Minutes
Investment Committee Meeting

Fire and Police Pension Fund, San Antonio

Wednesday, February 17, 2010

Pension Office – 9:00 a.m.

Roll Call:
Mr. Moczygemba called the meeting to order at 9:28 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:
Captain Shawn Ury, Police Representative; Don Wagoner, Fire Representative; Alex Perez, Retired Police Representative; Harry Griffin, Police Representative; A.C. Berry, Investment Analyst and Mr. Warren Schott, Executive Director/CIO. 

Approval of Minutes from January 20th, 2010
Mr. Reed made the motion to approve the minutes of the January 20th, 2010 Investment Committee Meeting. Motion carried unanimously.   

Investment Opportunity 
George Siguler presented to the Committee on behalf of Siguler Guff. The presentation centered around two new private equity fund offerings. Specifically, Distressed Opportunities Fund IV, LP (DOF IV) and Distressed Real Estate Opportunities Fund, LP (DREOF). George began the discussion by briefing the Committee on the Fund’s current investments with Siguler Guff (BRIC I, BRIC II, DOF I, DOF II & DOF III). The Pension Fund has realized appreciable returns throughout as illustrated below:


[image: image1.emf]DOF I DOF II DOF III BRIC I  BRIC II

Vintage year 2003 2005 2007 2006 2007

IRR 11.7% 11.8% 27.3% 9.4% -1.4%

Multiple 1.5 1.3 1.2 1.2 1.0


Aggregate returns (since inception – July 1994) to the Fund were 43.3% compared to the S&P 500’s performance of -6.4%. (Returns for the S&P 500 were calculated assuming the same drawdown schedule as was employed by the cumulative Siguler Guff products.) George stated that the environment presents attractive opportunities from a distressed investor perspective. Community banks are still suffering and the workout will still take time. During this period, opportunities should be plentiful for the distressed investor. Projected target returns for DOF IV are in the high-teens. First close for DOF IV was projected to be at the end of March. Due to the fact that handouts were inadvertently sent to a different location, the opportunity (DOF IV) will be taken up at the next Committee meeting. The Distressed Real Estate Opportunities Fund will be addressed at the May Committee meeting. During this presentation, quorum was achieved with the entrance of councilwoman Mary Alice Cisneros (9:11AM). No further action was taken. 
Capital Springs LLC was next on the agenda with staff discussing a recent site visit to their offices. Staff was able to coordinate a visit while attending a client conference and a (pre-funding, due diligence) international equity site visit. CapitalSpring LLC is raising capital for their new fund (FCP III), which seeks to raise $200MM. FCP II was a $25MM fund which also invested capital in outstanding operators/franchisees working under strong franchised brands. Capital Springs’ FCP III invests in a diversified portfolio seeking to provide its investors with high cash yields (exceeding 15%), capital gains, and non-correlated returns. FCP feels it operates in a vast opportunity set with little to no organized source of equity capital. CapitalSpring stated that trends in their market present attractive opportunities over the medium term based on 1) corporate activist spurring increased refranchising, 2) scarcity of debt financing, and 3) generational change in franchise ownership. Attractive as the opportunity may be, staff was quick to point out that the firm has limited realizations and Fund experience. Added to this, is the fact that FCP III’s size is three times larger than FCP II. Consequently, the Committee took no action on the opportunity and agreed to monitor Capital Springs progress.    

Wellington Trust Company, NA

Jim Valone, Portfolio Manager, and Tim Maul, Vice President, presented to the Committee on behalf of Wellington Management. The group updated the Committee on it’s investment in the Wellington Trust Company - Emerging Market Debt Fund. The product has outperformed its benchmark (JPMorgan EMBI+) on a year-to-date, 1-year, 3-year, and since-inception basis. Jim stated that the global economic recovery has begun and emerging markets are leading the way. Emerging markets have been more resilient due to counter-cyclical stimulus and a stable flow of capital. Relative to larger developed markets, emerging market’s profile look substantially stronger. After the update, the group discussed Wellington’s Opportunistic Emerging Market Debt Composite. The Opportunistic Composite product has characteristics similar to the Fund’s existing investment but with greater latitude towards local-denominated debt exposure, duration, and local debt exposure. In a continuation to the discussion later in the meeting, staff and CSG recommended the move from the current Emerging Market Debt fund to the Opportunistic Emerging Market Debt Composite. The Committee discussed the proposed move further with Mr. Reed making a motion to move from the current Emerging Market Debt Fund to the Opportunistic Emerging Market Debt Composite. Motion carried unanimously.    
Townsend Group
Mr. Kevin Lynch, Jack Koch, and Seth Marcus presented to the Committee on behalf of the Townsend Group. Townsend provided an opinion on the current San Antonio Fire & Police Pension Fund’s (SAFP) real estate allocation and portfolio modeling. SAFP established the Real Estate Investment Program to participate in long-term equity real estate opportunities and to diversify the Fund’s overall investment portfolio. As of September 30, 2009, the (market value) allocation to real estate is 42.4% Core, 32.9% Enhanced, and 24.7% Opportunistic/High Return. As of September 30, 2009, SAFP’s $122.1M Real Estate allocation generated a ‘gross’ return of -6.7% for the quarter, -43.46% for a one-year period, and -13.3% for the three-year period. Townsend stated global economic downturn has impacted all asset classes, real estate included. An acute de-leveraging is underway across the globe. Real estate, with various levels of leverage, has been impacted with weakening fundamentals and new debt difficult to obtain. Townsend expects additional depreciation to be driven primarily by income deterioration (thereby causing a decline in effective rents and increasing vacancy). To better understand market risk in conjunction with the Fund’s portfolio, Townsend provided an updated risk assessment of the Fund’s entire portfolio, fund by fund. The assessment ranks each investment into categories (one through four) with corresponding risk/return expectations. In aggregate, the Fund faired well with the exception of allocations to Colony Investors III, Square Mile Partners II, and Intercontinental Real Estate Investment Fund IV. All three were categorized as a Category 4 with diminished potential going forward. Townsend then discussed the current real estate allocation and the Pension Fund’s new target allocation. At the completion of the recent Asset Allocation Study, the model proposed increasing the real estate allocation to 12% from 8%. Townsend next covered cash flow projections provided by the Fund’s real estate managers. These projections show the current portfolio weighting (a/o 9/30/09) rising to 8.5% by 2012. Towards meetings the Fund’s new target allocation of 12%, Townsend discussed a two step implementation plan. Step one proposes rebalancing the existing Core portfolio and step two proposes investing $95MM over the net three years. The $95MM would be split 26%/74% Core/High Return. The Committee agreed to discuss the implementation plan in greater detail at another Investment Committee meeting. No further action was taken.      

Commonwealth Advisors
Walter Morales, Portfolio Manager presented to the Committee on behalf of Commonwealth Advisors, Inc. Commonwealth was asked to present before the Committee to explain the significant reduction in net asset valuation (NAV) in January of 2010. Walter mentioned that through November 2009, the primary security in the Core Fixed Income Fund was valued by a third party pricing service, Kroll Risk Consulting. In December of 2009, a second third-party valuation source was hired (Forge ABS) to value the security and to project the expected return to investors. Walter stated that their projections reinforced Commonwealth’s view that the portfolio is expected to produce an acceptable rate of return to investors. Forge’s valuation was much closer to a ‘liquidation value’ versus a ‘current value’. Commonwealth is of the opinion that the decision, though a difficult decision, was appropriate. Commonwealth felt the change in pricing services was appropriate to decrease the gap between where the securities in the fund can be sold and where they are being priced. Walter noted that Forge projects the investment balance will recover if the assets are not sold and the cash is harvested from the securities. Walter noted that effective March 31, 2010, Commonwealth will begin quarterly distributions of cash out of the fund. Commonwealth has enlisted the services of another third party to aid in liquidating the primary security in the fund. The Committee was displeased in how Commonwealth failed to execute its strategy as it initially stated. Commonwealth Advisors was placed on the Fund’s ‘Watchlist’ status at the November Committee meeting. The Committee requested that CSG explore a fee reduction in light of Commonwealth significantly underperforming expectations. No further action was taken.        
Consulting Services Group
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 first quarter of the fiscal year (FY Q1-10) / fourth quarter of the calendar year (CY Q4-09). During that period, the Fund achieved a 3.0% return. Markets continued to show improvement (though modest) off their already-low valuations attained during the fourth quarter of calendar year 2008. The quarter’s positive 3.0% return comes off the 8.6% return realized in the prior quarter. Equities realized a return of 4.5% with the Fund’s domestic equities leading the way. International and domestic equities realized a positive return of 3.4% and 5.2%, respectively. The Fund’s fixed income allocation continued to improve by realizing a positive 1.9% return. The allocation’s trailing one-year performance is 22.5%. Following equities and fixed income were the Fund’s Real Assets and Private Equity allocations with returns of 10.8% and 3.4%, respectively. With regard to the final piece of the Asset / Liability Study, staff asked CSG to comment on commodity long/short versus commodity long-only investments. CSG stated they have a “slight bias towards long/short” given what they see as a volatile scenario. The Committee asked CSG to gather some information in fulfilling the Asset Allocation Model. 
Adjournment:

Mr. Moczygemba made the motion to adjourn the meeting.  

The Investment Committee adjourned at 1:24 P.M.

Approved this ____ day of _________________, 2010.





______________________________________

Bart Moczygemba, Investment Committee Chairman
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		Vintage year		2003		2005		2007		2006		2007

		IRR		11.7%		11.8%		27.3%		9.4%		-1.4%

		Multiple		1.5		1.3		1.2		1.2		1.0
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