HARBOR POLICE RETIREMENT SYSTEM
BOARD OF TRUSTEES  EMERGENCY MEETING

AUGUST 19, 2011
HELD AT HARBOR POLICE HEADQUARTERS

POLICE ACADEMY CLASSROOM – 1ST FLOOR
TRUSTEES PRESENT:



TRUSTEES ABSENT:




Benny Harris





Kelvin Randall

James C. Randall




Steven Dorsey
Warner Tureaud





Robert Hecker






Frank Jobert
Clay Miller
ALSO PRESENT:
Walter Morales of Commonwealth; Linda Stern of Zenith Administrators; Randall Roche, HPRS Attorney; J. Michael Orlesh, Jr., Port Attorney

1.
Chief Hecker called the meeting to order at 9:47 a.m. and it was determined that there was a quorum present.

2.
No comments from public.  
3.
This meeting was limited to one time - Presentation by Mr. Morales from Commonwealth.

Chief Hecker gave history of the HPRS investment with Commonwealth.  Began in 2008.  The Board invested $750,000 at that time.  Total amount of investment in Commonwealth at this time is $211,000.  On the telephone for this meeting are representatives from Consulting Services Group, Joe Meals and Curtis Williams.


Mr. Morales indicated Commonwealth is attempting to do a restructuring of the Fund.  The submitted to the investors a disclosure statement and ballot.  There was a deadline to return the ballot of August 19, but had been extended one week, August 26, 2011.  He will provide a copy in writing of this extension.  

In November or December 2010 they hired a firm called Truesdale Walker to act as independent fiduciaries for the Funds, and they hired Young Conaway, a Delaware based firm to represent the firms to do a plan of re-organization for the Funds.  They put together a plan, which he summarized by saying effectively it was put together to give the investors an opportunity to either liquidate the holdings they have in the Fund or to roll them into a new Fund; the new fund would be structured somewhat like a liquidating trust that would pay out cash flow to the investors who retained their interest in the Fund.  


This was done because there was litigation that was brought against Commonwealth and derivatively to the Funds related to the drop in the value of the Funds and allegations that they had mismanaged the portfolio.  He didn't think there was any reason to discuss the litigation at 
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this meeting. The litigation was filed also against Cantor Fitzgerald.  Commonwealth had previously sued Cantor Fitzgerald, and there was a settlement agreement between Cantor and the Funds.  With the suit being filed against Cantor, they claim that Commonwealth has an obligation to defend and indemnify them against the suit.  Commonwealth's attorney took the position that you can't unwind a settlement agreement or even half of the settlement agreement and that they are under obligation to defend Cantor.  


Commonwealth hired the independent fiduciary so that they can make a decision about whether or not they should liquidate and keep the litigation alive or whether to settle litigation in the bankruptcy proceedings.  He has pursued a plan of bankruptcy that is designed to handle litigation and get them to a point where they can make distribution to investors out of the Fund.  It was Mr. Morales' intention to make distributions to investors in the ordinary course of business.  But Cantor sued Commonwealth in the State of New York under the indemnification agreement and that point it was hard to just ignore it and distribute cash to investors.  


In November, December and January the market for liquidating assets like the ones in the Fund were much better than what exists today.  There has been a deterioration in the market for these securities in the last couple of months.  It has taken the fiduciary several months to put the plan together and distribute to the investors.  He didn't distribute it until about a month ago.  So what has happened is the investors have a plan before them and they have to agree on whether or not you want to approve or not approve the plan.  Commonwealth supports the plan and feels it is a good thing for the investors because it resolves the litigation but are not a disinterested party in that as they are a party to the litigation.  


The Trustees have a decision to make as to whether or not to approve the plan, and they have a decision to make about whether or not they want to liquidate their investment in the Fund or if they want what they to roll into the remaining funds, and the remaining funds will make distribution to the HPRS over time as cash flows come in on the investments.  


Mr. Jobert asked if it was a two-tier decision for the Trustees?  Do they have to vote to approve or disapprove the bankruptcy, and then they have to decide whether they want to cash out or stay invested.  Mr. Morales indicated that is his understanding.  


Mr. Morales indicated that what the HPRS would get if they stayed in the remaining fund would be about two times what the current value of their investment is to be paid out over time.  He's not sure if the plan would be to actually keep the remaining fund alive forever.  About 70-75% of what the System would get from holding would be paid in the next 4-5 years. If, during the 4-5 years, they haven't sold any of the securities, they would sell the remainder to try to wrap it up. 

Mr. Roche asked Mr. Morales to go back and repeat what was said. He understood him to say if the Trustees kept the money in the Fund, they would get twice what was currently in the Fund back.  Mr. Morales indicated that was his understanding.  It was asked what the amount was 
Harbor Police Retirement System

Emergency Board of Trustees Meeting August 19, 2011

Page 3



currently.  Chief Hecker asked Joe Meals if he had that amount as Mr. Morales didn't bring that amount to the meeting. He confirmed Chief Hecker's previous recollection of $211,000 was close.  Mr. Miller asked if this was a net number or would there be costs that would be taken out of that.  Mr. Morales indicated there is management fee in the remainder fund.  He thought it was 90 basis points, or 1% and it would be net of those fees.  Mr. Morales said what the main variables involved in what the HPRS would get is that it is a mortgage portfolio.  The default rate on the underlying mortgages would matter.  Mr. Morales had provided the Trustees with a Harbor Police Annual Review dated 8-19-11 that the Trustees may refer to (Exhibit I).  The prepayment on the underlying mortgages is the other thing that matters with regard to what the System's recovery would be and can be seen in his report.  The most critical thing right now is the level of interest rate.  If there is an environment where interest rates stay near 0 for many years, the number of two times will prove to be too high.  That number was calculated using the forward curve and that assumes within a couple of years interest rates are at 2 1/2-3%.  

Mr. Jobert asked if the federal government's statement that they would leave the interest rates to mid-year 2013 was factored into Commonwealth's proposal.  Mr. Morales said the forward curve is .69 or .70 used for 2013.  It assumes they would be low for 6 months and then start to move up in 6-9 months.


Mr. Roche said he thought under the plan that it was to liquidate all the current holdings on the open market.  Mr. Morales said it was the Board's election.  Mr. Roche said if the majority of the people choose to do that, the Plan will do that.  Mr. Morales said it's his understanding that it will not force liquidate.  If someone doesn't elect to stay in the fund, is to be liquidated, but if you elect to go into the Fund, there is no forced liquidation.  Chief Hecker said it doesn't matter what the majority or minority does.  Mr. Morales said the only thing that matters with regard to what the majority does is the election to approve the plan or not approve the plan.  If you approve then it is a pre-packaged bankruptcy filing.  If you don't approve the plan, it's a bankruptcy filing but not a pre-packaged bankruptcy filing.  That could result in a liquidation.  


Mr. Jobert asked if the Board should opt to cash out, you would have to sell these securities on the open market, and would get whatever they would bring.  He thinks at this point in time, there would probably be depressed pricing.  Mr. Morales this is what he would think.  No sale could take place any sooner than about 30-45 days from now, and he thinks that would be an aggressive timeline and it might be really closer to 60 days from now. Mr. Jobert said if that was the case, if they sold, the System might only get $100,000 or $125,000.  Mr. Morales said they could get less.


Mr. Tureaud asked Mr. Meals if they give the Board an expectation of what the Board could reasonably assume to get if they went to this sale.  Mr. Meals said the June 30 statement shows that the value is just a little over $300,000.  He said Commonwealth is in the best position to be able to address that issue, not CSG.  The best they can do is to give you as estimate of what he thinks the market impact might be.  Mr. Meals said the way they are determining these values is 
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using an independent pricing service, using certain assumptions regarding defaults and pre-payments, and market conditions and comes up with a value based on yields that they think the securities should trade for.  There is no assurance that there is a buyer out there who would pay that price for those securities.  The valuations right now are somewhat more theoretical than they are actual bids, and until you go to the market and try to get a bid, there is no way to know for sure what you would get if you were to liquidate.  By the same token, in full disclosure, the cash flow that Mr. Morales was discussing with you about possibly getting two times your currently value, or somewhere in the neighborhood of $600,000 and getting 75% of that over the next 3-4 years is also theoretical.  There is no way of Mr. Morales knowing for certain whether the assumptions are going to be close to accurate or not.  


Mr. Morales responded that this is correct, but indicated Commonwealth doesn't provide any color to the pricing service on the Funds.  They don't lobby for a price that is higher or lower, they do their work independently of Commonwealth.  He also said that some of what he has said expressed his opinion about these processes and how they work.  He has seen situations that counter it.  Liquidation by bankruptcy may not get the best value.  But you always run a risk.  His opinion would be that when people projecting these cashflows, there is upside and not a lot of downside.  There is a lot of economic turmoil right now that could spread over into another recession and that could reverse those credit statistics.  

Mr. Morales indicated that he had provided the Annual Review for the Trustees for information purposes.  He didn't intend to read through it when he handed it out.  Mr. Jobert asked what the Board actually owns.  Is it pieces of individual securities for that original $750,000 investment?  Or do they own mortgage obligations and the Trustees could say they had 100 mortgages in their portfolio that were theirs and they still have the same mortgages but are just worth less.  Or do they owe pieces of thousands of mortgages out there.  Mr. Morales said there are tens of thousands of mortgages underlying the holdings in the portfolio, but those are securitized into mortgaged backed securities.  So there are 60 or 70 of those in a trust and they own a CDO strip.  


Chief Hecker wanted to clarify that Mr. Meals mentioned $300,000 at the June 30 printout, but he did see a more recent figure than that which stipulated somewhere in the neighborhood of $211,000.  That was in some of the documents that he reviewed.  His opinion is that this is more nearly correct.  He also wanted to clarify that the Trustees have to take two separate votes as they have to put these in the form of a motion.  The first vote is pertaining to the bankruptcy issue in itself, the plan.  Mr. Morales said he wouldn't give an opinion on how the Board would need to structure their motion as there is Board counsel present. He would only give them his understanding of the ballot and what the Board would have to do with the ballot. Chief Hecker indicated to Mr. Roche that he would need him to explain it when it comes time for the motion.  


Mr. Morales said they have to decide whether or not the Board wants to vote for or against the Plan.  Then if the plan is rejected, he doesn't think the second vote matters.  Mr. Roche indicated 
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that was correct.  Mr. Meals asked Mr. Morales if it was true that until the Plan is approved, they don't have to do the second vote, but the one-week deadline for whether the Board wants to be in liquidating or non liquidating shares doesn't really come into play on this.  The only thing that has to be voted on is whether to approve or not approve the Plan.  If it is approved, then the Board will have to make a decision on whether they want to be in the liquidating or non-liquidating shares because if it is not approved, there is no action needed.  Mr. Morales said they have been rejecting ballots where people voted on the first item but not the second.  The issue is to approve or not approve.  If approved, they want to know whether the Trustees are in the liquidating or non-liquidating because the Plan administrator wants to know the amount of securities that need to be sold.  Mr. Meals wanted to clarify that if a person votes to oppose the Plan and therefore does not vote at all on what type of shares they want to be if the reorganization is approved, that the Trustee is rejecting those ballots.  Mr. Morales thinks he is sending them back and asking them to do the second vote.  Mr. Roche indicated if they reject the Plan and the plan is approved, the Trustees have to have made an election whether they want the cash or not.  You have to make the second election.  Mr. Morales indicated there is a default election if they don't make the second election, which is that they want to be cashed out.  


Chief Hecker indicated that the Trustees do need two votes.  The first one is whether or not they want to approve the Plan.  The second vote is, assuming that the Plan passes, their decision as to whether or not to liquidate or move into this new Fund. 


Mr. Meals wanted to clarify on what it is that the HPRS actually owns.  He thinks it is important that they understand what they own.  His understanding is that HPRS owns a membership interest in the CA Core Fixed Income LLC.  They actually have just one investment in the Core Income Fund.  Mr. Morales indicated that was correct.  Mr. Meals said the Fixed Income Fund owns a piece of the entire Tranche, a security that they own which is a partial ownership of A2 securities and the A2 Tranche is what actually holds the mortgage securities that Mr. Morales said was in the 60-70 mortgage securities that is backing up the obligation.  So there are several steps to get down to those securities, and he indicated there are thousands of actual mortgage that represent the obligation or serve to support the obligation of that mortgage security.  


Mr. Tureaud asked Mr. Meals if he understood how there could be a 33% drop in the market of this particular fund since February 2011 according to Mr. Morales' calculation, yet there is an approximate 80% drop in value in the Board's investment.  Mr. Meals said Mr. Morales could explain that.  Mr. Morales said the beginning of the drop in the chart given to the Trustees was not related to systemic events or things that are in the newspaper or concerns in Europe.  The market for securities has gotten better over the last couple of years, at least liquidity.  By the end of last year he thought liquidity for these types of securities was phenomenal, getting much better.  But in February the government began liquidating the main portfolio that it inherited from AIG.  That's what starting moving the indices lower.  Then progressing into May and June, you started getting more systemic news and events such as the crisis in Europe and in the concerns about whether or not the economy is moving into a recession and weakness in the stock market.  
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Mr. Jobert asked Mr. Meals about a $500,000,000 CMO portfolio for the LASERS that was being managed in house, and they eliminated the chief investment officer and they were stuck with things that no one knew how to price.  Rather than selling them at a "fire sale" price they turned them over to another manager, TCW.  They held onto it for 10 years and after that they ended up making an annualized return of about 10% just by holding on.  Is this a viable option to hold on and to ride out this cycle.  The Trustees still own the securities, they are still worth something.  Is there a chance they could rebound?  Mr. Meals said there is a chance.  If you are in the liquidating class, Mr. Morales thinks they have been conservative in the projections, Mr. Meals thinks what he saw was that the projections Mr. Morales has that come up with the valuation being used in the portofolio today equates to about a 15% internal rate of return based on the projected cash flows.  The current pricing of the securities based on the valuation model says if you sell it, the person buying it expects to earn 15% on that security over the life of that security over the life of the cash flow period.  That's if you get the full price.  If you get less than that price, the rate of return would be higher than 15%.


Mr. Morales indicated that was correct but they have no scenarios where a fund can average 10% per year on their original investment.  There is a big range of outcomes, but some are pretty low probability.  The probability that they could collect their cash flow and get less than what they have today is remote.  He thinks a scenario where the fund collects their entire $750,000 investment plus a 10% rate of return is remote as well.  He thinks a common outcome would be that they would recoup their investment but probably a 0% rate of return, could be a mildly negative rate of return.

Mr. Meals said there is no guarantee of what future cash flows will look like.  The idea that you can get all your original investment back under some scenarios is an accurate statement but needs to be taken in context.  That means you have to hold it for 4 to 5 years in order for that to happen as opposed to cashing out today, taking that money and investing it somewhere else.  The Board would have to decide if that was done, would they get a return that was better.


Mr. Meals asked Mr. Morales how his portfolio has declined more than what the market decline is.  Mr. Morales explained that the 30% drop in ABX index is for this year, and Harbor Police portfolio isn't off 30% this year.  Year to date the performance in the portfolio is better than the ABX index.  The ABX index when they made this investment was around 90% and now is around 40%.  The portfolio performance has been about what the ABX index has done.  He thinks it's not as dramatic as what Mr. Meals is making it sound.  He can't give an estimate of how much it would sell for at this point.

There was some back and forth between Mr. Morales and Mr. Meals in their opinions on what has happened and what the exact results are at this point.  Mr. Meals asked Mr. Morales to discuss how the amounts were derived for the appropriate amounts to be paid for the releases involved.
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Mr. Tureaud asked Mr. Morales if a vote to accept this bankruptcy and/or not accept it will lessen the Fund's litigation rights?  He deferred that to Mr. Roche.  Mr. Roche indicated it is gone.


Mr. Morales said the purpose in the plan is to resolve/settle the litigation.  If the investors approve the plan he thinks, whatever the deal is will be what they are taking.  If the investors prefer to litigate, they would want to reject the plan and litigate.  


When Louis Kahn, outside counsel, questioned Mr. Morales, he declined answering any questions or discussing the matter without his own counsel present.  


Chief Hecker asked Mr. Roche if and when the Board approves the plan are they waiving any rights to litigation in the future.  Mr. Roche indicated that was his absolute opinion.  That is the purpose of this, to do away with all litigation.

Mr. Morales left the meeting at 10:45 a.m.


Mr. Tureaud said he's not concerned with who is right or wrong, but before they make a decision, he would like to know the methodology used on how they derived the value the Fund is currently at.  He asked Mr. Meals if he is satisfied with the valuation Mr. Morales gave the Board.  Mr. Meals said he thinks Mr. Morales has given them as good a valuation as they can get without getting actual bids.  He had used an independent firm to come up with the figures.  

Mr. Jobert indicated that the Board's local securities counsel had joined the meeting.  That's Lou Kahn, Paul Brannon, and Charlie Foti with Kahn, Swit, and Foti in New Orleans. They were also expecting two other attorneys Kirk Reasoner and Jim Swanson.  They are all more specialized in litigation matters and will answer questions for the Board.


The following motion was made by Mr. Jobert and seconded by Mr. Tureaud:


MOTION:
To go into Executive session to discuss proposed litigation for Harbor Police 


Retirement System versus Commonwealth Fund and Walter Morales. 




MOTION PASSED WITH ALL PRESENT. MR. DORSEY AND MR. KELVIN 


RANDALL WERE ABSENT.


The Board was in Executive session at 11:00 a.m.


Ms. Stern left the meeting at 11:30 a.m.


The following motion was made by Mr. Jobert and seconded by Mr. Miller:


MOTION:
To come out of Executive session at 12:35 p.m.
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MOTION PASSED WITH THOSE PRESENT.


Upon return from Executive session, the following Board members remained:  Warner Tureaud, Clay Miller, Benny Harris, Robert Hecker, and Frank Jobert, as well as Mr. Roche.

There were several discussions and the Board has options to consider regarding the Commonwealth issue.  The Board has an extension to have their vote cast by one week.  They can table it and take it under consideration for a week; they can vote today and allow that to stand, and perhaps come back in a week if they decide to change their mind; and the other options are to vote yes or no on the restructure plan or to liquidate and receive shares.


Mr. Roche indicated that whatever decision the Board makes, will be of no consequence in the final result of what happens.  He thinks the Firefighters and MERS own a large enough portion that they can control the vote as to how this ends up.  He thinks the Harbor Police will end up with less money in the end.  The Board needs to make a motion and vote.


Mr. Jobert said he feels if they are going with the large groups, they should vote to block the bankruptcy as the larger groups will be doing.


Mr. Tureaud felt that even though this Board only holds a small portion, Commonwealth still don't know if they still need this Board to tip the scales.  He wants to tell Commonwealth that they will vote in their favor if they can cash them out if it is available.  He's not sure if this can be done and if so, how, but he would like to explore this idea.


Chief Hecker said he feels Commonwealth's attorney would veto that idea quickly, but is something they could take into consideration.  Mr. Miller said he doesn't think they can make distributions right now.  

Mr. Roche advised that they have to follow whatever the original contract is.  He doesn't think they can make individual distributions.  They have to make distributions on a pro-rata basis. He thinks that's the way they have to dissolve the fund.  He doesn't think they can sell just a portion of the shares.  They have to either liquidate the entire Fund or let it continue on as it is.


Chief Hecker indicated the real issue for this Fund is the second part of the option; whether to liquidate and go to the forced sale, which would probably be around 50% of its worth right now, or put their trust into the individuals who have caused severe loss thus far and hope that they get some money in the long run.


Mr. Roche said he wanted to re-read the plan itself.  He thought that they were going to liquidate the entire fund and then start off with new cash in similar investments.  
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Chief Hecker indicated they didn’t have to vote today, but take a few more days to consider this.  To make some calls and talk to some people.  He was ok with that but it would mean the Board would have to meet again before the next Friday.  Mr. Miller wanted to take a vote today based on what they know but not submit it.  Then if they find something different during the week, then they can reconvene.  


Mr. Jobert asked what the Port's opinion is.  Chief Hecker said they don't have an opinion, but wanted to look at all the investments.  


Mr. Roche said he's concerned as CSG has recommended three funds that have gone bankrupt in one year.  He thinks that he may be getting paid on the back end for recommending these funds.  This information has been in the newspaper. Chief Hecker indicated he has sent all the material he has received regarding the problems with CSG.  It has been ongoing since the beginning, and he feels that in order to keep the integrity of this Fund and the Port, the Trustees need to take a hard look at this.  

Recommendation  is to vote on a proposal and allow it to sit.  If additional information is gathered during the coming week, they will convene another emergency meeting and take another vote.  That will be 2 votes.  Mr. Jobert reminded the Trustees that the vote must be unanimous as there are only 5 Trustees present.  


The following motion was made by Mr. Miller and seconded by Mr. Jobert:


MOTION:
To cast ballot today but not fill out the ballot until next week.  To be held pending 

any pertinent information that may cause a second emergency meeting.  If no 


additional information, today's vote is to stand and be submitted in timely manner.



MOTION PASSED UNANIMOUSLY WITH THOSE PRESENT


The following motion was made by Mr. Tureaud and seconded by Mr. Harris:


MOTION:
To vote No on Commonwealth restructure plan.




MOTION PASSED UNANIMOUSLY WITH THOSE PRESENT


Mr. Roche advised that the second vote is only effective if the bankruptcy is approved.


The following motion was made by Mr. Jobert and seconded by Mr. Tureaud:


MOTION:
The Trustees vote not to liquidate and receive ratable shares of the remaining 


fund recognizing this vote is only in effect if the bankruptcy is approved.
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Mr. Roche said the Trustees have to realize that they can't get their money out of the Fund as long as they don't know what the new rules are for the new investment.  But probably will be some time period before they can get their money out.  What they want to do is take over that investment, but they may not be able to take it out to let somebody else handle it. 



MOTION PASSED UNANIMOUSLY WITH THOSE PRESENT


The follow motion was made by Mr. Tureaud and seconded by Mr. Clay Miller:

MOTION:  
To adjourn the meeting at 12:50 p.m.

Robert Hecker





Date

Linda Stern, Administrative Office


Date 
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