Minutes
Investment Committee Meeting

Fire and Police Pension Fund, San Antonio

Wednesday, March 24, 2010

Pension Office – 9:00 a.m.

Roll Call:
Mr. Moczygemba called the meeting to order at 9:09 A.M.

Committee 

Members

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

Members

Absent:
 None                                                                                                                       
Others 

Present:
Don Wagoner, Fire Representative; Art Hall, Mayoral Designee; A.C. Berry, Investment Analyst and Mr. Warren Schott, Executive Director/CIO. 

Approval of Minutes from February 17th, 2010
Mr. Reed made the motion to approve the minutes of the February 17th, 2010 Investment Committee Meeting. Motion carried unanimously.   

Investment Opportunities
Lane Britain, Manager, Doug Evans, Manager, and Doug Angstrom, Angstrom Capital Advisors, LLC presented to the Committee on behalf of Falcon Energy. The presentation centered on the Falcon Energy & Exploration Opportunities Fund, L.P. The Fund seeks to invest in domestic upstream and midstream oil and gas assets to provide investors access to the lowest cost oil and natural gas reserves. The Fund aligns PetroCap and HCM Services, a Highland Capital affiliate, as co-owners of the General Partner. The relationship began in November 2007 through the formation of a joint venture to invest in direct oil and natural gas projects utilizing capital allocated by Highland founders. The Falcon team has performed due diligence on over 160 transactions with a total value of $2.6B. PetroCap has a track record of over 50% IRR since 1996. After the presentation the Committee discussed Falcon Energy and how it would fit into the Pension Fund’s Real Asset allocation. Collectively, the Committee agreed to monitor Falcon’s ongoing fundraising efforts. No other action was taken.
Staff presented a summation of InCube Ventures II to the Committee. DFJ InCube Ventures is a life science venture capital firm focused on investing in extraordinary innovations that solve unmet clinical needs for large patient populations.  The fund is built around Mir Imran, one of the leading healthcare innovators.  Under Mir’s leadership, DFJ InCube Ventures has access to ventures formed by InCube Labs – a multi-disciplinary research lab that has been a highly productive source of medical device companies.  Mir and InCube Labs have formed 20 companies over the past 25 years, creating a series of multi-billion dollar markets along the way.  In addition to Mir, proven healthcare entrepreneurs and investors Andrew Farquharson and Wayne Roe serve as managing partners of the fund. Staff noted that Ventures II has a target of $100MM while looking to raise $50MM locally in San Antonio. Ventures II has a 2.5% management fee, which is reduced after the 5th year. The term is 10 years, with an investment period of 3 to 5 years. The Committee expressed some interest in the opportunity and asked staff to gather more information on Ventures II. No other action was taken. 
Distressed Debt Funds
The Committee discussed various distressed debt opportunities available for investment. At the last Committee meeting, George Siguler discussed its latest fund, specifically the Siguler Guff Distressed Opportunities Fund IV (DOF IV). The Pension Fund has a long-standing relationship with Siguler Guff and realized an appreciable return on its investments. The presentation booklets were unavailable at the meeting so the Committee sought to defer its decision. Since then, the Pension Fund had been approached by additional (current) managers introducing new funds in the distressed space. Specifically, the GoldenTree Asset Management Distressed Debt Fund and the Huff Opportunity Fund I, LP. GoldenTree is one of the Pension Fund’s high yield managers while Huff has oversight on a private equity energy investment. After a brief discussion covering the investment structure, fees, and target returns for the various opportunities, Mr. Moczygemba made a motion to invest $10MM in the Siguler Guff Distressed Opportunities Fund IV. Motion carried unanimously. The Huff Opportunity Fund I, LP did not draw interest from the Committee and hence no action was taken. The Committee did agree to take up the GoldenTree opportunity at the May meeting when CSG will cover performance for the calendar-first quarter / fiscal-second quarter. No other action was taken. 
Wellington Trust Company, NA
Staff presented information to the Committee requested by the Board at its most recent meeting. In addition to the information requested, staff presented a snapshot of pertinent facts relating to the Fund’s emerging market debt investments so as to effectively evaluate Wellington’s Opportunistic Emerging Market Collective Debt Portfolio (Fund). Towards this, staff presented the following:

· As of calendar 2009 year-end, roughly 67% of the emerging market debt (EMD) investments were in U.S. dollar denominated debt. This number was a bi-product of staff exploring the multiple EMD investments with Ashmore Investment Management Limited and Wellington Trust Company, NA.
· The EMD landscape approximated roughly $1.779B as of December 31, 2009 with dollar-denominated debt comprising roughly 19% of the total outstanding debt. (locally denominated debt – 62%, emerging market corporate debt – 14%, Euro backed debt – 5%)

· Wellington has executed its Opportunistic strategy  in excess of three years and outperformed the JPMorgan EMBI Global Index by 778 basis points (bps) on a 1-year, 637 bps on a 3-year, and 628 bps gross of fees since inception (December 31, 2006). Wellington manages over $1.1B in Opportunistic mandates for 10 clients. A majority of the assets are in separately managed accounts. When compared to the Fund’s existing emerging market fund investment, the opportunistic EMD pool outperformed on an annualized return basis (12.8% to 10.5%) with less volatility (8.4% to 10.8%). This resulted in a higher Sharp (risk-adjusted) return of 40 bps (1.2 to 0.8). Though backward looking, staff felt it worthy of noting the portfolio’s risk statistics.

· Transition fees ranging from 25 - 40 bps would be born on roughly 50% of the Pension’s existing portfolio should it convert to the Opportunistic Debt Portfolio. This approximates $87K to $100k in transition costs, with Wellington stating the likely cost to be on the lower end of estimates. (Transition costs are impossible to avoid in any rebalancing the Pension Fund may pursue.) The Pension Fund was able to successfully negotiate management fees to a level pari passu with dollar-denominated or local currency-denominated EMD products. Staff briefed the Committee on some of the more reputable (peer) group management fees.         
In summarizing the facts, staff communicated its support for the Opportunistic Emerging Market Collective Debt Portfolio transition. An opportunistic investment permits the manager (Wellington) to decipher the risks/rewards attributes of dollar-denominated versus local currency-denominated EMD. This inherently neutralizes the tactical emphasis which presently exists in the Fund’s EMD allocation. Following the summary, the Committee agreed to forward the prior motion (made by Mr. Reed) to convert to Wellington’s Opportunistic Emerging Market Collective Debt Portfolio. No further action was taken.   
Securities Litigation Firms
At a prior meeting, the Committee wanted to explore adding another firm to partner with Bernstein Litowitz Berger & Grossman LLP (BLBG). Several years ago, BLBG was nominated to monitor and recover losses caused by securities fraud and corporate governance abuses. Staff compiled a list of various firms operating in the same capacity as BLBG. The list covered the amount of staff attorneys, online access availability, and point of contact information. Legal provided an additional list presenting total settlement proceeds for 2008, the number of settlements, and average dollar amount per settlement. Staff noted that all firms, inclusive of BLBG, work at no cost to the Pension Fund. After a brief discussion on adding another firm with BLBG, Mr. Reed made a motion to interview Labaton Sucharow (Baron & Budd), Berman DeValerio, and Trujillo Rodriguez & Richards. Interviews will be conducted at the June Investment Committee meeting. Motion carried unanimously.      
General Consultant’s Fee Proposal
Staff covered a proposal from the Fund’s general consultant, Consulting Services Group (CSG), to expand their advisory role into Real Assets. As a bi-product of the recent Asset/ Liability Study, the Pension Fund now has a dedicated target allocation of 5% towards Real Assets. Real Assets would include timber, commodities, and infrastructure. The Pension Fund has been actively invested in timber since the mid-90’s and now categorizes these investments in the Fund’s Real Assets allocation. CSG proposes expanding their advisory role, in conjunction with an increase to their management fee. The ‘proposed’ rate ($225k/annually) approximates 1bp of the Pension Fund’s total assets. After a short discussion, Mr. Reed made a motion to adopt the proposal which expands CSG’s responsibilities and management fee. The motion carried unanimously.     
Commodities / Infrastructure allocation

Staff brought up the final piece in completing the Asset/Liability Study. As suggested in the study, the Pension Fund established a new Real Asset allocation with a target allocation of 5%. With CSG now serving as advisor over the Fund’s Real Assets, the consensus was to have CSG update the Committee on its Real Asset breakdown. Specifically, what amounts to target (invest) in commodities and infrastructure and criteria to consider in beginning a search. Staff noted that CSG will be at the May meeting covering performance and can easily address both commodities and infrastructure. The Committee agreed to place it on the agenda at the May meeting. No further action was taken.   
Adjournment:

Mr. Moczygemba made the motion to adjourn the meeting.  

The Investment Committee adjourned at 11:45 A.M.

Approved this ____ day of _________________, 2010.





______________________________________

Bart Moczygemba, Investment Committee Chairman
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