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DATE:
July 15, 2009
TO:

Trustees, Board of Retirement


FROM:
Roberto L. Peña

Retirement Administrator


SUBJECT:
On-Site Due Diligence Visits of Hedge Fund of Funds Managers
You may recall that at the April 1, 2009 meeting, your Board selected three Hedge Fund of Funds managers for further review, through on-site due diligence visits, for this mandate.  The three investment managers are Aetos Capital Management, Common Sense Investment Management and Grosvenor Capital Management.
I have attached a copy of Wurts & Associates’ memorandum about our recent on-site due diligence visits of the prospective investment managers that includes more detailed information on their capabilities, investment strategies and assets under management.  Please note that Investment Consultant Jeffrey J. MacLean, Trustees Alan Cade and Nick Cornacchia and I visited all investment firms from May 26th through May 28th at Menlo Park, CA, Portland, OR and Chicago, IL.  

The main objectives of these visits were to meet the key portfolio management team members, as well as the firm’s investment and non-investment professionals, gain a better understanding of their investment philosophy and process, experience, investment style, working environment, resources, ownership structure, and level of commitment by the firms for the $80 million investment mandate FCERA is considering.  

After much consideration, I concur with Mr. MacLean’s observations and recommendations included in his memorandum and I recommend the selection of Common Sense and Grosvenor for the Hedge Fund of Funds mandate.  All three firms are very capable options for this mandate; however, Common Sense focused niche of long/short managers and their long-standing reputation in this strategy and Grosvenor’s size, experience and distinctive approach of separate investment and operational tracks in the due diligence process are the main reasons “tipping the scale” in their favor.  In terms of Aetos, the FCERA team felt that despite their competitive investment results and experienced investment team, Aetos’ due diligence process did not have sufficient resources to properly monitor all the investment strategies employed by all their underlying hedge funds managers.
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After our due diligence visits, Aetos contacted us to express their concern that they had not adequately demonstrated that they have appropriate staffing resources to conduct the manager due diligence and monitoring process described to us during our visit.  Please note, Jeff Maclean and I discussed the contents of their letter and our concerns with Aetos representatives and, while we appreciated their explanations and further input on this matter, we were clear in our position to recommend the other two managers.  I have attached a copy of their letter on this issue for your Board’s reference.  
Please note however, that given Common Sense’s 100% allocation to the long/short strategy and the 33% allocation of Grosvenor’s underlying managers to the long/short strategy, the combined impact of these two managers translates to about a 67% allocation to a long/short strategy in our hedge fund of funds mandate, probably less of the diversification impact we were looking for in a multi-strategy approach of a hedge fund of funds mandate.  That said, I believe Jeff Maclean will be the first one to defend our recommendation by explaining that not all long/short strategies are the same; therefore, providing further diversification even within the long/short strategy approach.

Please let me know if you have any questions.  Thank you.
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