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August 20, 2020

The Honorable Budget and Finance Committee
City Council, City of Los Angeles
c/o City Clerk, City Hall, Room 395
300 N. Spring Street
Los Angeles, CA 90012

C.F. 19-0600-S49 - Report Back on Efforts Made to Identify Diverse 
Professionals to Provide Investment Advice and Services

Re:

Honorable Members:

The Budget and Finance Committee requested the Los Angeles Fire and Police Pensions 
(LAFPP) Plan to report back on efforts made to identify diverse professionals to provide 
investment advice and services. We appreciate the opportunity to share with the 
Committee the efforts made by LAFPP over the years in both the public and private 
markets.

BACKGROUND

LAFPP’s efforts began in 1987 when the Board hired it first emerging manager. Shortly 
thereafter in 1991, the Board adopted a formal Emerging Manager Policy and was one of 
the first public pension plans to adopt an emerging manager program. The goal of the 
program was to provide opportunities for investment managers who would normally be 
excluded from investment manager searches due to minimum size and experience 
criteria, but whose past performance and style of management might otherwise qualify 
them to manage money for the System. In 2006 and 2008 respectively, the Policy was 
amended to include real estate and private equity asset managers. In 2016, it was revised 
further to foster outreach to emerging managers that were minority-, women-, Lesbian, 
Gay, Bisexual, Transgender- (LGBT-) and disabled veteran-owned. A recent amendment 
of the Policy included changing LGBT to LGBTQ (Lesbian, Gay, Bisexual, Transgender, 
Queer or Questioning).

As the term "emerging manager” has no standard definition, the criteria could include 
assets under management, ownership structure or number of years of operation. The 
merits of having an emerging manager program include access to promising managers,
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the potential to produce greater returns when smaller assets under management might 
contribute to a manager’s ability to be nimble, to establish a "farm team” of managers to 
track, and expand their mandate if they are successful. There is also the potential for 
favorable fee structures for investors and support for small fund managers. The 
challenges of hiring an emerging manager can include potentially being a significant 
percentage of a manager’s total assets under management, manager diversification 
necessitating the need to have several small mandates with potentially higher fee 
structures, greater exposure to key person and small business risks, and a limited 
selection of institutional quality managers in some asset classes. It should also be noted 
that the greatest opportunities exist where active portfolio management is most effective 
such as the small cap equity and fixed income asset classes.

PUBLIC EQUITY AND FIXED INCOME MANAGERS

As previously stated, the Board hired its first emerging manager in 1987. Since that time, 
the Board has conducted multiple searches to attract managers and provide them with 
the opportunity to manage portfolios in the public equity and fixed income asset 
categories. Additionally, several managers hired years ago are now managing much 
larger allocations than originally provided by the Board.

The Board has also hired "Fund of Funds” managers to manage public equities portfolios. 
A "Fund of Funds” manager structure is where the investor (in this case LAFPP) hires a 
firm which then hires other emerging manager firms (the underlying managers) to manage 
the investor’s account.

Over the years, the Board has conducted multiple searches. Recent Board emerging 
manager searches since 2015 include the following:

Small cap equity selection in 2015 - Two firms were hired from the search with 
allocations of $50 million each. [A third firm was also selected ($25 million 
allocation to micro-cap equity) but was subsequently terminated.]

Fixed income selection in 2015 - Two firms were hired to manage allocations of 
$25 million each.

Large cap equity search in 2015 - Two firms were hired to each manage a $25 
million allocation but were subsequently terminated for performance reasons.

Small cap equity selection in February 2020 - Three domestic small cap managers 
were hired to manage allocations of $50 million each.

Currently, LAFPP has approximately $512.4 million invested in the equity and fixed 
income asset classes under management by emerging managers. However, the Board 
also holds contracts with other MBE/WBE/OBE firms that were hired outside of the
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Emerging Manager Program and now manage substantial allocations totaling another 
$581.7 million.

PRIVATE EQUITY

In addition to the public market emerging managers, LAFPP has a private equity 
emerging manager program in conjunction with the private equity core portfolio (the core 
portfolio is comprised of the Plan’s medium to large, established private equity 
managers). Through this program, the Board has invested in numerous private equity 
emerging manager funds and has hired emerging managers that provide private equity 
investment management (including advisory) services to the Plan. The first Plan hire was 
in 1996 and since then LAFPP has hired three investment managers who were emerging 
managers, including one that also became the Plan’s general consultant.

The criteria for LAFPP’s emerging manager or "Specialized Manager” program include 
first-, second- or third-time funds that are approximately $500 million dollars or below in 
fund size. The funds also may include ownership characteristics such as minority-, 
women- Lesbian, Gay, Bisexual, Transgender, Queer or Questioning- (LGBTQ-), 
disabled veteran-ownership, or Los Angeles or California based firms, and/or investing in 
economically disadvantaged markets. This program began in 2007 with two private equity 
investment managers (including one that was an emerging manager) hired to manage 
the dedicated program.

LAFPP’s current private equity investment manager has been allocated $260 million to 
invest in the Specialized Manager program. And in 2016, a second private equity 
investment manager (also an emerging manager) was hired to expand the program. This 
manager has also been allocated $150 million over the last three years. More recently in 
August 2020, the Board allocated an additional $150 million to each manager to expand 
the Program. Over $700 million has been allocated to the Specialized Manager program 
since 2010.

Since 2007, approximately $619.5 million has been distributed among 63 Specialized 
Manager partnerships. This distribution comprises a significant portion of the 
approximately $4.44 billion allocated to private equity since 2007. The Specialized 
Manager portfolio has added value to the Plan by reporting a net internal rate of return 
of 10.6% and is generating approximately 1.51 times over invested cash, as of March 31, 
2019.

CONCLUSION

LAFPP has one of the oldest emerging manager programs in the U.S. and one of the 
most extensive emerging manager programs encompassing the stock, bond, real estate, 
and private equity asset classes. LAFPP has provided many opportunities over the years 
for emerging managers to compete and be hired for the Plan’s investment mandates.
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Additionally, each emerging manager has the opportunity to manage larger monetary 
allocations for LAFPP based on good performance (returns).

The Board remains committed to the overall Emerging Manager program and its goals 
for greater diversity among investment managers. Currently the Plan has approximately 
$1.403 billion in assets under management by diverse and emerging managers. While 
LAFPP has experienced mixed success with stock managers, the fixed income emerging 
managers and the private equity Specialized Manager program has been financially 
rewarding for LAFPP. Because of the importance of attracting diverse professionals, the 
Board has recently formed an ad hoc committee to review the Board’s progress in this 
area.

Thank you again for the opportunity to provide the Committee with information on 
LAFPP’s Emerging Manager program. Please let me know if you have any questions.

Sincerely

4JiajL-
Raymond Ciranna 
General Manager

c: LAFPP Board


