AGENDA
BOARD OF FIRE AND POLICE PENSION
COMMISSIONERS
October 2, 2014
8:35 a.m. or immediately following the Benefits Committee
Los Angeles Times Building
202 W. First Street, Suite 500
Los Angeles, CA 90012
Commissioner Diannitto will participate telephonically from
4612 El Reposo Drive, Los Angeles, CA 90065
An opportunity for the public to address the Board or Committee about any item on today’s agenda for which there has been no previous
opportunity for public comment will be provided before or during consideration of the item. Members of the public who wish to speak on any
item on today’s agenda are requested to complete a speaker card for each item they wish to address, and present the completed card(s) to
the commission executive assistant. Speaker cards are available at the commission executive assistant’s desk.
In compliance with Government Code Section 54957.5, non-exempt writings that are distributed to a majority or all of the Board or
applicable Committee of the Board in advance of their meetings may be viewed at the office of the Los Angeles Fire and Police Pension
System (LAFPP), located at 360 East 2nd Street, 4th Floor, Los Angeles, California 90012, or by clicking on LAFPP’s website at
www.lafpp.com, or at the scheduled meeting. Non-exempt writings that are distributed to the Board or Committee at a scheduled meeting
may be viewed at that meeting. In addition, if you would like a copy of any record related to an item on the agenda, please contact the
commission executive assistant, at (213) 978-4555 or by e-mail at barbara.nobregas@lafpp.com.
Sign language interpreters, communication access real-time transcription, assistive listening devices, or other auxiliary aids and/or services
may be provided upon request. To ensure availability, you are advised to make your request at least 72 hours prior to the meeting you wish
to attend. Due to difficulties in securing sign language interpreters, five or more business days notice is strongly recommended. For
additional information, please contact the Department of Fire and Police Pensions, (213) 978-4545 voice or (213) 978-4455 TDD.

A.

COMMITTEE REPORTS
1. PERIODIC REVIEW OF GOVERNANCE MANUAL POLICY SECTIONS 9.0, 10.0
AND 13.0 AND POSSIBLE BOARD ACTION
2. CITY MANAGEMENT AUDIT RECOMMENDATIONS ASSIGNED TO THE
GOVERNANCE COMMITTEE AND POSSIBLE BOARD ACTION

B.

ITEMS FOR BOARD ACTION
1. CONSIDERATION OF ASSUMPTIONS FOR THE JUNE 30, 2014 RETIREE HEALTH
ACTUARIAL VALUATION AND POSSIBLE BOARD ACTION
2. APPROVAL OF PROPOSED AMENDMENT TO BOARD RULE 10.0: ACTUARIAL
FUNDING POLICY

3. CHIEF INVESTMENT OFFICER'S QUARTERLY REPORT OF ASSET
ALLOCATION STATUS AND POSSIBLE BOARD ACTION
C.

REPORTS TO THE BOARD
1. PRESENTATION BY BRIDGEWATER ASSOCIATES, INC. TREASURY
INFLATION PROTECTED SECURITIES (TIPS) MANAGER
2. QUARTERLY PORTFOLIO PERFORMANCE REPORT BY RV KUHNS
3. REAL ESTATE PERFORMANCE REVIEW BY THE TOWNSEND GROUP
4. DISCUSSION OF INVESTMENT IN SAYBROOK CORPORATE OPPORTUNITY
FUND, L.P.
5. AFRICAN HOLDINGS IN THE FUND'S PORTFOLIO
6. REVIEW OF 2014 PRIVATE EQUITY AND COMMODITIES INVESTMENT
ACTIVITY BY PORTFOLIO ADVISORS, LLC
7. Has any Board Member made any expenditure to influence State legislative or
administrative action?
8. Miscellaneous correspondence from money managers, consultants, etc. – Received
and Filed.
9. General Manager’s Report
a. Benefits Actions approved by General Manager on September 18, 2014
b. Other business relating to Department operations
10. City Attorney’s Report

D.

COMMITTEE CALENDAR
1. Audit Committee – Last met: 06/05/14; next meeting: 10/16/14
2. Benefits Committee – Last met: 12/05/13; next meeting: 10/02/14
3. Governance Committee – Last met: 09/18/14; next meeting: Tentative on 12/18/14
4. Ad Hoc Emerging Investment Managers – Last met: 09/18/14; next meeting: TBD

E.

CONSIDERATION OF FUTURE AGENDA ITEMS

F.

GENERAL PUBLIC COMMENT ON MATTERS WITHIN THE BOARD’S
JURISDICTION
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G.

DISABILITY CASES
Alternative 2
Michael A. Johnson, Sergeant II. Sgt. Johnson will be represented by Thomas J.
Wicke, Esq. of Lewis, Marenstein, Wicke, Sherwin and Lee.

H.

CLOSED SESSION ITEMS FOR POSSIBLE BOARD ACTION
1. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54956.8 TO
CONFER WITH REAL PROPERTY NEGOTIATOR; Properties: 315 S. Hewitt Street
and 713 E. 3rd Street; Negotiators: David Weiner, Martin Cawley, Tom Lopez, Erika
Tiedge; Negotiating parties: Sentinel Real Estate Corporation and LAFPP; Under
negotiation: Instruction to negotiator will concern price
2. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54956.81
TO CONSIDER THE PURCHASE OF TWO (2) PARTICULAR, SPECIFIC
INVESTMENTS AND POSSIBLE BOARD ACTION
3. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54956.81
TO CONSIDER THE PURCHASE OF ONE (1) PARTICULAR, SPECIFIC
INVESTMENT AND POSSIBLE BOARD ACTION
4. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54956.9(a)
TO CONFER WITH, OR RECEIVE ADVICE FROM, LEGAL COUNSEL WITH
REGARD TO A CASE FILED UNDER SEAL PURSUANT TO THE CALIFORNIA
FALSE CLAIMS ACT
5. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54956.9(c)
TO CONFER WITH, OR RECEIVE ADVICE FROM, LEGAL COUNSEL WITH
REGARD TO POTENTIAL LEAD PLAINTIFF STATUS IN A CLASS ACTION
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DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: A.1

FROM:

Governance Committee
Sam Diannitto, Chair
Cielo Castro, Vice Chair Pro Tempore
Pedram Salimpour (Absent)
Belinda Vega
Robert von Voigt (Absent)

SUBJECT:

PERIODIC REVIEW OF GOVERNANCE MANUAL POLICY SECTIONS 9.0, 10.0,
AND POSSIBLE BOARD ACTION

RECOMMENDATION
That the Board:
1. Amend Board Governance Manual, Section 9.0 - General Manager Duties and
Responsibilities, to improve clarity and reflect current practices;
2. Amend Board Governance Manual, Section 10.0 - Board Education Policy, to improve
clarity and reflect current practices; and,
3. Amend Board Governance Manual, Section 13.0 - Monitoring and Reporting Policy to
improve clarity and reflect current practices.
DISCUSSION
The Board Governance Manual documents all Board governance policies and procedures. Each
policy calls for a periodic review, generally not to exceed three years. While five of the policies are
currently due for review, staff is presenting three Policy updates (Sections 9.0, 10.0 and 13.0) for
your consideration today. It is anticipated that the review of the remaining policies will be
presented to the Governance Committee on December 18, 2014. Attached are copies of each of
the policies with proposed changes highlighted in red or strikeout.
Section 9.0, Duties and Responsibilities - General Manager - Staff recommends the following
changes to improve clarity and reflect current practices:
• Section 9.5 (C) - Amend language to reflect that staff may purchase airfare for Board
members via TravelStore, the City’s contracted travel company. Purchasing airfare through
the TravelStore enables the City to directly pay for air travel, reducing the initial out-of-pocket
expense associated with Board-related travel.
• Section 9.9 - Amend language to clarify that the General Manager may nominate candidates
for the Distinguished Service Medal, and must vote to award the Medal per Governance
Policy, Section 18.0.

• Section 9.12 (D) - Add references to both the Business Plan and Strategic Plan based on the
recently revised planning process.
Section 10.0, Board Education Policy - Staff recommends the following amendments to improve
clarity and reflect current practices:
• Section 10.2 and (F) - Revise language from ‘strongly encouraged’ to ‘expected’ to better
align with the intent of the Expectation Section and revise description of actuarial funding
principals knowledge line item.
• Section 10.3, (A) and (C) - Revise language from ‘strongly encouraged’ to ‘expected’ to
better align with the intent of the Expectation Section, fix incorrect Section reference in 10.3
(A) and amend the number of educational conferences Board members are expected to
attend from three (3) to two (2) to reflect current policy (Board Operating Policies and
Procedures, Section 2.3, Continuing Education).
• Section 10.4 (C) - Remove the word ‘association’ to match with the corresponding Section
title in Sections 10.10 thru 10.13.
• Section 10.6 (A - L) - Reorganize the new Board member Orientation listing ordering.
• Section 10.9 (B) - Add reference to the annual Board Member Self-Assessment Policy that
was adopted by the Board in December 2013.
• Section 10.11 - Fix incorrect Appendix reference.
• Section 10.13 - Revise language to encourage Board members to impart knowledge learned
at conferences to other Board members.
• Appendix 1 - Board Reference Manual - Revise listing to reflect the current Board Reference
Manual structure.
Section 13.0, Monitoring and Reporting Policy - Staff recommends the following amendments and
additions to Appendix 1 - Routine Reports to improve clarity and reflect current reporting
practices:
• Report No. 1 Monthly Report (Revision) - Revise the description to include additional
sections of the report.
• Reports Nos. 2-4 - Eliminate abbreviations.
• Report No. 5 Proxy Voting - Document the practice of providing this report in the
Department’s Annual Report.
• Report No. 7 Private Equity (Addition) - Add to reflect current reporting practice.
• Report No. 8 Minority/Women/Disabled Veteran’s Broker Report (Revision) - Revise the
report name from ‘Managers’ Brokerage Usage’ to ‘Minority/Women/Disabled Veteran’s
Broker’ Report to reflect anticipated changes to reporting title.
• Report No. 9 Due Diligence (Revision) - Move report from the ‘Administration & Operations
Reports’ Section to the ‘Investment & Funding’ Section, revise the report frequency from
semi-annual to annual and change the ‘Presented by’ field to Chief Investment Officer.
• Report No. 10 Market Cessation (Addition) - Add to reflect current monthly reporting practice.
• Report No. 11 Portfolio Value & Asset Allocation (Addition) - Add to reflect current monthly
reporting practice.
• Report Nos. 16-18 Strategic and Business Plans (Additions & Revisions) - Clarify the
difference between the Business and Strategic plans based on the revised planning process.
• Report No. 21 Legal Affairs (Revision) - Change frequency from a quarterly to an Ad-hoc
basis to reflect current reporting practices.
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• Report No. 23 Contractor Disclosure Report (Addition) - Add to reflect current quarterly
reporting practice.
• Report No. 24 Annual Audit Plan (Addition) - Add to reflect current annual reporting practice.
• Report No. 25 Management Audit Report (Addition) - Add to reflect current reporting
practice.
• Report No. 28 Board Education Report (Revision) - Revise report name and change who
presents the report from the Chair of the Governance Committee to the General Manager
because Department staff tracks Board education and training.
• Report No. 29 City Attorney Evaluation (Addition) - Add to reflect current reporting
requirement per Policy Section 17.0.
• Report No. 30 Board Self Assessment (Addition) - Add to reflect current annual reporting
requirement per Policy Section 11.0.
In reviewing Section 13.0 Appendix 1, staff notes that the following four reports are not being
prepared on a regular basis: 1) Due Diligence Report (Report No. 9), Annual Governance Report
(Report No. 27); the Board Education Report (Report No. 28) and Board Self Assessment (Report
No. 30). Reports 9, 27, and 28 have not been prepared in the recent past but staff will be working
internally to prepare and refine these reports for Board presentation as soon as possible. For
Report No. 30, staff recently completed the Board Self Assessment process and will present
findings to the Board by December 2014.
On September 18, 2014, the Governance Committee considered these policy changes and
concurred with staff’s recommendations.
BUDGET
There is no budgetary impact.
POLICY
As recommended, the proposed Policy changes are consistent with and codifies current practices
and procedures.
This report was prepared by:

Stephanie Clements, Chief Management Analyst
Administrative Operations Division
RPD:WSR:SHC
Attachments:
Attachment I – Proposed Governance Policy Section 9.0 – Duties and Responsibilities –
General Manager
Attachment II – Proposed Governance Policy Section 10.0 – Board Education Policy
Attachment III – Proposed Governance Policy Section 13.0 – Monitoring and Reporting Policy
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9.0 - DUTIES AND RESPONSIBILITIES-GENERAL MANAGER
INTRODUCTION
9.1

Consistent with the City Charter, the General Manager will:
A.
B.

be appointed by the Board, subject to confirmation by the City Council and the
Mayor; [Section 1108 (b)] and
Administer the affairs of the Department as its Chief Administrative Officer.
[Section 509 (a)]

9.2

The General Manager is the executive ultimately responsible to the Board for the entire
operations of the System and is therefore expected to provide executive leadership for
the System in implementing the programs necessary to achieve its mission, goals and
objectives. It is understood, however, that the General Manager may not necessarily
administer the operations directly, but will ensure proper delegation of duties to staff in a
manner that maximizes the efficiency and effectiveness of the System;

9.3

The General Manager will support the Board and its committees in establishing policies
by identifying and analyzing issues requiring Board policy, and providing clear, wellsupported policy recommendations for their consideration.

9.4

The General Manager will be responsible for ensuring that all rules, regulations and
policies of the Board are properly implemented, with the exception of the General
Manager Performance Evaluation Policy and policies governing the conduct of the
Board, which are the responsibility of the Board itself.

GOVERNANCE
9.5

The General Manager will assist the Board in carrying out its governance role by:
A.
B.
C.

Recommending policies to ensure appropriate governance practices;
Coordinating fiduciary education;
Coordinating Board member travel arrangements, which may includeith the
exception of purchasing air travel via TravelStore.

9.6

The General Manager will serve as the Secretary to the Board in accordance with the
City Charter. [Section 504(a)]

9.7

The General Manager and President will confer to determine who shall act as
spokesperson for the System should the need arise, with the President having the
authority to make the final determination. The General Manager however may exercise
discretion to communicate on routine matters without consulting the President (e.g.
requests by the media for simple factual information).

9.8

The Administrative Code Section 4.1407(e)(3) requires the General Manager to serve on
the City’s Deferred Compensation Board effective July 1, 2008.
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9.9

The General Manager may nominate a candidate for award the Distinguished Service
Medal and must vote to award the Medal as stipulated in Section 18.0 of this Policy.

Investments
9.10

The General Manager will carry out all investment functions of the System including, but
not limited to:
A.
B.
C.
D.

E.

In consultation with the Chief Investment Officer and System consultants,
recommending investment policies and strategies to the Board;
Managing investment staff and external service providers in the implementation of
all policies and strategies;
Performing investment due diligence and monitoring;
Providing information to allow the Board to make a decision in regard to hiring,
renewing or terminating contracts for the general consultant, real estate consultant,
alternative investments manager and investment managers and other advisors.
Rebalancing the portfolio as required.

Benefit Administration and Operations
9.11

In accordance with the City Charter, the General Manager will:
A.

B.

C.
D.

9.12

Recommend to the Board prior to the beginning of each fiscal year an annual
departmental budget covering the anticipated revenues and expenditures of the
System, conforming so far as practical to the forms and dates provided in City
Charter, Article III in relation to the general City budget. [Section 509 (e)]
Expend the funds of the System in accordance with the provisions of the budget
appropriation or of appropriations made after adoption of the budget. [Section 509
(d)]
Certify all expenditures of the System to the Chief Accounting Officer. [Section 509
(f)]
File with the Board and the Mayor a written report on the work of the System on a
regular basis and as requested by the Mayor or the Board. [Section 509 (g)]

The General Manager will direct and oversee senior staff in the performance of all
administrative and operational activities of the System including, but not limited to:
A.

B.
C.
D.
E.

F.

In consultation with System consultants, where appropriate, developing and
recommending to the Board all policies necessary to ensure effective
administration of member benefits;
Managing administrative staff involved in the delivery of service to plan members
and in the operations of the System;
Overseeing actuarial valuations and audits;
In consultation with Board and System consultants, developing and recommending
to the Board an annual the annual Business Plan and triennial Strategic Plans;
Authorizing payments and, in conjunction with the President and City Attorney
executing agreements related to the administration of System and the appointment
of all service providers, consistent with the Departmental Budget and internal
controls of the System;
Ensuring effective and timely communications with members and stakeholders on
matters relating to the administration of System; and

Attachment I
G.

Co-ordinating and approving staff travel for education and due diligence purposes,
subject to the travel resolution that forms part of the annual budget.

Financial and Accounting
9.13

The General Manager will:
A.
B.
C.
D.

Oversee the preparation of the annual financial statements of the System;
Coordinate the annual financial audit and ensure appropriate responses to any
management letters or issues arising out of such audits;
Ensure necessary internal audits of the operations are performed as required; and
Ensure all necessary internal controls are in place to protect the assets of the
System and ensure all policies and procedures are followed.

Human Resources
9.14

In accordance with the City Charter, the General Manager will:
A.

B.

9.15

Appoint, discharge, suspend, or transfer the employees of the System, other than
the Secretary of the Board and the Chief Accounting Officer, all subject to the civil
service provisions of the Charter; [Section 509 (b)]
Issue instructions to employees, in the line of their duties, all subject to the civil
service provisions of the Charter. [Section 509 (c)]

The General Manager will ensure ongoing assessment of the human resource needs of
the System and the development of appropriate human resource programs and
procedures, as necessary, including an employee education program.

Legislation and Litigation
9.16

The General Manager will carry out the following duties with the assistance of legal
counsel:
A.
B.

C.
D.

Monitor trends regarding legislation that may have a significant impact on the
System;
Evaluate proposed legislation and in consultation and concurrence with the Board
President and Vice President determine that the legislation 1) does not materially
impact member benefits, System administration, nor defined benefit plan design;
and, 2) if there is a need to provide input to the City before the next regularly
scheduled Board Meeting. If both criteria are met, and upon approval of both the
Board President and Vice President, the General Manager may communicate
directly to the City Council through the Chief Legislative Analyst. If both criteria are
not met, then the General Manager will report to the Board with a
recommendation(s). The City Council in turn will establish an official City position
on such legislation. All pending legislation that is determined by staff to have a
significant impact on the System will be brought to the attention of the Board;
(Amended 07/18/13)
Coordinate, with the City Attorney, all legal proceedings involving the System;
[Section 272]
Provide recommendations to the Board concerning settlements or other client
decisions in legal actions involving the System; [Section 272 (c)].
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Service Providers
9.17

The General Manager will:
A.

B.

C.

Cause all necessary due diligence to be undertaken in the appointment of service
providers and provide information to allow the Board to make a decision in regard
to hiring, renewing or terminating contracts for the general consultant, real estate
consultant, alternative investments manager and investment managers and other
advisors, and ensure sound recommendations are provided to the Board in
connection with the appointment or termination of service providers for which the
Board has retained appointing authority.
Appoint those service providers in accordance with Administrative Code Section
10.1.1 which provides authority for the General Manager to approve service
agreements for up to $20,000 for not more than a one-year period.
Regularly monitor the performance of all service providers and report regularly to
the Board on all such monitoring efforts.

MONITORING AND REPORTING
9.18

The General Manager will ensure that monitoring and control mechanisms are in place
to ensure that policies and procedures are properly implemented and that the operations
of the System are effective.

9.19

The General Manager will provide the Board with relevant, appropriate and timely
information to enable it to properly carry out its oversight responsibilities. Furthermore,
the General Manager will apprise the Board in a timely manner of all significant issues,
problems, or developments pertaining to the System, and provide recommended
courses of action as appropriate.

FOR SUMMARY OF BOARD DELEGATIONS TO THE GENERAL MANAGER SEE SECTION
3.0 – DUTIES AND RESPONSIBILITIES-BOARD OF COMMISSIONERS
OTHER
9.20

In accordance with the Charter, the General Manager will exercise any further powers in
the administration of the System as may be conferred upon him or her by the Board.
[Section 509 (h)]

HISTORY
9.21

These Duties and Responsibilities were adopted by the Board on June 8, 2006; Revised
10/21/10 and 05/19/11, 07/18/13.

REVIEW
9.22

The Board shall review these Duties and Responsibilities at least every three years.

9.23

The Board shall next review these Duties and Responsibilities by May 2014.
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10.0 - BOARD EDUCATION POLICY
BACKGROUND AND PURPOSE
10.1

The Board is charged with the sole and exclusive fiduciary responsibility for the assets of
the System, and is granted the sole and exclusive responsibility for administering the
System in a manner that will assure prompt delivery of benefits and related services to
members of the System.
The Board shall discharge its duties with respect to its system with the care, skill,
prudence, and diligence under the circumstances then prevailing that a prudent person
acting in a like capacity and familiar with these matters would use in the conduct of an
enterprise of a like character with like aims. This standard of sound pension
management imposes a continuing need for Board members and staff to build and
maintain their knowledge of pension and investment issues. Accordingly, this policy is
intended to guide the Board’s education efforts. [Section 1106(c)]

EXPECTATIONS OF BOARD MEMBERS
10.2

Throughout their terms on the Board, Board members are expected strongly encouraged
to develop their knowledge and understanding of a broad range of pension-related
issues including, but not limited to:
A.
B.
C.
D.
E.
F.

Fiduciary duty law
Pension and other relevant legislation (e.g. California Constitution and the Brown
Act)
Pension and disability benefits administration, funding, and liability
Health benefits administration, funding, and liability
Actuarial funding principals science
Institutional portfolio management:
1)
2)
3)
4)
5)

G.
10.3

Asset/liability management
Capital market theory (asset class characteristics)
Active and passive investment management
Investment performance measurement
Investment costs

The financial audit and internal control functions

Board members are also expected strongly encouraged to:
A.
B.
C.

Complete the in-house Board orientation program within 60 days of joining the
Board (see Sections 10.5-10.89.6-9.9 below).
Participate in all in-house education seminars or presentations delivered by either
staff or outside experts.
Attend at least two (2) three (3) approved educational conferences each year.
(Attendance shall not exceed a maximum of six (6) conferences each fiscal year.)
Conference agendas shall contain at least five hours of high quality educational
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content, as opposed to content geared towards marketing or the promotion of
investment management and related sponsors.
THE BOARD EDUCATION PROGRAM
10.4

The System’s Board education program will contain three key components:
A.
B.
C.

New Board member orientation
In-house training and education
Association cConferences (e.g. CALAPRS, NCPERS, SACRS, IFEBP, Wharton
School, etc.).

New Board Member Orientation
10.5

Staff will be responsible for designing and making available to each new Board member
a formal Board orientation program, using consultants where appropriate.

10.6

The specific contents of the Board orientation program will be determined by staff, but
will generally cover the following areas:
A.
B.

Role and expectations of Board members
Fiduciary duties of Board members, conflict of interest guidelines, open meeting
laws, Proposition 162, and other relevant law to be provided by the City Attorney
B.C. Ethics responsibilities
C.
D. Overview of organizational structure and the roles of staff, and key service
providers including the actuary, investment consultant, custodian, investment
managers, attorneys and auditors
E.
The disability application process
F.
Overview of member services
G. Board governance policies and practices
H.G. Benefit structure of the System, delivery, and Board authority
I.H. Health benefits program structure, delivery, and Board authority
J.I. Investment and funding policies of the System
K.• Structure of current investment program and portfolios
L.• Current asset allocation process
M.• Investment manager selection and due diligence process
N.J. Board governance policies and practices
O.K. Budget process
P.L. Audit processEthics responsibilities
10.7

In covering the above concepts with new Board members, it is expected that staff will
schedule in-house orientation sessions. The scheduling and duration of such sessions
should be determined with input from the Board member(s) in question. As a general
guide, it is expected that, in total, the orientation sessions will require at least two days to
complete.

10.8

As part of the orientation process, Board members will also be provided:
A.

A user friendly Board Reference Manual, the contents of which are to be
determined by staff (See Appendix 1 for sample contents).
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B.
C.
D.

A listing of recommended conferences to be attended during a Board member’s
first year on the Board.
Suggested reading material of an educational nature.
Other relevant information and documentation deemed appropriate by staff.

In-house Education and Training
10.9

The System views in-house education and training to be an essential element of an
effective Board education program. Accordingly,
A.

B.

Staff will schedule education sessions during Board or committee meetings so as
to coincide with key policy decisions on the Board’s agenda. To ensure that the
Board is able to make such policy decisions in an informed manner, the education
sessions will occur at least one meeting prior to the meeting at which the policy
decision is to be made. For example, if the Board is scheduled to make a decision
to invest in a new asset class, staff should schedule one or more education
sessions on the asset class in question at least one meeting prior to the meeting at
which the Board is to make its decision. These sessions may include a panel of
consultants as appropriate for the asset class to ensure that the Board receives a
balanced presentation.
Through the annual Board Member Self-Assessment Policy (Governance Policy,
Section 11.0) the Board will help identify appropriate subject areas for in-house
training for the following fiscal year.

A.
B.C. In addition to the above, staff will coordinate special education sessions throughout
the year on other topics of general interest and importance to the Board, and that
will enhance the Board’s ability to govern the System. It is expected that a
minimum of one special education session will be organized each year. When
possible, efforts should be made to coordinate educational training sessions with
other systems or CALAPRS.
C.D. Given the changing needs and time availability of Board members, staff is
expected to consult with the Board when scheduling in-house education sessions
so as to maximize the likelihood of full attendance. Notwithstanding this, it is the
responsibility of each Board member to make all reasonable efforts to attend all inhouse education sessions.
Conferences
10.10 The System believes that attending high quality conferences can also be of great value
to Board members in effectively carrying out their fiduciary duties by, for example,
exposing Board members to new issues and insights and enabling them to meet and
learn from their peers throughout the pension industry.
10.11 While many conferences may be beneficial, the Board has found that conferences
sponsored by industry associations (e.g. CALAPRS) or by academic institutions (e.g. the
Wharton School) are particularly effective (see Appendix 23 for a listing of sample
associations).
10.12 Staff is responsible for identifying high quality conferences and bringing them to the
attention of the Board. Individual Board members are also encouraged to bring quality
conferences to the attention of the Board.
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10.13 Upon returning from a conference, Board members are encouraged to share relevant
information with the Board, complete a conference evaluation form and submit it to the
General Manager to assist in the evaluation of conferences for future recommendation to
the Board. (see Appendix 3 - Conference Attendance Report) (Amended 07/18/13)
Involvement by Staff
10.14 An additional objective of the Board Education Policy is to establish over time a common
or shared understanding by the Board and staff of the major issues and concepts
involved in the governance and management of the System. Accordingly, the Board
expects that staff will, whenever practical, participate in all in-house Board education and
training.
REPORTING AND MONITORING
10.15 An annual report summarizing the various educational activities, including travel,
undertaken by the Board will be prepared by the General Manager and provided to the
Board.
HISTORY
10.16 This policy was adopted by the Board on June 8, 2006; Revised 10/21/10; Revised
7/18/13.
REVIEW
10.17 The Board will review this policy at least every three years to ensure that it continues to
effectively meet the needs of the Board.
10.18 The Board shall next review this policy by June 2013.
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APPENDIX 1 - BOARD REFERENCE MANUAL

Some suggested items for inclusion in the Board Reference Manual include:
a. Commissioners’ Contact Information
b. Current Committee Assignments
c. Ethics Information
d. LAFPP Organizational Chart
e. Summary of LAFPP Sections
f.

Disability Training Board Reports

g. Medical and Dental Training
h. Travel Flow Chart
i.

Travel and Education Policy

j.

LAFPP Annual Report

k. Budget: current fiscal year
l.

Business & Strategic Strategic Plans

m. Summary Plan Descriptions of Tier 5 and Tier 6
n. Background of Contractor’s Disclosure PolicyPension Reform
o. Fiduciary Responsibilities
p. Actuarially Speaking by Grant Boyken
q. Suggested Readings
q.r. iPad Usage Policy and User Guide

BOARD POLICY MANUAL
I. Board Governance Policies
II. Board Operating Policies and Procedures
III. Board Investment Policies
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APPENDIX 2 – RECOMMENDED ASSOCIATIONS

The following Industry Associations have been found to offer educational conferences that are
particularly useful for Board members:
a. CALAPRS - (California Association of Public Retirement Systems) http://www.calaprs.org
b. NCPERS - (National Conference on Public Employee Retirement Systems) (http://www.ncpers.org)
c. IFEBP - (International Foundation of Employee Benefit Plans) http://www.ifebp.org/
d. SACRS - (State Association of County Retirement Systems) http://www.sacrs.org

The following academic institutions also offer programs that may be particularly useful for Board
members:
•

The Wharton School at the University of Pennsylvania
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APPENDIX 3 - CONFERENCE ATTENDANCE REPORT
Board Member Name:

_______________________________________________

Name of Conference:

_______________________________________________

Date of Conference:

_______________________________________________

Location of Conference: _______________________________________________
Key Topics Covered:

_______________________________________________
_______________________________________________
_______________________________________________
_______________________________________________

Were there any ideas taught at the Conference that staff or the Board should consider?
_______________________________________________
_______________________________________________
_______________________________________________
Did you learn anything at the Conference that you wanted to share with the Board?
_______________________________________________
_______________________________________________
_______________________________________________
For each of the following statements, please select the response that best describes your opinion:
Strongly Disagree Agree
Disagree

Strongly
Agree

The conference sessions were mostly
informative, well presented and relevant.
The conference provided a good
opportunity to network with, and learn from,
industry peers.
The conference was well organized.
The conference represented good value.
I would recommend that fellow Board
members attend this conference in the
future
Additional Comments:

_______________________________________________
_______________________________________________

Signature:

_______________________________

____

Attachment III
Los Angeles Fire & Police Pension System

13.0 - MONITORING AND REPORTING POLICY
BACKGROUND AND PURPOSE
13.1

In keeping with the duty of the Board to oversee the activities and performance of the
System, the Board has established this Monitoring and Reporting Policy, which sets out
the Board’s expectations concerning the reports it is to receive on a regular basis.

PRINCIPLES AND ASSUMPTIONS
13.2

The Board should receive all appropriate information that is relevant to its duties and
responsibilities in a timely manner.

13.3

The system of reporting to the Board is a dynamic one, and often must change over time
to meet the changing needs of the Board. A process should be in place to help direct
and keep track of such changes.

13.4

To the extent practical, reports to the Board should be in written form. Verbal reports
should be accompanied by supporting documentation where feasible. The Commission
Executive Assistant will work with the General Manager to ensure this is completed.

GUIDELINES
13.5

The Board will be provided the routine reports outlined in Appendix 1 with a frequency
also set out therein. The Board may be provided other ad hoc reports as required.

13.6

Requests by Board members for additional routine reports and changes to existing
routine reports shall require Board approval and an amendment to Appendix 1 of this
policy.

HISTORY
13.7

The Board adopted this policy on June 8, 2006; Reviewed 10/21/10.

REVIEW
13.8

The Board will review this policy at least every three (3) years to ensure that it remains
relevant and appropriate.

13.9

The Board shall next review this policy by June 2013.
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APPENDIX 1 - ROUTINE REPORTS

Monthly Report
Report Name

Frequency

Presented
By

Description and Purpose of Report

1. Monthly Report

Monthly

General
Manager

Addresses a range of issues including, but
not limited to:

-

Summary of Investment
Performance

- Asset Allocation
- Market Cessation Listing
- Pensions and Administrative
Operations Division Activities

- Budget Compliance
- Contracts including Searches,
Expirations, and /Renewals

- Board Committee Assignments
- Status Report of Board Assignments to
Staff and the City Attorney.

Investment & Funding Reports
Report Name

Frequency

Presented
By

2. Investment

Quarterly

Investment Report on compliance with asset mix
General
policy and investment performance for the
Consultant total Fund, for each asset class, and by
investment manager. Provides analysis
based on return over various periods (3
months, 1 year, 5 year, etc.), and seeks to
identify sources of returns.

On an
Exception
Basis only

Chief
In the event that the investment managers
Investment are not investing plan assets in
compliance with their mandate, investment
OfficerIO
agreement, regulatory requirements and
System policy, the findings will be
summarized for the Board.

Annually in
the Budget

Chief
Evaluates the costs of the investment
Investment program.
OfficerIO

Performance

3. Investment
Manager
Compliance
Exception Report

4. Report on
Investment Costs

Description and Purpose of Report

Attachment III
Investment & Funding Reports (continued)
Report Name

Frequency

Presented
By

5. Proxy Voting

In the
Annually
report

Chief
Included in the Annual Report. Confirms
Investment compliance with the Board’s Proxy Voting
Policy, and summarizes how the System
OfficerIO
exercised its voting rights in public
companies. Specific reports available upon
request.

6. Real Estate

SemiAnnually

Real
Estate
Consultant

Provides overview of real estate portfolio
and performance.

7. Private Equity

Annually

Private
Equity
Consultant

Provides overview of private equity
portfolio and performance.

8. Manager’s

SemiAnnually

Chief
Status report on brokerage activity of each
Investment active large cap equity manager and the
Officer
percentage of trading with minority and
women owned brokerage firms.

9. Due Diligence

Annually

Chief
Summary of due diligence visits over a
Investment year period.
Officer

10. Market Cessation
Listing

Monthly

General
Manager

Listing included in the Monthly Report of
investment firms that shall have no direct
marketing contact with the Board and staff
during searches or three months prior to
the renewal of a contract with a firm
currently under contract.

11. Portfolio Value &

Monthly

General
Manager

Included in the Monthly Report

Annually

Actuary

Summarizes the results of the actuarial
valuation for the System, together with any
recommendations.

At least
every three
years

Asset
Allocation
Consultant

A study of the relationship between the
System’s assets and liabilities.

Brokerage Usage
Minority / & Women /
Disabled
Veteran’s
Broker
Report

Asset

Description and Purpose of Report

Allocation

7.12. Actuarial
Valuation

8.13. Asset Allocation
Study
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9.14. Actuarial
Experience study

10.15. Actuarial Audit

1

Every 3
years

Actuary

Reviews the appropriate long-term
economic assumptions such as investment
return and wage and price inflation, and
demographic assumptions such as
disability rates, mortality rates.

Every 5-7
years 1

Actuarial
Auditor

An independent review of the validity of
the analyses and methodologies used in
preparing the System’s actuarial valuation.

Unless the System has recently appointed, or is about to appoint, a new actuary at or about the time an
actuarial audit is scheduled to be performed.

Attachment III
Administration and Operations Reports
Report Name

Frequency

11.16. Strategic Plan: Every 3 years
Status Report

Semi-Annually

Presented
By

Description and Purpose of
Report

General
Manager

Summarizes the vision, mission, and
long term goals. status of each
initiative contained in the annual
strategic plan.

17. Business Plan

Annually

General
Manager

Annual listing of all of initiatives and
projects identified to achieve the
LAFPP vision, mission and long
term goals.

18. Business Plan:

Annually

General
Manager

Summarizes the status of each
initiative/project contained in the
annual business plan.

Annually

Chief
Accountant/
Auditor

Confirms that the financial
statements present fairly, in all
materials respects, the financial
status of the System, in accordance
with generally accepted accounting
principles.

13.20. Annual Report

Annually

Distributed

Reviews the operations and
activities of the System during the
last fiscal year. The financial
statements shall be part of the
annual report and indicate the
financial position of the System.

14.21. Legal Affairs

AsCity Attorney
requiredQuarterly

15. Due Diligence

At least semiannually

Performance Summary of recent due diligence
Measurement visits to service providers.
Consultant

16.22. Staff and

Quarterly

General
Manager

Summary of staff travel approved by
General Manager and cumulative
fiscal year summary of Board travel.

Quarterly

Departmental
Audit
Manager

Listing of all disclosures of monetary
contributions and/or other financial
benefits made directly/indirectly by
contractors.

Annually

Departmental
Audit
Manager

Listing of all audit activities for the
upcoming year.

Status Report

12.19. External
Financial Audit

Board Travel
Report

23. Contractor
Disclosure Report

24. Annual Audit Plan

An update on significant litigation,
potential litigation, and on changes
and potential changes to legislation
that would significantly affect the
System.
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Report Name

Frequency

Presented
By

Description and Purpose of
Report

25. Management

Every 5 Years

Departmental
Audit
Manager

Reports on the findings of the
management audit required by the
Mayor, Council and Controller per
City Charter.

Audit Report

Governance Reports
Report Name

Frequency Presented By

Description and Purpose of Report

17.26. General
Manager
Evaluation

Annually

Chair,
Governance
Committee

Summarizes the performance
assessment of the General Manager.

18.27. Annual

Annually

Chair,
Governance
Committee

A summary confirmation of compliance
with the governance policies of the
Board.

Annually

General
Summarizes the activities of the Board
ManagerChair, with respect to education.
Governance
Committee

Annually

General
Manager

Summarizes the performance
assessment of the City Attorney’s Office
made by the Board and staff.

Annually

General
Manager

Summarizes the performance
assessment of the Board made by the
Board. Due 1st Meeting in June.

Governance
Report

19.28. BoardTrustee
Education Report

29. City Attorney
Evaluation

30. Board Self
Assessment

DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: A.2

FROM:

Governance Committee
Sam Diannitto, Chair
Cielo Castro, Vice Chair Pro Tempore
Pedram Salimpour (Absent)
Belinda Vega
Robert von Voigt (Absent)

SUBJECT:

CITY MANAGEMENT AUDIT RECOMMENDATIONS ASSIGNED TO THE
GOVERNANCE COMMITTEE; AND POSSIBLE BOARD ACTION

RECOMMENDATIONS
That the Board:
1. Review the proposed status of the City Management Audit Recommendations assigned to
the Governance Committee;
2. Approve the status of the City Management Audit Recommendations and direct staff to
report back to the Governance Committee within 120 days with an updated status of the
outstanding items.
BACKGROUND
On March 12, 2014, the City Controller’s Office released the City Management Audit, also
referred to as the Hewitt EnnisKnupp (HEK) Management Audit Final Report of the Los Angeles
Fire and Police Pension Fund (Audit). On April 3, 2014, the Board assigned implementation of
HEK’s recommendations to the Board, staff, or standing committees. The Audit included a total
of 55 recommendations, of which two were referred to the Governance Committee. On
September 18, 2014 the Governance Committee reviewed the proposed status of the two
recommendations and recommended Board review as indicated above.
DISCUSSION
Staff recommends that the Board review staff’s proposed status and dispositions of the HEK
recommendations assigned to the Governance Committee. The two recommendations, each
related to policy, are described below. The status of each recommendation is indicated along
with staff input to provide clarification for the disposition of each HEK recommendation.

HEK Recommendation No. 1.2
Reconsider IFS 2f/02. The Board should review the Investment Policy Statement and (RVK)
contract for consistency and solidify vague requirements as noted in our Report.
Status: In Progress.
Staff input: The RVK contract renewal in March 2013 specified service requirements as
recommended by Independent Fiduciary Services (IFS). Revisions to correspond the investment
policies with the RVK contract, along with other revisions recommended by HEK, will be
forwarded to the Board on September 18, 2014. See supplemental report. These revisions
included a policy that was also recommended by IFS to establish a single date for reviewing the
entire investment policy manual instead of a section-by-section approach.
Estimated Completion Date: November 1, 2014
HEK Recommendation 1.3
Reconsider IFS 2g/04. The Board should work with the City Attorney to develop and
institutionalize, in advance, a process that will be invoked in the event a potential conflict of
interest arises.
Status: In Progress.
Staff input: Staff and the City Attorney’s office will thoroughly review existing policies, including
those implemented in response to the original IFS recommendation, and consider new policies as
necessary to ensure that the process appropriately handles conflicts of interest when they arise.
Estimated Completion Date: December 31, 2014

BUDGET
There is no budget impact associated with this report.

This report was prepared by:
James Yeung
Internal Auditor IV
Internal Audit Section
RPC:EJK:JY
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DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: A.2

FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

SUPPLEMENTAL REPORT REGARDING THE CITY MANAGEMENT AUDIT
RECOMMENDATIONS ASSIGNED TO THE GOVERNANCE COMMITTEE; AND
POSSIBLE BOARD ACTION

RECOMMENDATION
That the Board review and approve the proposed status of the City Management Audit
Recommendation No. 1.2 below as “Completed.”
BACKGROUND
This report is supplemental to the “City Management Audit Recommendations Assigned to the
Governance Committee; and Possible Board Action” and provides additional information on Board
actions taken on September 18, 2014 subsequent to the Governance Committee meeting on the
same date.
DISCUSSION
Revisions to correspond the investment policies with the RVK contract, along with other revisions
recommended by HEK, were forwarded and approved by the Board on September 18, 2014.
Staff recommends that the Board approve the status of Recommendation No. 1.2 as “completed.”
BUDGET
There is no budget impact associated with this report.

This report was prepared by:
James Yeung
Internal Auditor IV
Internal Audit Section
RPC:EJK:JY

DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: B.1

FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

CONSIDERATION OF ASSUMPTIONS FOR THE JUNE 30, 2014 RETIREE
HEALTH ACTUARIAL VALUATION AND POSSIBLE BOARD ACTION

RECOMMENDATION
That the Board adopt the retiree health assumptions for the June 30, 2014 Retiree Health Valuation
as recommended by The Segal Company (Segal).
DISCUSSION
Beginning with the June 30, 2007 valuation, Segal has recommended that the health care trend
assumptions used in the health valuation be reviewed annually. Every year Segal publishes a set of
health care trend assumptions based on the latest research and information available. Segal has
submitted their recommendations for LAFPP’s health care related actuarial assumptions in the
attached letter.
For the June 30, 2014 valuation, Segal for the first time has separated the medical trend rate
assumption for Medicare and non-Medicare plans. For this year, the recommended trend rates for
the two types of plans happen to be the same. However, in future years, Segal’s analysis may
result in separate trend rates for the two groups.
Segal’s recommended health care cost trend rate for the June 30, 2014 valuation has a first year
trend rate of 7.00% for the fiscal year (FY 2014-15), 6.75% for FY 2015-16, then grading down by
0.25% each year until an ultimate rate of 5.00% is reached after seven years (FY 2022 and later).
Fiscal Year
2013-2014
2014-2015
2015-2016
2016-2017
2017-2018
2018-2019
2019-2020
2020-2021
2021-2022
2022 and later

6/30/13
Valuation Trend
8.00%
7.50%
7.00%
6.50%
6.00%
5.50%
5.00%
5.00%
5.00%
5.00%

6/30/14 Valuation
Trend: Non-Medicare

6/30/14 Valuation
Trend: Medicare

7.00%
6.75%
6.50%
6.25%
6.00%
5.75%
5.50%
5.25%
5.00%

7.00%
6.75%
6.50%
6.25%
6.00%
5.75%
5.50%
5.25%
5.00%

The per capita costs assumption, which has been adjusted to reflect current medical and dental
plan premiums paid by LAFPP pensioners, has been reviewed by staff and found to be accurate.
Segal recommends that the Medicare Part B Premium and Dental Premium trend rates remain
unchanged at 5% for all years. Segal is recommending that the Fire Election rates for nonMedicare and Medicare plans be adjusted to reflect the proportion of members enrolled in each
available medical plan.
On July 15, 2011, the City Council adopted an ordinance to permanently freeze the health subsidies
and reimbursements of LAFPP members retiring or entering DROP on or after July 15, 2011 and for
those employees who did not opt to make an additional 2% contribution to vest future subsidy
increases. However, LAFPP received a Court Order indicating that the medical subsidies for these
members cannot be frozen. Based on staff’s direction, Segal will reflect the Court Order when
valuing the liabilities in the June 30, 2014 valuation. In addition, the Court Order does not address
the legality of the collection of the 2% contributions from members who had previously agreed to
pay the additional amount so that they would not be subject to the freeze in their medical subsidies.
Segal will therefore follow staff’s direction to assume that those contributions will continue to be
made by those members who opted-in until given further direction.
All other assumptions and methods will be consistent with those recommended in the June 30, 2010
to June 30, 2013 triennial experience study, which was adopted by the Board on July 17, 2014,
including the economic and demographic assumptions.
Segal has again noted the potential tax liability related to health care reform that possibly may need
to be reported in future valuations. (The Patient Protection and Affordable Care Act (PPACA) and
the Health Care and Education Reconciliation Act (HCERA) contain a provision that would impose a
40% excise tax on high-cost employer plans beginning in 2018.) Segal notes that a proposed
statement currently under review by the Governmental Accounting Standards Board (GASB) for
financial reporting purposes is expected to require the inclusion of the excise tax in the liability in the
future. The current exposure draft of the GASB statement would be effective for fiscal years
beginning after December 15, 2015. Based on Brown Armstrong’s (LAFPP’s external auditor)
continued advice, no adjustment to the net OPEB obligation will be made in the 2014 valuation.
However, a contingency footnote will be included in the financial statements without disclosing any
potential quantitative estimates or range of estimates.
Mr. Andy Yeung of The Segal Company will be present at today’s Board meeting.
BUDGET
If adopted, the recommended assumptions will be used in the June 30, 2014 valuation, which will
determine the City’s contribution rate for the 2015-16 Fiscal Year.
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POLICY
There are no policy changes as a result of this report.
This report was prepared by:
Robyn L. Wilder, Chief Benefits Analyst
Pensions Division
RPC:JS:RLW
Attachment: Segal Letter – Assumptions and Methods Recommended for the June 30, 2014
Retiree Health Actuarial Valuation
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DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: B.2

FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

APPROVAL OF PROPOSED AMENDMENT TO BOARD POLICY SECTION 10.0:
ACTUARIAL FUNDING POLICY

RECOMMENDATION
That the Board approve the proposed amendment to Board Policy Section 10.0: Actuarial Funding
Policy. (Attachment)
BACKGROUND
On July 17, 2014, the Board adopted the recommendation of The Segal Company (Segal) to
make an ad hoc adjustment to the asset-smoothing component of the Board’s actuarial funding
policy by combining the deferred investment gain and loss layers as determined in the 2013
valuation into a single six-year smoothing layer. At that meeting, staff indicated that they would
return to the Board with a recommendation to amend the actuarial funding policy to address when
such ad hoc adjustments may be considered in the future.
DISCUSSION
The proposed amendment states that upon receiving an appropriate analysis from LAFPP’s
actuary, such adjustments would be appropriate for consideration when the net deferred
investment gains or losses are relatively small (i.e., the actuarial and market values are very close
together), but the recognition of that net deferred amount is markedly non-level. Any such asset
re-smoothing adjustment would be made subject to the following conditions:
1. The net deferred investment gains or losses are unchanged as of the date of the
adjustment; and,
2. The period over which the net deferred investment gains and losses are fully recognized is
unchanged as of the date of the adjustment.
This type of adjustment is within model actuarial practice and is intended to reduce the volatility
associated with a markedly non-level pattern of deferred gain/loss recognition and result in both
more stable actuarial funded ratios and more level employer contribution rates. The City would still
be billed for the entire required contribution each year, just in a more level pattern.

BUDGET
No impact to the budget as recommended.
POLICY
The recommended amendments to Board Policy Section 10.0 have been approved by the City
Attorney as to form.
This report was prepared by:
Robyn L. Wilder, Chief Benefits Analyst
Pensions Division
RPC:JS:RLW
Attachment – Proposed amendment to Board Policy Section 10.0: Actuarial Funding Policy
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Attachment
Los Angeles Fire & Police Pension System

10.0 – ACTUARIAL FUNDING POLICY
This Actuarial Funding Policy supersedes any previous Actuarial Funding Policies. It is a
working document and may be modified as the Board deems necessary.
FUNDING POLICY GOALS
10.1

To achieve long-term full funding of the cost of benefits provided by the Los Angeles Fire
& Police Pension System (LAFPP);

10.2

To seek reasonable and equitable allocation of the cost of benefits over time;

10.3

To minimize volatility of the plan sponsors’ contribution to the extent reasonably
possible, while consistent with other policy goals; and,

10.4

To support the general public policy goals of accountability and transparency by being
clear as to both intent and effect, allowing for an assessment of how and when the plan
sponsors will meet the funding requirements of the plan.

FUNDING REQUIREMENT
10.5

LAFPP’s annual funding requirement is comprised of a payment of the cost attributed to
the current year of service (Normal Cost) and a payment on the Unfunded Actuarial
Accrued Liability (UAAL). The Normal Cost and the amount of the payment on UAAL
are determined by the following three components of this funding policy:
A) Actuarial Cost Method: The techniques to allocate the total present value of future
benefits to each year (Normal Cost), including all past years (Actuarial Accrued
Liability).
B) Asset Smoothing Method: The techniques that spread the recognition of investment
gains or losses over a period of time for the purposes of determining the Actuarial
Value of Assets used in the actuarial valuation process.
C) Amortization Policy: The decisions on how, in terms of duration and pattern, to
reduce the difference between the Actuarial Accrued Liability and the Actuarial Value
of Assets in a systematic manner.

ACTUARIAL COST METHOD
10.6

The actuarial cost method is the Entry Age Normal (EAN) method, with the Normal Cost
determined as a level percentage of payroll for each individual employee.

ASSET SMOOTHING METHOD
10.7

A) For investment gains/losses prior to July 1, 2008:

The investment gains or losses of each valuation period, as a result of comparing the
Market Value of assets at the end of the period with what the Market Value would
have been if the assumed rate of return on assets was realized during the period,
shall be recognized in a level amount over five (5) years in calculating the Actuarial
Value of Assets; and
B) For investment gains/losses after June 30, 2008:
The investment gains or losses of each valuation period, as a result of comparing the
Market Value of assets at the end of the period with what the Market Value would
have been if the assumed rate of return on assets was realized during the period,
shall be recognized in a level amount over seven (7) years in calculating the
Actuarial Value of Assets; and
10.8

The Actuarial Value of Assets as determined above shall be limited to within a corridor of
60%-140% of the Market Value of Assets.

10.8.1 This policy anticipates that future circumstances may warrant adjustments to change the
pattern of the recognition of the net deferred investment gains or losses after a period of
significant market change followed by a period of market correction. Such adjustments
would be considered by the Board upon receiving an appropriate analysis from LAFPP’s
actuary. Such adjustments would be appropriate for consideration when the net deferred
investment gains or losses are relatively small (i.e., the actuarial and market values are
very close together), but the recognition of that net deferred amount is markedly nonlevel. Any such adjustment would be made subject to the following conditions:
a) The net deferred investment gains or losses are unchanged as of the date of
the adjustment; and,

b) The period over which the net deferred investment gains and losses are fully
recognized is unchanged as of the date of the adjustment. (Section added
10/02/14)
AMORTIZATION POLICY
10.9

The Unfunded Actuarial Accrued Liability (UAAL), the difference between the Actuarial
Accrued Liability and the Actuarial Value of Assets, shall be amortized over various
periods of time, depending on how the unfunded liability arose.

10.10 For UAAL identified before the June 30, 2012 actuarial valuation:
A) The original UAAL bases for the Pension Plan:
Tier 1 (including all UAAL identified in subsequent valuations through June 30,
2011): 70 years in 1967 with 26 years remaining in the June 30, 2011 valuation, and;
Tier 2 (including all UAAL identified in subsequent valuations through June 30,
2008): 70 years in 1967 with 26 years remaining in the June 30, 2011 valuation, and;

Tier 5: 30 years in 2002 with 21 years remaining in the June 30, 2011 valuation.
B) The original UAAL bases for the Health plan (including all UAAL identified in
subsequent valuations through June 30, 2011 for the Health Plan):
All Tiers (except for Harbor Department): 30 years in 2006 with 25 years remaining in
the June 30, 2011 valuation; and;
Tier 5 (Harbor Department): 29 years in 2007 with 25 years remaining in the June
30, 2011 valuation.
C) Actuarial gains or losses (for the Pension Plan) shall be amortized over 15 years;
D) Changes in actuarial assumptions and cost methods (for the Pension Plan) shall be
amortized over 30 years;
E) Plan amendments, other than Early Retirement Incentives, (for the Pension Plan)
shall be amortized over 30 years;
F) Early Retirement Incentives (for the Pension Plan) shall be amortized over 30 years;
G) Actuarial funding surplus (an excess of Actuarial Value of Assets over Actuarial
Accrued Liability) (for the Pension Plan) shall be amortized over 15 years;
10.11 For UAAL indentified beginning from the June 30, 2012 valuation:
A) The original UAAL bases for the Pension Plan:
Tier 1 (including all UAAL identified in subsequent valuations through June 30,
2011): 70 years in 1967 with 25 years remaining in the June 30, 2012 valuation, and;
Tier 2 (including all UAAL identified in subsequent valuations through June 30,
2008): 70 years in 1967 with 25 years remaining in the June 30, 2012 valuation, and;
Tier 5: 30 years in 2002 with 20 years remaining in the June 30, 2012 valuation.
B) The original UAAL bases for the Health Plan (including all UAAL identified in
subsequent valuations through June 30, 2011 for the Health Plan):
All Tiers (except for Harbor Department): 30 years in 2006 with 24 years in the June
30, 2012 valuation; and;
Tier 5 (Harbor Department): 29 years in 2007 with 24 years remaining in the June
30, 2012 valuation.
C) Actuarial gains or losses shall be amortized over 20 years;
D) Changes in actuarial assumptions and cost methods shall be amortized over 25
years;

E) Plan amendments, other than Early Retirement Incentives, shall be amortized over
15 years;
F) Early Retirement Incentives shall be amortized over 5 years;
G) Actuarial funding surplus (an excess of Actuarial Value of Assets over Actuarial
Accrued Liability) shall be amortized over 30 years;
10.12 For all Tiers except for Tier 1, UAAL shall be amortized as a level percentage of payroll
so that the amortization amount in each year during the amortization period shall be
expected to be a level percentage of covered payroll, taking into consideration the
current assumptions for general payroll increase (Tier 1 UAAL shall be amortized as a
level dollar amount);
10.13 The UAAL amortization payment rate shall be calculated for Tiers 2, 3 and 4 by dividing
the amount required to amortize the UAAL for each of these Tiers by the total City sworn
covered payroll (excluding the Harbor Department sworn covered payroll);
10.14 The UAAL amortization payment rate shall be calculated for Tiers 5 and 6 by dividing the
amount required to amortize the UAAL for each of these Tiers by the total City sworn
covered payroll for these Tiers (excluding the Harbor Department sworn covered
payroll);
10.15 The UAAL amortization payment rate shall be calculated for Harbor Department
Members of Tiers 5 & 6 by dividing the amount required to amortize the UAAL for each
of these Tiers by the total Harbor sworn covered payroll for these Tiers (excluding
the City sworn covered payroll);
10.16 UAAL shall be amortized over multiple fixed layers for pension benefits;
10.17 UAAL shall be amortized over multiple fixed layers for health benefits, with any annual
changes in assumptions and plan elements (such as medical trend rate and annual
premium rates) considered similar to actuarial gains/losses and amortized accordingly.
10.18 Layers generated by various sources of UAAL shall be combined and/or restarted when:
A) The net result of amortization of all layers combined is an amortization credit which
would offset the Normal Cost; or
B) Other conditions arise such that the Board, upon the advice of its consulting actuary
considers that is appropriate to do so.
HISTORY
Adopted: 09/06/12; Amended – Listed after amended sections.

DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: B.3

FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

CHIEF INVESTMENT OFFICER’S QUARTERLY REPORT OF ASSET
ALLOCATION STATUS AND POSSIBLE BOARD ACTION

RECOMMENDATION
That the Board approve the actual asset allocation of the Fund and Staff’s plans for bringing asset
classes currently outside of their target allocation ranges back within their allocation ranges.

BACKGROUND
The Rebalancing Policy (Board Policies Sec 3.1.7) specifies that the Board will review and
affirmatively approve any allocations of Fund assets outside of their target ranges. It states:
Staff will monitor the portfolio’s asset allocation relative to the target allocations. If the actual
allocations fall within the defined ranges, no rebalancing will be required. If actual allocations to an
asset class, or within an asset class based on a target investment structure within a given asset
class, fall outside the predetermined range, Staff will implement a rebalancing back to the mid-point
between the end of the range that was exceeded and the target allocation. In no event will
rebalancing occur more frequently than every three months.

Staff will report all rebalancing activities to the Board on a quarterly basis at a minimum. In
circumstances where it is impractical to rebalance the portfolio for any market or portfolio-specific
reason, Staff shall assess the rebalancing options, notify the Board of the out of balance situation,
and report its recommendations to the Board. Staff shall seek approval from the Board to implement
rebalancing according to Staff’s recommended rebalancing plan in situations that involve leaving the
portfolio, or some portion of the portfolio out of balance for an extended period of time.
On October 17, 2013, the Board approved the current asset allocation:

Asset Class
Dom. Large Cap Equity
Small Cap Equity
Int'l Equity
Int'l Emerging Markets
Core Bonds

Target
Allocation
23.0%
6.0%
16.0%
5.0%
14.0%

Upper
Range
25.8%
7.3%
18.4%
6.4%
14.8%

Lower
Range
20.2%
4.7%
13.6%
3.6%
13.2%

(cont’d from previous page)
Asset Class
TIPS
High Yield Bonds
Unconstrained Fixed Income
Real Estate
REITS
Commodities-Energy
Private Equity
Cash Equivalents

Target
Allocation
5.0%
3.0%
2.0%
7.0%
3.0%
5.0%
10.0%
1.0%

Upper
Range
5.3%
3.4%
2.2%
8.0%
3.5%
6.2%
12.5%
4.0%

Lower
Range
4.7%
2.6%
1.8%
6.0%
2.5%
3.8%
7.5%
1.0%

Together with the General Consultant, RV Kuhns, and Staff, rebalancing range limits were
established.

DISCUSSION
Portfolio Status and Rebalancing
As of August 31, 2014, the Fund was within the target ranges for Small Cap Domestic Equity,
International Equity, International Emerging Markets, Unconstrained Fixed Income, Real Estate
(including REITS) and Private Equity (Attachment I). Core Bonds (including TIPS) and High Yield
Bonds were below target range due to the denominator effect as equities continued to rally since
November. Commodities were also below target range and will remain under allocated for
approximately nine to twelve months until the commodities program is fully implemented. As of
August 31st, Cash is slightly over allocated in order to fund the active public equity commodities,
public equity and real estate investments, as well as the pension roll. Domestic Core Equity
continued to remain over allocated as it is the main funding source for the derivative based
enhanced index commodities allocation and, to a lesser extent, a strong domestic equity market
rally since 2013. Attachment II illustrates the portfolio and allocation status of each asset class as
of August 31, 2014.
Recent Events
On June 5, 2014, the Board approved a U.S. fixed income direct hire emerging manager search
and a small/micro cap domestic equity direct hire emerging manager search. The Board also
interviewed five unconstrained fixed income managers and on June 19th selected Payden & Rygel
and Reams Asset Management. On July 2nd, the Board interviewed four commodities active
equity managers and selected Kleinwort Benson Investors and Mellon Capital Management.

CASH FLOW
The actual and projected cash flows (in millions) for this quarter and next quarter are summarized
on the following page.
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City Contributions
Member Contributions
Securities Lending
Investment Income
Earnings on Cash/Misc
Real Estate
Private Equity
DROP
Benefits & Admin Expense

July 1 - September 30, 2014
$
626.0
$
29.2
$
1.8
$
117.7
$
0.8
$
3.0
$
16.1
$
(22.0)
$
(264.0)

$
$
$
$
$
$
$
$
$

29.8
2.0
89.5
0.8
(7.0)
33.0
(8.9)
(256.0)

Net Cash Flow (est.)

$

$

(116.8)

508.6

October 1 - December 31, 2014

CURRENT EVENTS
1. Implementation of Commodity Allocation – 5% of the Fund is allocated to the Commodities
asset class. Of the 5% allocation, 1% is designated to private equity, 2% is designated to
passive public equity, 1% is designated to active public equity and 1% is designated to
derivative based strategies. A search is underway for derivative based enhanced index
commodity managers. Interviews are expected to be held during the first quarter of 2015.
2. Manager of Emerging Managers Search – On April 17, 2014, the Board allocated $100
million for direct investing in emerging managers. Searches are underway for both U.S.
fixed income direct hire emerging managers and small/micro cap domestic equity direct
hire emerging managers. Interviews are expected to be held during the first quarter of
2015.
This report was prepared by:

Tom Lopez
Chief Investment Officer
RPC:TL:ET:SL:MS
Attachment I – Portfolio Allocation Chart
Attachment II – Total Portfolio as of August 31, 2014
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Attachment I

Portfolio Allocation as of August 31, 2014

29.18%

35.00%

30.00%

20.2

16.85%

20.00%

25.8

16.15%

25.00%

18.4

20.2

17.9

0.00%

4.7

3.6

Core Equity (23%) Small Cap. Equity Int'l Equity (16%) Int'l Emerg. Mkts
(6%)
(5.0%)

3.4
2.6

Core Bonds
Iincluding TIPS)
(19.0%)

2.2
1.8
High Yield Bonds
(3%)

4.24%

1.97%

6.4

2.34%

5.00%

4.34%

7.3

12.5

8.5
7.5

6.2
3.8

4.0

1.00%

11.5

6.65%

10.00%

7.82%

13.6

9.47%

15.00%

1.0
Unconstrained
Fixed Income
(2.0%)

Cash (1.0%)

Total RE (Including
REITS) (10.0%)

Private Equity
(10.0%)

Commodities
Energy (5.0%)

Actual Allocation, Target Allocation in parenthesis
Over-allocated (Blue), Under-allocated (Red)

*Board approved ranges on 10/17/13

Attachment II

Portfolio as of August 31, 2014
EQUITIES
Alliance Capital (S&P 500 Index)
Alliance Capital (Russell 1000 Value Index)
Alliance Capital (Russell 1000 Growth Index)
Chicago Equity (Enh. Index-Core)
LA Capital (Enh. Index-Growth)
Research Affiliates (Enh. Index-Value)
Robeco (Value)
FIS (Mgr of Emerging Mgrs)
Core Equity Managers (23%)
Target Differential

STOCKS
2,397.7
197.6
917.6
401.8
275.6
524.1
564.9
182.9
5,462.2

BONDS
-

CASH
4.7
0.7
3.1
3.0
1.3
4.3
12.1
6.2
35.4

TOTAL
2,402.4
198.3
920.7
404.8
277.0
528.4
577.0
189.1
5,497.6

6.18%
603.7
512.4
100.9
1,217.0
0.65%

-

23.4
9.5
3.2
36.1

627.1
522.0
104.1
1,253.2

Brandes (Value)
Fisher (Core)
Blackrock (Core Passive)
Baille Gifford (Growth)
Boston Common (ESG)
del Rey Global (Value)
Northern Trust (Int'l Small Cap Index)
Int'l Equity Mgrs (16%)

932.5
456.4
720.2
551.4
29.3
29.4
228.8
2,947.9

-

78.8
4.7
1.0
6.5
0.8
1.1
1.5
94.4

1,011.3
461.0
721.2
557.9
30.1
30.5
230.3
3,042.3

0.15%
340.0
0.2
462.2
802.3
(0.66)%
10,429.5

-

9.1
0.6
5.3
15.0

349.0
0.7
467.5
817.3

-

180.9

10,610.4

-

0.4

0.4

Int'l Tax Reclaims

-

PRIVATE EQUITY
Abbott Capital
Hamilton Lane
PCA
Portfolio Advisors
Aldus Equity
Stepstone Group
TOTAL PRIVATE EQUITY MGRS (10%)
Target Differential

STOCKS / EQUITY / RE
105.4
24.0
92.8
716.0
372.0
163.5
1,473.7
(2.18)%

BONDS
-

CASH
-

TOTAL
105.4
24.0
92.8
716.0
372.0
163.5
1,473.7

ALLOC.

7.82%
(410.7)

29.18%
1,163.6

Frontier Capital Mgt (Growth)
Daruma (Value)
Attucks (Mgr of Emerging Mgrs)
Small Cap. Equity Mgrs (6%)
Target Differential

Target Differential
Harding Loevner
Principal Global Investors
Dimensional Fund Advisors
Int'l Emerg. Mkts Mgrs (5.0%)
Target Differential
TOTAL EQUITIES MGRS (50.0%)

ALLOC.

6.65%
122.6

REAL ESTATE
EII Capital Mgmt Global REIT
Principal Global REIT
Morgan Stanley U.S. REIT
Principal U.S. REIT
REIT Managers (3.0%)
Target Differential
REAL ESTATE COMMINGLED FUNDS SUMMARY
Total Pooled Funds
REAL ESTATE SEPARATE ACCT. SUMMARY BY MANAGER
Heitman
Sentinel
Real Estate Equity Mgrs
TOTAL REAL ESTATE (10%)
Target Differential

158.1
112.0
293.6
563.6
0.03%

-

6.3
0.3
0.1
1.4
8.1

164.4
112.3
0.1
295.0
571.7

791.8

-

-

791.8

-

8.1

168.8
251.6
420.4
1,784.0

-

0.6
-

-

0.6

167.9
20.4
188.3

-

38.4
453.4
139.3
51.8
86.0
29.4

38.4
453.4
139.3
51.8
86.0
29.4

-

798.3

798.3

-

0.0

0.0

168.8
251.6
420.4
1,775.9
(0.53)%

3.03%
6.4
4.20%

2.23%
9.47%
(100.4)

16.15%
27.4

4.34%
(124.8)
56.31%

COMMODITIES
Alliance (Commodities, Public Equity)
PA (Commodities, Private Equity)
(Commodities, Futures)
TOTAL COMMODITIES (5.0%)
Target Differential

167.3
20.4
187.7
(4.00)%

1.00%
(754.4)

CASH
HOUSE ACCOUNTS

FIXED INCOME
Northern Trust (Fixed Income Index)
Reams Asset Mgmt. (Opportunistic)
LM Capital (Opportunistic)
Loomis Sayles (Long Duration)
CA Comm. Mort. Fund
Bridgewater (TIPS)
Reams Asset Mgmt. (Passive TIPS)
Bridgewater Pure Alpha
Core Bond Mgrs (19.0%)
Target Differential

(2.15)%

629.3
647.1
340.9
618.9
1.7
343.0
473.4
62.0
3,116.3

2.0
33.4
1.6
22.2
0.4
59.6

631.3
680.4
342.5
641.1
1.7
343.0
473.8
62.0
3,175.9

MacKay Shields
High Yield Bond Mgrs (3.0%)
Target Differential
Reams Asset Mgmt. (Unconstrained)
Payden & Rygel (Unconstrained)
Unconstrained Fixed Income (2.0%)
Target Differential

2.5
2.5
(0.66)%
-

421.3
421.3

17.9
17.9

441.7
441.7

175.9
117.6
293.4

9.2
68.0
77.2

185.1
185.6
370.7

3,831.1

154.7

3,988.2

TOTAL FIXED INCOME MGRS (24.0%)
Subtotals & totals may not sum up exactly due to rounding.
Data is unaudited.
Dollars expressed in Millions

(0.03)%
2.5

16.85%
(404.4)

Tier 1 (Article 17)
Tier 2 (Article 18)
Tier 3 (Article 35)
Tier 4 (New)
Tier 5 (New)
Tier 6 (New)
CASH SUMMARY
Unallocated Cash Reserve (1%)
Target Differential
Transition

PRIVATE
EQUITY

STOCKS

Previous Month

188.3
1.00%
183.3

1,473.7
7.82%
1,444.7

% Change

2.76%

2.01%

COMMODITIES
ACTUAL ASSET MIX
Current Month

21.17%

3.24%
-

4.24%
609.9

TOTAL FUND

441.7
2.34%
(123.6)

1.97%
(6.2)

-

BONDS

REAL
ESTATE

CASH

TOTAL

10,431.9
55.36%
10,078.3

3,831.1
20.33%
3,488.6

1,775.9
9.42%
1,741.4

1,142.5
6.06%
1,583.4

18,843.4
100.00%
18,519.6

3.51%

9.82%

1.98%

-27.85%

1.75%

Note: City Pension Contribution of $624,974,315.00 received on 7/15/14

DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014

ITEM: C.4

FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

DISCUSSION OF INVESTMENT IN SAYBROOK CORPORATE OPPORTUNITY
FUND, L.P.

THIS REPORT IS PROVIDED TO THE BOARD FOR INFORMATIONAL PURPOSES.

BACKGROUND
On April 17, 2008, the Board approved a commitment of $5 million in Saybrook Corporate
Opportunity Fund (Saybrook COF). Saybrook COF is a $350 million distressed debt fund focusing
on lower middle market companies in the U.S. and Canada. The fund targets control or influential
ownership positions through the purchase of distressed debt or the injection of new capital.
Saybrook COF is part of the Board’s Specialized Manager Program through its prior private equity
consultant, StepStone. The fund is categorized as a Specialized Manager as it is headquartered
in Los Angeles and is a first-time fund with a target size of less than $500 million with significant
investments in California.

DISCUSSION
Key Terms of the Fund
Investment Term

5 years, investment period ended on Dec 31, 2012

Fund Term

10 years, the fund terminates in late 2017 with the option
for 2 one-year extensions with Limited Partner approval

Management Fee

Investment period: 2% per annum of aggregate capital
commitments of the Limited Partners
Post-Investment period: 1.75% per annum of net Funded
Capital Commitments of the Limited Partners

Carry / Preferred Return

20% / 8%

GP Commitment

2% of aggregate capital commitments of all Partners

Performance of the Fund as of March 31, 2014
Vintage
Yr

Capital
Commitment

Capital
Called

Total
Distributions

Total
Mgmt
Fees
Paid

Adjusted
Remaining
1
Value

Inception
to Date
Net IRR

Return
2
Multiple

2008

$5M

$4.814M

$3.412M

$565K

$3.390M

16.07%

1.41

1

Adjusted Remaining Value represents the Board’s capital account value as most recently reported by the
General Partner, plus subsequent contributions and distributions, if any, through 03/31/14.
2
Return Multiple: Multiple represented by Total Value (Distributions plus Adjusted Remaining Value) divided by
Total Contributions.

This report was prepared by:

Susan Liem
Investment Officer
RPC:TL:ET:SL
Attachment I – Letter to Board President Belinda M. Vega
Attachment II – Letter to LACERS Commissioner Elizabeth Greenwood
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DEPARTMENT OF FIRE AND POLICE PENSIONS
360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 978-4545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS
OCTOBER 2, 2014
FROM:

Raymond P. Ciranna, General Manager

SUBJECT:

AFRICAN HOLDINGS IN THE FUND’S PORTFOLIO

ITEM: C.5

THIS REPORT IS PROVIDED TO THE BOARD FOR INFORMATIONAL PURPOSES

BACKGROUND
At the September 3, 2014 Board meeting Commissioner Salimpour brought up the topic of the
Ebola outbreak and asked how much money the Fund had invested in Africa.
DISCUSSION
The current outbreak of Ebola is centered in the West African countries of Liberia, Sierra Leone,
Guinea and Nigeria. The Centers for Disease Control’s current estimate is approximately 3,000
cases in Liberia, 1,800 in Sierra Leone, 1,000 in Guinea and 20 in Nigeria with more than 2,800
deaths attributed to the virus.
The Fund’s investments in Africa are almost all in equities and in only two countries. We have
approximately $5 million invested in Nigeria and another $84 million in South Africa. The total
exposure of approximately $89 million is slightly less than half of one percent of the total fund.
Most of the exposure is through our international emerging markets stock managers. At this time
we will continue to monitor the situation, confer with RVK and report back to the Board as
necessary.
BUDGET
There is no budget impact associated with this report.

This report was prepared by:
Tom Lopez
Chief Investment Officer
RPC:TL

