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BOARD OF RETIREMENT

FRESNO COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

January 7, 2009
Trustees Present:

Alan Cade, Jr.

Nick Cornacchia

Vicki Crow

Eulalio Gomez

James E. Hackett

Steven J. Jolly


Phil Larson


John Souza

Trustees Absent:

Michael Cardenas

Others Present:

Ronald S. Fyre, Alternate


Jeffrey MacLean, Wurts & Associates


Michael Cunningham, FCERA Member


Robert Skowronski, FCERA Member


Susan Coberly, Senior Deputy County Counsel


Roberto L. Peña, Retirement Administrator


Becky Van Wyk, Assistant Retirement Administrator


Elizabeth Avalos, Administrative Secretary

1. Call to Order

Chair Jolly called the meeting to order at 8:37 AM.

2. Pledge of Allegiance 

Recited.

3. Public Presentations
None. 

4. Introduction and welcome to Trustee, Eulalio Gomez, newly appointed Safety Representative, and Trustees Nick Cornacchia and Michael Cardenas, re-appointed by the Board of Supervisors.
Roberto L. Peña, Retirement Administrator, and the Board recognized and welcomed Trustees Gomez, Cornacchia, and Cardenas newly appointed or re-appointed members to the Board of Retirement.
It was noted that Trustee Larson will continue to service on the FCERA Board until the Board of Supervisors takes action to re-appoint or replace him, whether that action is taken on January 13, 2009 or at a later date.
5. Election of Chair and Vice Chair for the Calendar Year 2009.

Chair Jolly opened nominations for Chair and Vice Chair of the Board.
Trustee Larson nominated Alan Cade, Jr. to serve as Chair, seconded by Trustee Gomez.

A motion was made by Trustee Larson, seconded by Trustee Gomez, to close nominations for Chair. VOTE: Unanimous (Absent – Cardenas)
Trustee Crow nominated Eulalio Gomez to serve as Vice Chair, seconded by Trustee Larson.

A motion was made by Trustee Crow, seconded by Trustee Larson, to close nominations for Vice Chair. VOTE: Unanimous (Absent – Cardenas)


Chair Cade thanked Trustee Jolly of his service as Chair on the Board of Retirement.

Roberto L. Peña, Retirement Administrator, noted that Agenda Item 21 is closely related to Agenda Item 6 and requested that it be heard at this time. The Board agreed. 

21.
Discussion and appropriate action on Alternate Member on Board of Retirement Standing Committees presented by Susan Coberly, Senior Deputy County Counsel

Attorney Susan Coberly, Senior Deputy County Counsel, opened discussions by reminding the Board of its request that Administration and Counsel research whether alternate trustees are able to take part in discussions on the Committee level on behalf of an absent Trustee. 
Attorney Coberly noted that the Board currently has only one Alternate Trustee and stated that, under the current four person committee structure, the Alternate Trustee (Frye) may participate in a standing committee meeting on behalf of Mr. Souza (the Eighth Trustee), if Mr. Souza is a member of that committee. Any trustee, including the Alternate Trustee, may be appointed as a regular member of a three or four person standing committee, or as the Alternate Member of a three person standing committee. However, Alternate Trustee Frye is not authorized to sit for any other absent Trustee.
It was noted that Trustees Crow and Souza each have an Alternate Trustee (Bobbie Ormonde and Ronald S. Frye, respectively).

A motion was made by Trustee Crow, seconded by Trustee Larson, to Accept Agenda Item 21 as presented. VOTE: Unanimous (Absent – Cardenas)

6. Discussion and appropriate action on appointments to the Retirement Board Standing Committees: Audit, Budget, Disability, and Personnel 
The Board elected members to the Standing Committees as follows:
Audit Committee




Budget Committee
Vicki Crow – Chair




Michael Cardenas – Chair

Alan Cade, Jr.




Alan Cade, Jr.
Michael Cardenas




Vicki Crow

Steven J. Jolly




Phil Larson
Personnel Committee



Disability Committee
Michael Cardenas – Chair



Eulalio Gomez – Chair

Nick Cornacchia




James E. Hackett

Eulalio Gomez




Steven J. Jolly

John Souza





John Souza

A motion was made by Trustee Jolly, seconded by Trustee Larson, to appoint Trustee Crow as Chair of the Audit Committee and Trustees Cade, Cardenas, and Jolly as members. VOTE: Unanimous (Absent – Cardenas)

A motion was made by Trustee Jolly, seconded by Trustee Souza, to appoint Trustee Cardenas as Chair of the Budget Committee and Trustees Cade, Crow, and Larson as members. VOTE: Unanimous (Absent – Cardenas)

A motion was made by Trustee Jolly, seconded by Trustee Crow, to appoint Trustee Cardenas as Chair of the Personnel Committee and Trustees Cornacchia, Gomez, and Souza as members. VOTE: Unanimous (Absent – Cardenas)

A motion was made by Trustee Jolly, seconded by Trustee Crow, to appoint Trustee Gomez as Chair of the Disability Committee. VOTE: Unanimous (Absent – Cardenas)

It was noted that the Committee assignments remain the same as the prior year’s assignments.

RECEIVED AND FILED; APPROVED
Consent Agenda/Opportunity for Public Comment

Michael Cunningham, FCERA Member, pulled Consent Agenda Item 14 for discussion.

A motion was made by Trustee Larson, seconded by Trustee Crow, to Approve Consent Agenda Items 7-13 and 15. VOTE: Unanimous (Absent – Cardenas)

*7.
Approve the December 17, 2008 Retirement Board Regular Meeting Minutes 
RECEIVED AND FILED; APPROVED
*8.
Retirements
RECEIVED AND FILED; APPROVED
	Margaret C. Backer
	ITSD, Deferred
	5.03

	Rosemary J. Baltcha
	Public works & Planning
	34.10

	Bartholomew B. Bohn, II
	Administrative Office
	7.55

	Mildred Bondshu
	Child & Family Svs, Deferred
	4.92

	Doris Bosch
	Sheriff
	28.09

	Evelyn L. Burruss
	Community Health
	13.89

	Abel G. Esquivel
	Behavioral Health
	34.38

	Charles Farley
	ACTTC
	12.71

	Christine G. Gillham
	Personnel Services, Deferred
	18.29

	Janice G. Gray
	Community Health
	23.67

	Esther Gudino
	General Services
	24.03

	Richard L. Harris
	Children & Family Services
	15.02

	Sheila K. Kirkorian
	Sheriff
	32.29

	Frank Martinez
	Sheriff, Deferred
	15.42

	Elida Mendoza
	Library
	33.50

	Shirley Newman
	VMC, Deferred
	5.75

	Charles A. Neisler
	Public Works & Planning
	30.97

	Hana R. Smith
	Community Health
	27.36

	Mary Rose Tyra-Smith
	Community Health
	35.57

	Ronald L. Worley
	Probation, Deferred
	13.44

	
	
	


 *9.
Deferred Retirements 


RECEIVED AND FILED; APPROVED
	Rodolfo A. Brambila
	ITSD
	10.36

	Jamie Lynn O’Malley
	Community Health
	16.46

	Xavier D. Lara
	Behavioral Health
	6.40

	Kimberly J. Nystrom-Geist
	Superior Court
	1.86


*10.
Public Records Requests and/or Retirement Related Correspondence from Brad Branan, The Fresno Bee; Sandra Dumlao, FCERA Member; Robert Skowronski, FCERA Member; Ken Mandler, Public Pay Institute; and Kathy Foster, Alameda County Employees’ Retirement Association 
RECEIVED AND FILED
*11.
Update of Board of Retirement directives to FCERA Administration 
RECEIVED AND FILED
*12.
Most recent investment returns, performance summaries and general investment information from investment managers 
RECEIVED AND FILED
*13.
Memorandum from Eric Petroff, Wurts & Associates regarding November 2008 Market Commentary 
RECEIVED AND FILED
*14.
Board of Retirement Annual Attendance Report 

Michael Cunningham, FCERA Member, commended Vice Chair Gomez for his perfect attendance at the Board of Retirement Regular Meetings during calendar year 2008.


A motion was made by Trustee Souza, seconded by Trustee Larson, to Accept Consent Agenda Item 14 as presented. VOTE: Unanimous (Absent – Cardenas)
RECEIVED AND FILED; APPROVED
*15.
Approve Second Amended Employment Contract with Retirement Administrator 
RECEIVED AND FILED; APPROVED
16. Discussion and appropriate action on Private Equity Funding Strategy presented by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates (Wurts), opened discussions with a brief overview of the current Private Equity program and noted that FCERA’s current commitments total $300 million across 13 partnerships with 75% of the commitments drawn ($224 million) and 83% of contributions distributed back ($187 million) as of September 30, 2008.
Mr. MacLean reviewed the Private Equity program by region, subclass, and vintage year as follows:

Region - Four general metrics may be used as a basis for geographic allocation decisions: 1) Gross Domestic Product; 2) stock market capitalization; 3) number of private equity firms; and 4) private equity under management. 

Wurts believes a flexible range around private equity capital under management is an appropriate starting point for establishing allocation targets for a global private equity portfolio. This results in a range from of 60-70% US and 30-40% Rest of the World. It is estimated the current program is within range.

Subclass - The relative attractiveness of private market subclasses tends to vary over time. Given the opportunity set, long term investment horizon, and illiquidity of private equity Wurts believes that a flexible asset allocation strategy with longer term asset allocation ranges should be established versus fixed allocation targets. Across different vintage years the program is dominated by buyouts and balanced across venture and special situations such as distressed exposure. The program is in line with flexible long-term asset allocations ranges across subclasses.

Vintage Year – Broad vintage diversification exists with 49% of the special situations/ distressed exposure in vintage 2002 and 56% of venture exposure in vintage 2001 which consists largely of late stage/growth equity. Pricing opportunities may exist for “backward” diversification in more recent vintages.

Mr. MacLean reviewed the future commitment projection as follows:

· In order to hit a 7% equity target, over $50 million in additional private equity market value is needed in the portfolio.
· Given the steady draw down of commitments and illiquid nature of private equity, a scaling factor can be used as a general rule of thumb for investment pacing.

· Based on experience, 1.5x has served as a reasonable estimate of an average scaling factor.

· Based on this general framework, approximately $80 million of market value is needed.

Wurts believes that there are two areas in the private equities space that the most attractive for investors - Distressed Debt and Secondary Interests.

Based on the commitment pace analysis, FCERA’s projected 2009 commitments should be at least $60 million. Taking into consideration the current program and potential opportunities that exist in the marketplace, Wurts believes the following investment/subclasses should initially be considered:

· Special Situations/Distressed Debt (≥ $30 million)

· Secondary Offerings (≥ $30 million)

Mr. MacLean stated that, with Board approval, an analysis would be prepared outlining the areas of underweight/overweight assets to determine which assets classes the $60 million will come from to fund this asset class. General discussions ensued regarding the search timeline and transition process. 

Trustee Jolly requested that, before moving forward, Wurts develop an analysis of the expectations of the capital markets as they relate traditional opportunities versus alternative opportunities. Mr. MacLean noted that he will share the new Capital Market Assumptions that are expected to be available in the near future.
A motion was made by Trustee Jolly, seconded by Trustee Crow, to proceed with the Private Equity search process as recommended. 
Robert Skowronski, FCERA Member, expressed concern that the new asset allocation is expected to have lower returns that the “old” mix and noted that the Private Equity allocation had experience overall losses. Mr. MacLean clarified that the Private Equity allocation has actually experienced a gain of approximately $80 million over time.

The motion was restated/clarified the motion as follows:

A motion was made by Trustee Jolly, seconded by Trustee Souza, to direct Wurts to move forward in the Private Equity screening process. VOTE: Unanimous (Absent – Cardenas, Crow) 

RECEIVED AND FILED; APPROVED
17. Discussion and appropriate action on Investment Manager Search for the Opportunistic Fixed Income Mandate presented by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates, opened discussions with an overview of the manager search process and noted the objective is to provide clients with relevant, in-depth due diligence on a broad cross section of highly regarded investment advisors in order that the Board may select a firm with the best available information that most appropriately suits the Plan’s particular requirements.
The on-going research process begins with extensive database screening with the goal of narrowing the universe of investment strategies down to a manageable amount to conduct due diligence on. The database screening focuses on grouping investment strategies into appropriate style classes, and then screening on basic criteria such as assets under management and minimum performance track record.
Once the initial “research lists” for each asset class are developed, a robust database is used to evaluate fundamental factors on the managers and their products. By evaluating these qualitative data points Wurts is able to find and rule out managers for a variety of problems with the process typically resulting in a more focused list of managers.

Mr. MacLean reviewed the background and product characteristics of each candidate for the Opportunistic Fixed Income search and noted that the selected manager will be benchmarked against the Barclays Capital Aggregate Bond Index as well as the core Plus Fixed Income universe. It was noted that 6% ($160 million) of the Plan’s assets will be used to fund the Opportunistic Fixed Income strategy using two of the recommended managers.

Opportunistic Fixed Income Candidates as follows:

BlackRock, Inc.

Brandywine Global Investment Management, LLC (Brandywine)
Loomis, Sayles & Company, LP (Loomis)
Pacific Investment Management Company (PIMCO)

Standish Mellon Asset Management Company (Standish)
Mr. MacLean briefly reviewed the current Opportunistic Fixed Income market environment as it relates to risk and noted that it is a strategy used to boost the overall rate of return in the fixed income portfolio.
Of the 5 candidates, Mr. MacLean noted that the Board currently employs BlackRock as a Fixed Income Global Opportunity manager and recommended that, in addition to BlackRock, the Board select PIMCO and Loomis for further consideration. Discussions ensued regarding the selection process and the factors which lead to the recommendations such as individual styles and firm capabilities.
Mr. MacLean reviewed the recommended candidate’s differences in historical allocation ranges and guidelines noting the diversification and the sector and security selection of each. It was noted that BlackRock and PIMCO are similar in sector and security selection.
In response to a question from Trustee Crow regarding which candidate Mr. MacLean would recommend in the event the Board would like to interview more than three candidates, Mr. MacLean stated that he would recommend Standish. 

A motion was made by Trustee Crow, seconded by Trustee Jolly, to select BlackRock, Loomis, PIMCO, and Standish for further consideration. VOTE: Unanimous (Absent – Cardenas)
RECEIVED AND FILED; APPROVED
18. Discussion and appropriate action on “Hedge Fund Conundrum” presented by Jeffrey MacLean, Wurts &Associates 
Jeffrey MacLean, Wurts & Associates, opened discussions by briefly reviewing the manager search process and reminding the Board that hedge funds stand out in the capital markets universe as the one broadly accepted investment that cannot be defined as an asset class. This is because hedge funds do not represent any sort of systematic risk exposure such as stocks or bonds, but instead represent a myriad of strategies that repackage and leverage various investments and derivatives. There are currently approximately 2,000 hedge funds.
Nonetheless there are some very simple factors that can affect hedge fund returns, especially during these tumultuous times in the capital markets. Mr. MacLean noted that, given considerable thought to these factors, he is beginning to form some concerns about prospective returns for hedge funds.
The concerns relate to the overall deterioration of credit markets and resulting financial de-levering. Because hedge funds are leverage hungry entities, credit market conditions are making access to leverage more costly and difficult. Furthermore because markets have corrected so sharply, many hedge funds are being forced to de-lever positions in what could be described as an industry wide “margin call”. 

Mr. MacLean reviewed the potential effects of cash flows in and out of hedge funds and noted that cash flows could force de-levering and selling during a down market, potentially serving as a downward drag on hedge fund performance. 

Mr. MacLean recommended moving forward with the hedge fund of funds allocation at a slower than anticipated pace and, depending on the market environment, potentially decreasing the 9% allocation.

Discussions ensued regarding the recent “Madoff” headlines and it was noted that the Plan had no investments related to the Madoff scandal. 
Mr. MacLean gave a brief overview of the differences between hedge funds and hedge fund of funds, noting that hedge funds of funds are more diversified than direct hedge funds. The importance of due diligence was discussed.
A motion was made by Trustee Crow, seconded by Trustee Souza, to Accept Agenda Item 18 as presented. VOTE: Unanimous (Absent – Cardenas)
RECEIVED AND FILED; APPROVED
19. Discussion and appropriate action on Investment Manager Search for the Hedge Fund of Funds Mandate presented by Jeffrey MacLean, Wurts & Associates 
Jeffrey MacLean, Wurts & Associates, opened discussions with an overview of the manager search process and noted the objective is to provide clients with relevant, in-depth due diligence on a broad cross section of highly regarded investment advisors in order that the Board may select a firm with the best available information that most appropriately suits the Plan’s particular requirements.

Mr. MacLean reviewed the background and product characteristics of each candidate for the Hedge Fund of Funds search and noted that the five candidates were selected for the Board’s consideration based on individual strategy types, product, and returns. It was noted that 9% ($240 million) [actual amount is yet to be determined] of the Plan’s assets may be used to fund the Hedge Fund of Funds strategy using three of the recommended managers.
Hedge Fund of Funds Candidates as follows:

Aetos Capital Management (Aetos)
Blackstone Alternative Asset Management (Blackstone)
Common Sense Investment Management (Common Sense)
EnTrust Capital Management (EnTrust)
Grosvenor Capital Management (Grosvenor)
Mr. MacLean reviewed the selection process and the factors which lead to the recommendations such as individual styles and firm capabilities noting the differences in allocation by strategy type, product, and returns over the last 3 and 5 years.

Discussions ensued regarding the manager fees as they relate to minimum investment, management fee/expense ratio, performance fee, and liquidity.

Mr. MacLean noted that the Board currently employs Blackstone as a Hedge Fund of Funds manager and recommended that, in addition to Blackstone, the Board select 2 additional firms for this mandate. 

Discussions, questions, and comments followed regarding measurements of risk such as standard deviation.
A motion was made by Trustee Souza, seconded by Trustee Gomez, to select Aetos, Blackstone, Common Sense, and Grosvenor for further consideration.

Trustee Jolly stated that he could not support the motion in that he feels that additional guidance is needed from Wurts on potentially “blending” the different strategies and, in addition, does not want to exclude a firm based on having heard prior presentations and requested that Wurts provide an analysis of blending the strategies based on methodologies such as lowest correlation to the S&P. Mr. MacLean agreed.
Mr. MacLean recommended that the Board interview, Blackstone, Common Sense, and Entrust.

The motion was restated as follows:

A motion was made by Trustee Souza, seconded by Trustee Gomez, to select all five firms for further consideration. VOTE: Yes – Cade, Cornacchia, Gomez, Hackett, Larson, Souza. No – Crow, Jolly. (Absent – Cardenas)  

RECEIVED AND FILED; APPROVED
20. Discussion and appropriate action on Investment Manager Search for the Real Estate Mandates presented by Jeffrey MacLean, Wurts & Associates 
A. Opportunistic Real Estate

B. Value Added Real Estate
Jeffrey MacLean, Wurts & Associates, opened discussions by stating that the 3 basic classes of real estate include Core, Value Added, and Opportunistic. Mr MacLean noted that the Opportunistic class usually includes distressed real estate and offers a higher rate of return than the Core and Value Added classes. The Value Added class includes properties of a higher quality but will have issues such as a need for renovation. This class normally has lower returns in that the risk is not as great.
Mr. MacLean reviewed the background and product characteristics of each candidate for the Opportunistic and Value Added Real Estate search and noted that four candidates in each strategy were selected for the Board’s consideration based on individual strategy types, product, and returns. It was noted that $60 million ($30 million to each mandate) of the Plan’s assets may be used to fund these strategies using one recommended manager for each space. It was noted that FCERA currently employs two of the candidates, JER Partners and TA Realty, each have a good track record.  

Opportunistic Real Estate candidates include:

Colony Capital, LLC (Colony)


JER Partners (JER)

Morgan Stanley Real Estate


RREEF America, LLC (RREEF)


Value Added Real Estate candidates include:


Buchanan Street Partners (BSP)

Colony Realty Partners, LLC (Colony)

Stockbridge Capital Group (Stockbridge)

TA Associates Realty (TA Realty)

Mr. MacLean recommended that the Board select Opportunistic Real Estate candidates JER, Colony, and RREEF for further consideration.

A motion was made by Trustee Jolly, seconded by Trustee Crow, to Accept the recommendation to select JER, Colony, and RREEF for further consideration. VOTE: Unanimous (Absent – Cardenas)

Mr. MacLean recommended that the Board select Value Added Real Estate candidates TA Realty, Colony Realty, and Buchanan for further consideration.


A motion was made by Trustee Crow, seconded by Trustee Gomez, to Accept the recommendation to select TA Realty, Colony Realty, and Buchanan for further consideration. VOTE: Yes – Cade, Cornacchia, Crow, Gomez, Hackett, Jolly, Larson. No – Souza. (Absent – Cardenas)


RECEIVED AND FILED; APPROVED

Roberto L. Peña, Retirement Administrator, summarized the investment presentation calendar as follows:


Opportunistic Fixed Income - February 4, 2009


BlackRock


Loomis

PIMCO


Standish

Opportunistic Real Estate - March 4, 2009

JER



Colony

RREEF

Value Added Real Estate - March 4, 2009

TA Realty


Colony Realty

Buchanan

Hedge Fund of Funds - April 1, 2009

Aetos



Blackstone

Common Sense

Grosvenor

21. Discussion and appropriate action on Alternate Member on Board of Retirement Standing Committees presented by Susan Coberly, Senior Deputy County Counsel 
Please see discussion following Agenda Item 5.

22. Discussion and appropriate action on whether to waive attorney client privilege with respect to letters from counsel regarding calculation of non-service connected disability allowances 
Trustee Jolly opened discussions by referencing correspondence dated December 31, 2008 from Attorney Jeffrey Rieger, Reed Smith, regarding a request for letters that are protected by the attorney-client privilege and whether the Board will consider a waiver of privilege as to letters referenced in the correspondence regarding Non-Service Connected Disability Allowances.
A motion was made by Trustee Jolly, seconded by Trustee Crow, to waive the attorney-client privilege with respect to the requested letters noted in the correspondence. VOTE: Unanimous (Absent – Cardenas) 
RECEIVED AND FILED; APPROVED

Roberto L. Peña, Retirement Administrator, pulled Closed Session Agenda Items 23.A.1., 23.A.3., and 23.B.1. as there was nothing to discuss.

23. Closed Session:

A. Conference with Legal Counsel –  Actual  Litigation  - pursuant to G.C. §54956.9(a)

1. Fresno County Employees’ Retirement Association v. Public Pension Professionals
2. North Central Fire Protection District v. Fresno County Employees’ Retirement Association
3. Marsha Stillman v. Fresno County Employees’ Retirement Association
B.
Conference with Real Property Negotiators – pursuant to G.C. §54956.8

1.
Property: 1713 Tulare Street, Fresno, CA 93721


Agency Negotiators: Brian Decker of Colliers Tingey


Negotiating Party: Any potential qualified buyer


Under Negotiation: Price and terms of sale
24. Report from Closed Session

23. A.1.
Pulled.

23.A.2.
Nothing to Report.

23.A.3.
Pulled.

23.B.1.
Pulled.

25. Report from FCERA Administration

Roberto L. Peña, Retirement Administrator, reported on the following items:

1. The Statement of Economic Interests (Form 700) forms were distributed to the Trustees with a request that they be completed and returned before April 1, 2009.

2. Update on the progress of the IT Roadmap RFP/Process.
3. Reminded the Trustees that the articles selected for the Board Communications Packet usually includes topics discussed at the meetings and encouraged them to read them at their convenience.
26. Report from County Counsel

Susan Coberly, Senior Deputy County Counsel, had nothing to report.

27. Board Member Announcements or Reports
Vice Chair Gomez advised Administration that the Trustee would like to begin using travel advances for future travel.
There being no further business, the meeting adjourned at 12:23 PM.


Roberto L. Peña

Secretary to the Board
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