
MINUTES 

OF THE 

BOARD OF FIRE AND POLICE PENSION COMMISSIONERS 

AD'HOC COMMITTEE ON INVESTMENT MANAGERS MEETING
 
OF FEBRUARY 9, 2012
 

The Ad Hoc Committee on Investment Managers and members of the Board of Fire and Police Pension
 
Commissioners of the City of Los Angeles met in Room 800, 360 East Second Street, on Thursday,
 
February 9, 2012. 

COMMITTEE 
MEMBERS PRESENT: Wayne Moore, Chair 

Sam Diannitto 
Ruben Navarro 

COMMISSIONERS 
ABSENT: Raul Perez 

AD HOC COMMITTEE 
SUPPORT STAFF: Tom Lopez, Chief Investment Officer 

DEPARTMENT OF FIRE AND 
POLICE PENSIONS: Michael A. Perez, General Manager 

William Raggio, Assistant General Manager 
Joseph Salazar, Assistant General Manager 
Tom Lopez, Chief Investment Officer 
Barbara Nobregas, Commission Executive Assistant 

CITY ATTORNEY'S OFFICE: Marie McTeague, Deputy City Attorney 

Chair Moore called the meeting to order at 9:01 a.m. All of the Committee members were present at the 
start of the meeting. 

1.	 REVIEW OF THE MANAGER HIRING AND INVESTMENT PROCESS, AND DISCUSSION 
OF THE PURPOSE OF THE AD HOC COMMITTEE ON INVESTMENT MANAGERS AND 
POSSIBLE COMMITTEE ACTION 

Mr. Thomas Lopez, Chief Investment Officer, and Mr. Rick Rogers, Investment Officer II, 
Investments Division presented the report and answered the Committee's questions. 

Mr. Rogers referred the Committee to Attachment I of the report, Section 2.0 of the Investment 
Policy, and presented an overview of the Private Equity investment program, noting the role played 
by the Private Equity consultant, Portfolio Advisors, and Staff in the review of potential Private 
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Equity investments and the selection of Private Equity funds for investment if the funds meet 
specified criteria. Mr. Lopez noted that Portfolio Advisors would be presenting to the Board at the 
meeting ofMarch 15,2012 with a discussion of the Private Equity investment evaluation process. 

Mr. Rogers then referred the Committee to Attachment II of the report, Section 3.0 of the Investment 
Policy, and began a discussion of the Real Estate investment program. Mr. Rogers noted that the 
Real Estate investment program includes investments in three types of investment vehicles: Real 
Estate Investment Trusts (REITs), Real Estate funds, and Separate Account properties or 
Individually Managed Accounts (lMAs). 

Commissioner Diannitto asked why the affirmative vote of an elected employee member of the 
Board ("affirmative vote") was not required for investments in REITs while it was required for 
investments in !MAs and in Real Estate funds. Mr. Lopez responded that the requirement for the 
affirmative vote for investments in real property (lMAs) was a requirement of the current City 
Charter and is a reflection of concerns that the retirement boards not be unduly pressured into real 
estate transactions involving City properties. 

Mr. Lopez also advised that the previous City Charter had required an affirmative vote for an 
investment in an interest in real property, which the City Attorney had interpreted to apply to 
investments in Real Estate funds as well as investments in !MAs, and that with the introduction of 
the current City Charter the Board had amended the Board Governance Policy to continue the 
requirement for an affirmative vote for investments in Real Estate funds. 

Mr. Lopez further advised the issue of an affirmative vote had been discussed when REITs were 
being introduced to the Investment portfolio and at that time the City Attorney had informally 
advised the Board that REIT investments should be considered as investments in real estate 
operating companies, not in the underlying properties held and managed by the companies, and 
consequently the requirement for an affirmative vote did not apply. 

Commissioners Navarro and Moore requested that Staff proceed to a discussion of the report's final 
recommendation, which was to dissolve the Ad Hoc Committee on Investment Managers and in the 
future have all Investment topics heard by the full Board. 

Mr. Rogers stated that the Committee was created by the Board President to hear presentations by 
the International Small Cap Equity Managers and to make a recommendation to the Board, and that 
as the Committee has completed both of those tasks Staff believes that the Committee's work is done 
and it therefore should be dissolved. 

Mr. Rogers further stated that it was Staffs opinion that the Committee structure did not contribute 
to the efficient and effective management of the Investment program. Mr. Rogers advised that it was 
Staffs observation over many years that Investment Committees serve to prolong the consideration 
of Investment topics and to delay the implementation of Investment decisions, in that most Board 



Minutes of the Board of Fire and Police Pension Commissioners 
Ad Hoc Committee on Investment Managers 
February 9,2012 
Page 3 

members will attend Investment Committee meetings whether or not they are Committee members, 
and that when the topic comes before the full Board both the topic and the Committee 
recommendation are usually again discussed at length. 

Commissioner Navarro stated that he agreed with Staffs recommendation that all Investment topics 
come before the full Board, and that it was his recommendation that Staff always be requested to 
participate in the questioning of investment manager candidates during their presentations to the 
Board. Commissioner Diannitto stated his agreement with Commissioner Navarro. 

Mr. Rogers advised that an additional reason for Staffs recommendation was that the Committee 
structure could enable a few Board members to disproportionally influence the investment 
management process, and consequently for purposes of accountability and transparency, as well as 
efficiency, Staff believes the Investment program would be better served if investment topics were 
heard by the full Board. 

Commissioner Moore stated that he disagreed with Staffs recommendation, that he believes there is 
currently not enough Board involvement in the management of the Investment program, that there is 
not enough time in the course of a typical Board agenda to give Investment topics the attention they 
deserve, that the Board is responsible for the management of the System and the Investment 
program, and that he is uncomfortable voting on issues in which he believes there is inadequate 
oversight of the process and of the performance of the investment managers. 

Commissioner Navarro requested that information on underperforming managers be provided to the 
Board sooner and in greater detail. 

Commissioner Diannitto stated that in the past it took the Board nine years for the Board to fire one 
underperforming manager and that Staff had provided adequate information, but the Board had been 
reluctant to terminate the manager. 

General Manager Perez stated that the Pension System's quarterly Performance Measurement 
Reports are typically scheduled during investment-only Board meetings, in which the agenda 
contains only Investment topics and the Board can focus exclusively on the Investment program. 

General Manager Perez further stated that during the most recent audit of the Pension System the 
auditors reviewed the Board governance structure with the current Committee configuration, and had 
no issues with the Board hearing all Investment topics. 

Commissioner Moore stated it was his belief that greater Board involvement was needed in the 
manager selection process, in the manager review and Watch List process, and that adequate Board 
involvement was not possible during a once a quarter Board meeting. Commissioner Moore stated it 
was his belief that an Investment Committee was needed to assist with these tasks, and that the 
Committee should also be responsible for reviewing and updating the Investment Policy. 
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General Manger Perez stated that the annual review of the Investment Policy is a requirement of the 
City Charter, and that currently Staff and the Consultant are responsible for the review and update of 
the Policy. 

Commissioner Diannitto suggested revising the manager termination process so that the Board is 
completely removed from the process, and delegating to Staff the authority to terminate the contracts 
of underperforming investment managers. Commissioner Diannitto stated that when managers being 
considered for termination appear before the Board, the Board's decisions are often based on 
personal factors and not on the best interests of the Investment program. 

Commissioner Navarro noted that only three members of the four-member Committee were 
attending the meeting, and thus 25% of the Committee was missing the meeting, and that attendance 
is one of his concerns with having an Investment Committee. Commissioner Navarro stated that 
Board members need to block out sufficient time to enable them to attend scheduled meetings and to 
remain with the meeting for as long as the meeting lasted. 

Commissioner Moore stated that he views an Investment Committee as a resource for the Board, and 
that it would make recommendations to the Board, not decisions. Also, Commissioner Moore 
believes that it would give assurance to Board members to know that someone else in their position 
has reviewed Investment issues in greater detail before the issue is brought to the Board. 

Investment Officer Rogers noted that different Board members have different levels of experience 
and interest in Investment topics, but that it was Staff's belief that the Board should focus its 
attention on strategic issues, and not on the lower-level issues of manager hiring and firing. 
Mr. Rogers noted that studies have shown that 95% to 97% of investment returns are the result of 
asset allocation decisions, and that manager selection decisions comprise only 3% to 5% of 
investment returns. Consequently, Staff believes that the Board's time is better spent on high-level 
policy and strategic issues. 

Mr. Rogers discussed the Private Equity program, which until recently had required that all Private 
Equity funds being considered for investment had to first be presented to the full Board. Mr. Rogers 
noted that, over the many years of the program, more than 200 Private Equity funds had been 
presented to the full Board by the Advisors and Staff, and that in every case the Board had approved 
the investments in the funds. Consequently, as the Board had in every case approved the 
recommendations, the question is raised as to the value added to the process by the involvement of 
the Board, and the value of the time spent by the Board in hearing the fund presentations. 

Mr. Rogers noted that it was his understanding that in the institutional investor universe, it was only 
public pension plans in which Boards took an active role in the selection and termination of 
managers, and that the Boards of endowments, foundations and corporate plans typically delegated 
the manager decisions to the investment staff. Mr. Rogers advised that in recent years some large 
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public plans have started to move away from active Board involvement in manager selection, and 
cited CaIPERS, CalSTRS and LACERA as three plans which have adopted such policies. 

Commissioner Moore stated that he believed that additional Board member involvement m 
Investments was required. 

Commissioner Navarro asked if Commissioner Moore was opposed to the full Board being involved 
in the manager review process. 

Commissioner Diannitto asked Staff to review the manager review and Watch List process. 

Mr. Rogers advised that Section 8.0 of the Investment Policy addresses Manager Selection and 
Retention. The Watch List policy specifies that the performance of managers is reviewed as of the 
end of each calendar year, and those managers that have underperformed their benchmarks for the 
preceding year are placed on Watch. Mr. Rogers advised that manager termination decisions are 
based on longer periods of performance, typically at least a full business cycle, or three to five years. 
Thus a manager can remain on Watch for a number of years and not be recommended for 
termination. 

Commissioner Navarro asked when during the Watch List process is a manager brought in to present 
to the Board, as he believed that more Board attention should be paid to managers on the Watch List. 

Mr. Rogers advised that manager presentations to the Board, although part of the Watch List policy, 
are scheduled by the Chief Investment Officer, the General Manager and the Board President, and 
that the press of other Department business impacts the scheduling ofmanager presentations. 

Chief Investment Officer Lopez stated that Staff had no objection to bringing Watch List managers 
before the Board, but that the decision to terminate a manager should be separate from a Board 
appearance. 

Commissioner Diannitto noted that the Marketing Cessation policy prevents managers from 
speaking to Board members within a certain number of days prior to their contract's scheduled 
expiration. 

Mr. Lopez noted that a manager termination recommendation is the result of a detailed review by 
Staff and the Consultant of the manager's performance over a number of years, not just the latest 
quarter or year. Mr. Lopez advised that the Board's Consultant, RV Kuhns, had an excellent 
presentation on manager retention and termination scheduled for presentation at the Board's next 
meeting on February 16th. 

Commissioner Moore asked the Committee for a motion on Staff's recommendation. 
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MOTION 

Commissioner Diannitto moved that the Committee recommend to the Board the approval of Staff's 
recommendation to dissolve the Ad Hoc Committee on Investment Managers and that in the future 
all Investment topics be held before the full Board, which was seconded by Commissioner Navarro 
and failed by the following votes: ayes, Commissioners Diannitto and Navarro - 2; nays, 
Commissioner Moore - 1. 

General Manager Perez advised that he would report to the Board President the results of the 
Committee meeting and vote. 

2. PUBLIC COMMENTS 

There were no public comments. 

The meeting adjourned at 9:53 a.m. 
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