Minutes
Investment Committee Meeting

Fire and Police Pension Fund, San Antonio

Tuesday, August 18, 2009
Pension Office – 9:31 a.m.

Roll Call:
Mr. Moczygemba called the meeting to order at 9:31 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; and Mr. Warren Schott, Executive Director/CIO. 

Approval of Minutes from July 24, 2009
Capt. Ury made the motion to approve the minutes of the July 24, 2009 Investment Committee Meeting. Motion carried unanimously 
Legacy Partners – Funds I & III Update
John Faust and Barry DiRimando presented. Mr. DiRimando discussed the current conditions in their market. Rents are off 30%-50% from where they were 18 months ago and are disproportionately down, factoring in vacancies. Vacancies are up to the high teens but not as bad as in past recessions.  The bottom has not been reached. Valuations are off 50% if forced to sell today. One indicator, port activity, is down 25% and is not expected to start to recover until 2013 or 2014. Leases are written with shorter terms so that low rents aren’t locked in for long periods of time. When valuing the portfolio, rents are projected to be way down. Property values in Fund I are written down by 5% and by 11% in Fund III. These write downs are mark-to-model based largely on discounted cash flows at 9.5%. Valuations would be much worse if assets had to be sold today. Regarding 3 assets in Fund III, the lending banks are in trouble. Mr. DiRimando was uncertain in the lending banks capacity to fund future obligations. Interest rates are unusually low which is helping cash flow. Banks are extending loans which also help. LIBOR is so low that it is masking a lot of the problems. If rates go up, some assets will have negative cash flow. With regard to Fund III, it is still too early to start buying. The only thing bought since March, 2008 is their own debt in order to reduce debt burden. Fund III is using a 25% required rate of return to determine present values of acceptable projects. Funds I and III are not under pressure from time constraints since they are early in their lives. Expectations are that we should receive our investment back with a little return in Fund I and Fund III. Those expectations are based on the assumption that the markets will bounce back before the end of the term of the Funds. Most of the assets are still cash flowing so the debt service is still covered. There is one development property in Fund III. The Fund only owns 25% of the asset. AIG owns the rest. There is one development project in Fund I, and there is also a 75% equity partner.
Absolute Return Benchmark Discussion - Century Management and C.S. McKee

Greg Melvin with CS McKee. Proposed using options, in particular, covered calls, to enhance return. Call premiums are currently 6% for the calls at 7.5%. This is something they are very comfortable doing with their own money. The risk is that the Pension Fund would have to give up the upside return if the return is higher than the strike price. They would still get to keep the premium. The market is paying for high volatility which is what they are capitalizing on. If the market goes down, the 6% premium offsets part of the loss.  A guaranteed 8% is not attainable. All this is done to reduce risk. The second part of the strategy is selling some of the stocks in the portfolio and buying range notes yielding 7.5%, 8% or 8.5%.  Range notes are issued by FNMA and FHLMC and pay 7.5% when LIBOR isn’t over 7.5%. The main risk with range notes is liquidity. There is no good secondary market. Their suggestion is to put up to 30% of portfolio in range notes. C S McKee would also suggest selling puts on stocks we’ve sold. There would be no fee structure difference. In order to implement the strategy we might have to change our investment policy statement. 
Scott Van den Berg and Dave Woytek with Century. Century considers an 8% return to be reasonable because the worst 10 year period return is 8.5%. The only additional request would be to allow them to buy treasuries or corporate bonds instead of holding cash when they feel it is appropriate. They have averaged 10.5% on bond investments in other individual accounts. Over time they expect that it will add between 1-2% to total return. They would like to be allowed to invest up to 20-25% in US Treasuries and possibly some corporates, but would usually be only 5-15% weighted toward bonds. Recently performance has been worse than usual, so they have changed some internal procedures to keep from repeating the same mistakes. Cash is barely covering the cost of management currently and bonds look attractive when they yield 3-4% real return. Their opinion is stocks are currently fairly valued.
Discussion on CS McKee – The Board needs to become familiar with range notes. We would be trading some of the upside for downside protection. CSG is asked to give more information on range notes at the September meeting. Mr. Moczygemba motioned that Century be allowed to go into fixed income according to their strategy. The motion passed unanimously. The Board wants to find out more about C S McKee’s strategy before taking any action. Staff will check into the investment policy to see if it allows these types of investments. 
CSG – Performance Measurement and Watchlist Review
Managers performed well on a relative basis with a few exceptions. 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 third quarter of the fiscal year (FY Q3-09) /second quarter of the calendar year (CY Q2-09). During that period, the Fund achieved an 8.6% return. Major markets improved as the Fund’s equity allocation (both international and domestic) realized a 21.3% return during the period. Domestic equities were up 18.3% while the Fund’s international equity allocation was up 27.9%. On a trailing twelve-month basis, the Fund did experience a loss of -32.8% in its real estate allocation and -19.8% in its alternative allocation. 
Mr. Ury motioned to move $50 MM from cash to international equities, and place it with Northern Trust MSCI All Country World Ex-US (ACWI ex-US) index fund. Motion was approved unanimously.
Portfolio Risk Budgeting
Discussion of this topic was tabled until the September meeting. 

Adjournment:

Mr. Ury made the motion to adjourn the meeting.  

The Investment Committee adjourned at 11:50 A.M.

Approved this ____ day of _________________, 2009.





______________________________________

Bart Moczygemba, Investment Committee Chairman
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