment Advisors. San Antonio Fire & Police Pension Fund has a longstanding relationship with Westech and has invested in all five of their previous funds. Westech is a proven leader in the area of venture lending. Westech provides collateralized loans to technology companies which are already backed by significant venture capital organizations. Debt facilities are structured as short-term (24-48 months), full payoff loans amortizing monthly. The loans are collateralized by equipment and other assets, often including intellectual property and receivables. Mr. Reed made a motion to invest $10MM in the Venture Lending & Leasing VI. Motion carried unanimously. 

Real Estate Strategic Planning
Mr. Kevin Lynch, Jack Koch, and Seth Marcus presented to the Committee on behalf of the Townsend Group. Townsend discussed an implementation plan towards the Pension Fund’s new 12% real estate target. SAFP‘s Real Estate Investment Program is designed to participate in long-term equity real estate opportunities and to diversify the Fund’s overall investment portfolio. As of December 31, 2010, the (market value) allocation to real estate is 42.8% Core, 30.7% Enhanced, and 26.5% Opportunistic/High Return. Townsend then discussed the current real estate allocation and proposed allocation with its respective pacing schedule. The goal is to create a diversified real estate portfolio by allocating to both Core and Non-Core sectors that correspond to expected risk and return. The Core allocation will serve as the “keel in the water” and provide necessary diversification benefits to the portfolio. The Non-Core (Enhanced & High Return) allocation will allow SAFP to take advantage of tactical investments and provide the additional alpha necessary to meet the targeted return. Townsend pointed out that due to historically significant commitments to Enhanced funds, the portfolio will be overweight to the sector as managers call capital. Townsend proposed rebalancing the existing Core portfolio managers towards a best-in-class managers. At this time, Mr. Moczygemba made a motion to rescind the redemption request submitted to RREEF’s America REIT II. Motion carried unanimously. Towards meetings the Fund’s new target allocation of 12%, Townsend discussed its recommended allocations to Core and Non-Core. Specifically, 35% to Core and 65% to Non-Core (10% - Enhanced, 55% - High Return).  In meeting these targets, Townsend discussed a pacing schedule for commitments to Core best-in-class managers and Non-Core managers. Non-Core managers would have an emphasis on distressed opportunities in U.S. and developed markets and analyze targeted investments in growth opportunities. Towards this, Townsend discussed a recommendation forwarded to the Fund recently. Specifically, the Fortress Japan Opportunity Fund seeks to invest in distressed situation in Japan. Townsend was able to negotiate better terms for its clients who invest in the fund. After briefing the Committee on the opportunity, Mr. Moczygemba made a motion to invest $15MM in the Townsend discretionary allocation. This would increase Townsend’s allocation to $65MM from $40MM, with the ability to commit up to 1.5 times the allocation. Motion carried unanimously.      
First Eagle Investment Management
Staff covered the investment mandate for First Eagle Investment Management (FEIM). FEIM is one of the Fund’s international equity managers funded in March 2010. FEIM’s mandate permits them to invest in fixed income securities, commodities, precious metals, contracts for future delivery, structured notes, and derivatives on any of the aforementioned items. This is permissible in FEIM commingled fund (“First Eagle International Value Fund LP”) which the Pension Fund has a $25MM investment. Staff wanted to the make the Committee aware that FEIM could invest 100% in any one particular item as deemed appropriate by FEIM. Investors are able to set constraints which limits FEIM’s discretion, but only through a separate account investment. Staff agreed to monitor FEIM’s portfolio in managing the Pension Fund’s ACWI ex-US allocation. No further action was taken.       
Adjournment:

Mr. Moczygemba made the motion to adjourn the meeting.  

The Investment Committee adjourned at 1:21 P.M.

Approved this ____ day of _________________, 2010.





______________________________________

Bart Moczygemba, Investment Committee Chairman
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