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CLOSED MINUTES 
 

 
Item 14. College Illinois! Prepaid Tuition Program-Options Strategy Presentation 
 
 An informational presentation was given to the Commission by Lynne Howard-Reed with the 
Chicago Board Options Exchange. 
 
Item 15. College Illinois! Prepaid Tuition Program - Options Based Portfolio Management Strategy 
 
 Mr. Bello stated that the previous presentation given by the Chicago Board Options Exchange, is 
a risk management program which has been around for 26 years. He explained that this type of 
investment has a potential for higher returns while minimizing the volatility of the overall portfolio and is 
divided into two strategies, the Buy right and the Put Right strategy. He stated that, working within the 
confines of the S&P 500 benchmark, the cash portion will be invested in T-Bonds, TIPS and fixed 
contracts within the necessary constraints and controls of the portfolio. 
 
 Mr. Bello confirmed Commissioner Alpi’s understanding that the purpose of the strategy was to 
minimize risk and that the strategy would “not be going naked” on the options traded within the strategy. 
 
Item 16. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment Managers 

 
  Mr. Bello stated that 42 proposals were received from the hedge fund RFP which was issued in 
July and that the Portfolio Committee interviewed 24 of the respondents and as a result of a very detailed, 
sensitive and thorough process have arrowed the proposed hedge fund investment managers down to 13 
candidates; including Balestra Capital, Pinnacle, Echelon, Neuberger Berman, Pluscious, Protégé, 
Cadogan, Reynoso, Common Sense Investment Management, Leading Edge, Sanborn Kilcollin, 
Guidance, and Permal Group. 
 
Item 17-A. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment – 
Balestra Spectrum Partners II, LLC 

 
 Mr. Bello indicated that this is a fund managed by one of the proposed hedge fund investment 
managers being brought to the Commission for approval. He stated that the amount being requested is 
incorrect in the printed agenda book and should be for an amount not to exceed the amount of $55 
million. 
 
 Mr. Bello stated that the firm of Kutak Rock was retained to assist in the contract negotiating and 
perform due diligence on the agreement, fees and side letters. He introduced Mr. Mitch Woolery with 
Kutak Rock who stated that as a partner with Kutak Rock he has been assisting staff with the negotiations 
of the five hedge fund investments being brought before the Commission today. 
 
 Responding to Ms. Alpi, Mr. Davis stated that the investment policy asset allocation for hedge 
funds has been approved for a maximum of 20 percent. 



Item 17-B. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment – 
Centennial Global Macro Fund, L.P. 
 

 Mr. Bello stated this hedge fund manager will be a commingled fund structure and requested 
approval for allocating up to $55 million to Centennial. 
 
Item 17-C. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment 
 – Neuberger Berman Diversified Arbitrage Fund II, L.P. 

  
Mr. Bello stated that this hedge fund manager’s strategy is to utilize a multi-strategy style of 

management and will be allocating money to submanagers. Correcting the amount of requested funding 
printed in the agenda book, Mr. Bello indicated they are requesting authorization to allocate up to $25 
million to this Fund. 
 
 Responding to Mr. Dauber’s inquiry as to the smaller investment amount to this manager, Mr. 
Bello indicated that it is the Portfolio Committee’s preference to start smaller with this Fund and watch 
the performance more carefully to ensure they are meeting the goals and requirements of the policy. 
 
Item 17-D. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment – 
Pinnacle Natural Resources, L.P. 

 
 Mr. Bello indicated this hedge fund manager will be investing in natural resources such as 
commodities which will be a nice compliment to the other funds and requesting an investment not to 
exceed $55 million, not the $40 million as printed in the agenda book. 
 
Item 17-E. Selection of College Illinois! Prepaid Tuition Program Hedge Funds Investment 
 – Reynoso Asset Management, LLC 
 

 Mr. Bello stated this hedge fund manager’s strategy is to utilize options to manage risk and staff 
is requesting approval to invest $10 million to this Fund. 
 

Item 18. Selection of College Illinois! Prepaid Tuition Program – Private Equity Investment 
Agreement I 
 
 Mr. Bello indicated staff is requesting a not to exceed investment of $15 million for Camelot 
Acquisitions, which invests in secondary private equity.  He explained that this manager purchases 
limited partnership interests from people that need liquidity and are trying to exit their investments which 
were made in 2005-2008. 
 
 Responding to Mr. Dauber, Mr. Bello stated that this investment brings the total investment in 
private equity up to the seven percent allocated for the private equity asset class set forth in the revised 
investment policy. 
 
 Mr. Davis stated that although Camelot Acquisitions has a very good reputation, staff secured an 
outside firm to perform due diligence to ensure validity of Camelot Acquisitions. 



Item 19. Selection of College Illinois! Prepaid Tuition Program – Private Equity Investment 
Agreement II 
 

 Mr. Bello stated that staff is requesting Commission approval in an amount not to exceed $20 
million to invest in the Morgan Stanley Secondary Opportunities Fund. 
 
 Responding to Mr. Wilson, Mr. Bello stated that as part of the due diligence requirement and 
working with Kutak Rock, staff will receive quarterly financial statements as well as annual audited 
financial statements from all of the above firms. He also indicated that most of these firms are registered 
investment advisory firms who are required to comply with the Investment Company Act of 1940. 
 
Item 20. Employment Matters Relating to the Executive Director 

 
 Chairman McNeil asked that only Ms. Lee and the court reporter be in the room with the 
Commissioners and Mr. Davis during the discussion on the Executive Director’s employment. 
 
 Mr. Dauber is concerned that with the aggressive investments that Mr. Davis is willing to make in 
order for the College Illinois! portfolio to achieve a nine percent return each year, and expressed concern 
whether the current investment infrastructure is sustainable if Mr. Davis was not in the Executive 
Director’s position. 
 
 Mr. Davis stated that he does not envision leaving his position as he enjoys the responsibility and 
its challenges and the mission-based nature of what the agency is charged with. He agreed that he is 
building a significantly more sophisticated investment strategy and apparatus than what existed prior to 
his joining the agency but feels the staff working with the College Illinois! investments are professional 
and are fully capable of managing the aggressive approach outlined in the policy. 
 
 Ms. Alpi stated that no one in the industry has been in this position before with this type of 
environment. She also complimented previous staff who started the prepaid tuition program and got it 
started in the right direction but going forward it is not always the person who founded a program that 
will take it to the next level. Ms. Alpi gave Mr. Davis credit for the talent he has brought to the program 
and feels it is a good healthy balance of talent. Ms. Alpi agreed with Mr. Dauber and expressed that at 
times she hasn’t been comfortable with the direction the program was going but feels that the agency and 
the prepaid tuition fund is where it is today due to Mr. Davis’ leadership. 
 
 Mr. Davis assured Ms. Alpi that he has learned to listen to his staff and the Commission more 
than he did when he first joined the agency. Ms. Alpi expressed that she would like Mr. Davis to continue 
to make personnel decisions based on expertise and the competency of people when bringing them into 
the agency rather than by who they know.  
 

Mr. Davis is proud of the team he has built and feels the agency now works together as a team.  
 
Chairman McNeil then asked Mr. Davis to leave the room in order for the Commissioners to 

discuss his performance. 
 
Chairman McNeil expressed to the Commissioners that he feels Mr. Davis brings great 

experience and great intelligence and creativity and runs the state agency as a business. Chairman McNeil 
stated that as an employment lawyer, he is very impressed that the agency accomplished the large 
reduction in staff without any type of complaints, which is a hallmark of very good management.  

 



Commissioner Alpi asked if anything formal needs to be done to memorialize their discussion.  
Ms. Lee said that nothing formal is required. 
 
Respectfully submitted, 

 
Debora A. Calcara 
Secretary to the Commission 
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