Minutes
Investment Committee Meeting

Fire and Police Pension Fund, San Antonio

Tuesday, September 22, 2009
Pension Office – 9:00 a.m.

Roll Call:
Mr. Moczygemba called the meeting to order at 9:00 A.M.

Committee 

Members

Present:
Lieutenant Bart Moczygemba, Fire Representative; Captain Shawn Ury, Police Representative                                                                                                                                                                                                    
Committee

Members

Absent:
Justin Rodriguez, Councilman                                                                                                                   
Others 

Present:
Alex Perez, Retired Police Representative; Larry Reed, Retired Fire Representative; Don Wagoner, Fire Representative; Mary Alice Cisneros, Councilwoman; A.C. Berry, Investment Analyst and Mr. Warren Schott, Executive Director/CIO. 

Approval of Minutes from August 18, 2009
Capt. Ury made the motion to approve the minutes of the August 18, 2009 Investment Committee Meeting. Motion carried unanimously. 
Private Equity Consultant Search
The Committee reviewed a long list of respondents to the Fund’s Request for Proposal (RFP) approved at the Board’s June meeting. Staff produced a condensed report illustrating which firms responded, years operating as a private equity consultant, clients, staffing, regulatory action or investigation involving the firm, etc. The RFP, which was broadcasted in the Pension & Investments (P&I) publication, realized 21 responses for consideration. The Committee consensus was to align itself with a ‘specialized’ consulting firm possessing the skills necessary to accomplish the Fund’s long-term goals and strategic direction. After a brief discussion in which each trustee shared their takeaways on various firms, Mr. Moczygemba made a motion to interview Franklin Park Associates, Altius Associates, Cliffwater, PCG Asset Management, and the Stepstone Group. Motion carried unanimously. Each firm specializes in the alternative arena, some solely in private equity. 
Hedge Fund Consultant Search
Staff presented the final version of the Fund’s hedge fund RFP for the Committee to review. Previously, staff was given the task of constructing an HF RFP for distribution purposes. The Committee was comfortable in the context of the RFP. Staff will proceed in placing an ad for the position in the P&I publication.     
Investment Opportunity
Mr. Farrell Crane, Portfolio Manager, and Scott Gill, Head of Research, presented to the Committee on behalf of Orleans Capital Management. The group updated the Committee on the firm, strategy, and global energy demand. The Energy Opportunities Fund is a long-only, equity investment vehicle concentrated entirely in energy, incorporating a separately managed account structure. Equities are limited to U.S. listed securities (including ADRs). The Fund seeks to identify the best secular growth opportunities within the broad energy sector and make stock selections based on quantitative factors (earnings growth, valuation, and capital discipline) and qualitative factors (market share, competitive advantage, and management). Orleans briefed the Committee on a few supply challenges facing the industry. Specifically mentioned were aging giant oil fields, depletion/decline rates, deteriorating crude oil quality, and the global net export problem.  
Returns on the Fund through August 31, 2009 were as follows: YTD +43.02%, one year -36.65%, three year annualized 1.68%, five year annualized 15.47%, and seven year annualized 16.35%. No action was taken.

Silver Creek Capital Management, LLC

Staff informed the Committee that Silver Creek has released its restructuring plan. The Fund was provided with an election form with an option summary. The summary presented anticipated questions investors in the current funds may have. The summary covered anticipated orderly winding down of the current funds and distribution of the Fund proceeds to investors (Liquidity option) as well as the option to exchange interests in the Fund for an interest in a new fund that will remain invested in the current fund’s portfolio (Continuation option). Since SAFP had already made a motion to redeem in March of 2009, staff will complete the necessary paperwork towards the ‘Liquidity option’. The Committee concurred.  
HBK Capital Management, LLC

Staff informed the Committee that HBK has also created a restructuring plan to address investor concerns about the gate and redemptions, provide attractive vehicles for continuing investors and capital, and offer accelerated liquidity to redeeming investors while protecting remaining investors. HBK is offering investors three options based on their structural preferences: remain in the Existing Fund, exchange into the New Fund, and exchange into the Liquidating Fund. After discussing various facts in relation to each option, Mr. Ury made a motion to opt for the New Fund. The New Fund reduces the management fee by 50 basis points (bps), is subject to an initial lock-up period until June 30, 2010, and creates a one-time side pocket of ~20% of investor’s current capital into a side pocket. Motion passed unanimously.

Securities Litigation
Staff alerted the Committee to a potential securities fraud class action arising out of a spin-off of Tronox Incorporated in 2006. The potential action arises out of false statements made by Kerr-McGee regarding the adequacy of Tronox’s reserves for its environmental liabilities. Recent revelations revolving around the Tronox’s reserves caused the Fund to suffer a loss of approximating $291K from purchases of Tronox bonds. Staff informed the Committee that the Fund’s interests will be represented in the class action without pursuing lead plaintiff status. Accordingly, no action was required on the matter.   
International Equity Search

The Committee reviewed the criteria which will be used in expanding the Fund’s international allocation. The Fund is looking to invest $50MM in an active international equity manager whose style will be compared to the Morgan Stanley - All Country World Index excluding United States (MSCI ACWI ex-US) benchmark and a peer group of international managers. After a short review of the criteria which will be used by the Fund’s consultant (CSG), Mr. Moczygemba made a motion to accept the criteria for the search. Motion passed unanimously. Following that, the Committee reviewed the international equity timeline. Mr. Ury made a motion to accept the timeline. Motion passed unanimously. 

Absolute Return Benchmark Discussion

Robert Longfield of Consulting Services Group (CSG) discussed the absolute return strategy mandate proposed by the fund’s large cap value manager C.S. McKee. C.S. McKee was the second manager to respond positively with regards to accepting a total return mandate. C.S. McKee’s acceptance of the mandate would be based the ability to exercise certain investments not presently permitted within its (current) large cap value mandate. CSG addressed each of the six investments individually with regards to both upside and downside risks. The Committee opted to bring in another firm which has an absolute return product as a means of gauging the request by C.S. McKee. The Committee will hear the presentation in the next few months. Mr. Ury departed the meeting at 10:45AM.     
Portfolio Risk Budgeting
Discussion of this topic was tabled until the October meeting. 
Commonwealth Advisors, Inc.

Walter Morales, Portfolio Manager and Tayler Schulte, Investor Relations, presented to the Committee on behalf of Commonwealth Advisors, Inc. Walter began the presentation by briefing the Committee on an investment in a collateralized debt obligation (CDO) with roughly 270 underlying mortgage bonds. Commonwealth acquired the bond with the intent of breaking the CDO up into its underlying mortgage bonds. Walter stated that the breakup would enhance liquidity and perhaps be able to take advantage of improving fundamentals within the mortgage markets. The underlying bonds are comprised of seasoned bonds with an average payment history of 60 months. Walter also discussed the difference between ‘liquidity values’ and ‘fair market values’ in the mortgage markets. The gap between the two has widened substantially. The Committee agreed that Commonwealth has not met expectations envisioned at the onset of the relationship. No action was taken.   

Adjournment:

Mr. Moczygemba made the motion to adjourn the meeting.  

The Investment Committee adjourned at 12:30 P.M.

Approved this ____ day of _________________, 2009.





______________________________________

Bart Moczygemba, Investment Committee Chairman
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