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AGENDA  

 
RETIREMENT BOARD MEETING  

 
SECOND MONTHLY MEETING 

April 27, 2016 
9:00 a.m. 

 
 

Retirement Board Conference Room 
The Willows Office Park 

1355 Willow Way, Suite 221 
Concord, California 

THE RETIREMENT BOARD MAY DISCUSS AND TAKE ACTION ON THE FOLLOWING: 
 

1. Pledge of Allegiance. 
 

2. Accept comments from the public. 
 

3. Approve minutes from the February 25, 2016 meeting. 
 

4. Presentation from Segal Consulting: Review of Economic Actuarial Assumptions. 
 

5. Consider and take possible action to adopt the economic assumptions recommended 
by Segal Consulting to be utilized in the December 31, 2015 actuarial valuation report. 

 
6. Presentation and recommendation from Verus on Updated Asset Allocation and 

Implementation Plan. 
 

7. Consider and take possible action to adopt governance models as recommended by 
Verus, including delegation of authority of the following investment functions to 
CCCERA staff: 

a. Rebalancing 
b. Investment Manager Hiring 
c. Investment Manager Termination 
 

8. Presentation from Verus on Angelo Gordon personnel changes. 
 

9. Consider authorizing the attendance of Board and/or staff:  
a. California Public Plan Roundtable, PIMCO, May 9, 2016, Newport Beach, 

CA. 
b. A Road Map for Growing Your Institution’s Investment Assets, Commonfund, 

May 16, 2016, San Francisco, CA. 
c. 2016 Adams Street Partners Client Conference, Adams Street Partners, June 1-

2, 2016, Chicago, IL. 
d. Equilibrium’s Fifth Annual Forum, Equilibrium, June 16, 2016, San Francisco, 

CA. 
e. DBL 2016 Annual Meeting, June 16-17, San Francisco, CA. 
f. 2016 Trustees and Administrators Institutes, IFEBP, June 27-29, 2016, Las 

Vegas, NV. 



   
. 

The Retirement Board will provide reasonable accommodations for 
persons with disabilities planning to attend Board meetings who 
contact the Retirement Office at least 24 hours before a meeting. 

g. International and Emerging Market Investing, IFEBP, July 25-27, 2016, San 
Francisco, CA. (Note: Conflict with meeting) 

h. Principles of Pension Management, CALAPRS, August 9-12, 2016, Malibu, 
CA. (Note: Conflict with meeting) 

i. Public Pension Funding Forum, NCPERS, August 21-23, 2016, New Haven, 
CT. 
 

10. Miscellaneous 
a.     Staff Report 
b.     Outside Professionals’ Report 
c.     Trustees’ comments 

































































































Session objectives
• Review asset allocation decisions incorporating 2016 capital market assumptions (CMAs)

• When FFP was adopted in December, it was agreed that the Growth and Risk Diversifying portions 
would be reviewed annually based on updated CMAs

• Discuss “risk diversifying strategies” in more detail to understand what they are and how they 
can be used effectively

• Identify key implementation milestones

• Revisit CCCERA’s approach to private markets

April 2016
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I. Asset allocation analysis
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Asset allocation analysis
Policy 2015 2016 A B C

Return 
(10 Yr)

Standard 
Deviation

Sharpe
Ratio

Domestic Equity
US Large               ‐               6.0             6.0            6.0            6.0            6.0  5.9 15.1 0.26

              ‐               6.0             6.0            6.0            6.0            6.0 
International Equity
International Developed               ‐            10.0           10.0          10.0          10.0          10.0  9.2 18.5 0.39
Emerging Markets               ‐            14.0           14.0          14.0          10.0          10.0  11.3 23.6 0.39

              ‐            24.0           24.0          24.0          20.0          20.0 
Global Equity          42.6               ‐                  ‐                 ‐                 ‐                 ‐    7.7 16.9 0.34
Total Equity          42.6          30.0           30.0          30.0          26.0          26.0 
Fixed Income
Core Fixed Income          19.5               ‐                  ‐                 ‐                 ‐                 ‐    3.2 3.2 0.37
US Treasury               ‐               2.0             2.0            4.0            3.0            3.0  2.3 6.5 0.04
Short‐Term Gov't/Credit               ‐            24.0           24.0          24.0          24.0          24.0  2.5 1.3 0.37
High Yield Corp. Credit            7.4               ‐                  ‐                 ‐                 ‐                 ‐    7.1 10.6 0.48
Global Sovereign ex‐US            1.3               ‐                  ‐                 ‐                 ‐                 ‐    2.6 7.8 0.07
Global Credit            1.3               ‐                  ‐                 ‐                 ‐                 ‐    2.4 6.9 0.06
US TIPS            1.3               ‐                  ‐                 ‐                 ‐                 ‐    2.7 6.3 0.11

         30.7          26.0           26.0          28.0          27.0          27.0 
Real Assets
Commodities            1.3               ‐                  ‐                 ‐                 ‐                 ‐    4.0 18.2 0.11
Core Real Estate            1.6             1.4             1.4               ‐                 ‐                 ‐    4.7 13.2 0.20
Value‐Add Real Estate            3.2             2.8             2.8            4.0            4.0            4.0  6.7 23.3 0.20
Opportunistic Real Estate            3.2             2.8             2.8            4.0            4.0            4.0  8.7 33.2 0.20
REITs            4.5               ‐                  ‐              1.0            1.0            1.0  4.7 26.4 0.10

         13.8             7.0             7.0            9.0            9.0            9.0 
Alternatives
Risk Diversifying Strategies               ‐               2.0             2.0            4.0            9.0            4.0  6.0 9.0 0.44
Risk Parity               ‐                 ‐                  ‐              5.0               ‐              5.0  7.0 10.0 0.50
Private Equity          12.4          17.0           17.0          13.0          12.0          12.0  8.2 23.7 0.26
Private Credit               ‐            17.0           17.0          10.0          16.0          16.0  9.1 10.9 0.65

         12.4          36.0           36.0          32.0          37.0          37.0 
Cash            0.5             1.0             1.0            1.0            1.0            1.0  2.0 0.6 ‐
Total Allocation           100            100            100            100            100            100 

2016
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Asset allocation analysis

Scenario Analysis utilizes February 2016 Verus Capital Market Assumptions

CCCERA
April 2016

Policy 2015 2016 A B C

Forecast 10 Year Return 7.1 7.2 7.9 7.6 7.5 7.6

Standard Deviation 12.1 10.8 11.0 10.3 9.8 9.6

Return/Std. Deviation 0.6 0.7 0.7 0.7 0.8 0.8

1st percentile ret. 1 year ‐28.8 ‐25.9 ‐23.8 ‐21.4 ‐21.2 ‐20.4

Sharpe Ratio 0.48 0.52 0.58 0.59 0.61 0.62

10 Year Return Forecast

Stagflation 6.3 6.2 7.2 6.9 7.1 6.9

Weak 3.0 3.3 4.3 4.0 4.2 4.3

Base CMA 6.8 6.7 7.4 7.0 6.9 6.9

Strong 10.4 9.8 10.3 9.7 9.6 9.5

Range of Scenario Forecast 7.3 6.5 6.0 5.7 5.4 5.2

Shock (1 year) ‐23.3 ‐23.1 ‐21.8 ‐19.5 ‐18.6 ‐17.9

Stagflation 0.2 1.1 0.8 1.0 0.8

Weak 1.9 3.2 2.9 3.1 3.2

Base CMA 4.7 5.3 4.9 4.8 4.8

Strong 7.8 7.7 7.1 7.0 6.9

Range of Scenario Forecast 7.5 6.6 6.4 6.0 6.1

Verus Scenario Analysis

10 Year Real Return Forecast

Mean Variance Optimizer Analysis

6



TAIL RISK – STRESS TEST

Stress test

BarraOne’s risk 
decomposition analysis 
can hypothesize how 
the different portfolios 
would have performed 
in certain hypothetical 
stress tests or historical 
environments.

This analysis is based 
on how the risk factors 
inherent in the current 
index holdings reacted 
in those environments.

Scenario analysis based on risk factors in current policy index and computed as hypothetical scenarios using MSCI Barra One

‐16% ‐14% ‐12% ‐10% ‐8% ‐6% ‐4% ‐2% 0%

Global Rates + 200bps

Global Credit Spreads +100 bps

Global Equity ‐20%

USD +20%

4‐yr A B C

CCCERA
April 2016
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TAIL RISK – SCENARIO ANALYSIS

Historical scenario analysis

Scenario analysis based on risk factors in current policy index and computed as hypothetical scenarios using MSCI Barra One

‐40% ‐30% ‐20% ‐10% 0% 10% 20% 30%

1997 ‐ 1999 Oil Price Decline

2007 ‐ 2008 Oil Price Rise

2001 Dot‐com Slowdown

2007‐2009 Subprime Mortgage
Meltdown(Oct. to Feb.)

2009 July ‐ January

4‐yr A B C

CCCERA
April 2016
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TAIL RISK – SCENARIO ANALYSIS

Historical scenario analysis

Scenario analysis based on risk factors in current policy index and computed as hypothetical scenarios using MSCI Barra One

‐25% ‐20% ‐15% ‐10% ‐5% 0% 5% 10%

1972 ‐ 1974 Oil Crisis
(Dec. to Sep.)

1987 Market Crash
(Oct. 14 to Oct. 19)

1989 ‐ 1990 Nikkei Stock
Price Correction

1992 ‐ 1993 European
Currency Crisis

1994 US Rate Hike

4‐yr A B C

CCCERA
April 2016
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II. Risk diversifying 
strategies
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Risk diversifying strategies
The term “risk diversifying strategies” refers to strategies that have low correlations to traditional asset classes. The low
correlation is often achieved through exposure to multiple asset classes and strategies within the fund.

Strategies currently in the CCCERA portfolio considered to be risk diversifying include:

— AFL‐CIO

 Fixed income strategy specializing in government and agency issued, guaranteed, or insured multifamily mortgage‐backed securities (MBS) 
that have call/prepayment protection

 Assets primarily include government/agency multifamily mortgage securities

― PIMCO All Asset

 Tactical multi‐asset class real return strategy with a primary focus on inflation protection and a secondary focus on enhanced returns

 Assets include equities, commodities, REITs, fixed income, and alternatives

— Wellington Real Return

 Tactical multi‐asset class real return strategy with a focus on managing risk of active strategies used to gain exposure to attractive assets

 Active strategies include: equities, commodities, fixed income, currency, risk management, and active market exposures

Risk parity and certain hedge fund approaches are also considered to be risk diversifying strategies because of their low 
correlations with traditional asset classes.

CCCERA
April 2016
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Executive summary
In this annual hedge fund review, we shed some light on the 
market environment and resulting headwinds or tailwinds 
facing common hedge fund strategies.  Most investors 
allocate to hedge fund strategies to capture return streams 
that are uncorrelated to equity and bond markets.  This 
simplistic goal has been hard to achieve in an environment 
flooded with monetary stimulus, characterized by low 
security dispersion and limited areas of distress.  Managers 
work harder to find unique ideas that can scale.  As a now‐
$3 trillion industry pursuing similar strategies, capturing 
alpha is proving much harder than in years past.  There is no 
short rebate available to short sellers, the borrow is often 
more costly and almost everywhere they turn, hedge fund 
peers already hold significant stakes in portfolio companies 
securities.  We suspect episodic sell‐offs and rebounds 
driven by liquidity concerns and “crowded‐ness” could 
become more normal than unique.  

The macroeconomic environment may be evolving from one 
of continued easing to one of inability to ease, or even 
tightening.  Tightening could impact corporate confidence 
which has driven M&A activity and could set off a new 
distressed cycle.  While many activist and merger strategies 
have benefitted over the past two years, many other equity 
managers have suffered as their short positions rise in 
anticipation of potential takeovers.

Slowing global growth has impacted commodity‐oriented 
sovereigns and corporate securities, and oil prices continue 
to remain volatile.  This should be helpful for CTA and global 
macro managers able to identify strong directional trends 
and differentiate between countries and currencies 
positioned to benefit or suffer from lower oil prices.  

Still‐high equity valuations suggest potential for alpha in 
short books since further return potential from margin 
improvement or P/E expansion appears more difficult.  
Distressed strategies bemoan a dearth of existing 
opportunities, but salivate at what may be just around the 
corner, especially in the energy complex.  Funding costs for 
levered strategies remain extremely low, but then again so 
does volatility; selling any sizable position is likely to incur 
significantly lower realizations from what we hear.  

While our annual hedge fund environment will generalize 
many hedge fund styles, we recognize each hedge fund is 
unique in a number of ways; there is a very wide distribution 
of individual skills, styles and approaches.  Paying careful 
attention to the headwinds and tailwinds that may affect 
hedge fund betas is an important part of hedge fund 
selection, as is careful diligence on managers that are 
capable of producing unique alpha.  

Despite a few 
growing 
concerns and 
disappointing 
recent returns, 
many hedge 
fund strategies 
continue to 
provide the 
diversification 
and capital 
preservation 
roles they are 
intended to 
serve in the 
broader 
portfolio.

CCCERA
April 2016
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As hedge fund assets have grown to nearly $3 trillion, beta‐adjusted returns suggest broadly declining ability to capture
alpha.

INDUSTRY ALPHA VS. INDUSTRY GROWTH

Hedge fund industry growth
Is capital crowding out alpha potential?
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Recent negative hedge fund returns are partly a function of their underlying exposure to broad based equity and credit
markets. These environments have been challenging; so has hedge fund performance.

Hedge fund performance (1-year)
One tough year

*Net returns as of August 2015.  All beta figures shown relative to the S&P 500. Source: Morningstar, HFR, Verus

HFRI composite
Return Beta (to S&P)
(1.1%) 0.3

Long/short equity
Return Beta
(2.6%) 0.4

Fundamental 
value
Return Beta
(2.1%)  0.5

Fundamental 
growth
Return Beta
(6.9%)  0.5

Event driven
Return Beta
(3.6%) 0.3

Distressed / 
restructuring
Return Beta
(8.7%)  0.3

Activist

Return Beta
(1.8%)  0.6

Relative value
Return Beta
(0.2%) 0.2

Fixed income 
‐ corporate
Return Beta
(3.3%)  0.2

Multi‐
strategy
Return Beta
(1.0%)  0.1

Macro
Return Beta
(2.5%) 0.1

Discretionary
/ thematic
Return Beta
(0.2%)  0.2

Systematic
/diversified
Return Beta
(5.7%)  0.1
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Over the past seven years, which includes the last half of 2008, broad equity market exposure retains significant
explanatory power over hedge fund returns – exposure investors may not recognize or want.

Hedge fund performance (7-years)
End points still dominate the optics

*Net returns as of August 2015.  All beta figures shown relative to the S&P 500. Source: Morningstar, HFR, Verus

HFRI composite
Return Beta (to S&P)
(3.5%) 0.3

Long/short equity
Return Beta
(3.3%) 0.5

Fundamental 
value
Return Beta
(4.7%)  0.5

Fundamental 
growth
Return Beta
(2.6%)  0.6

Event driven
Return Beta
(4.5%) 0.4

Distressed / 
restructuring
Return Beta
(4.3%)  0.3

Activist

Return Beta
(4.0%)  0.7

Relative value
Return Beta
(5.6%) 0.2

Fixed income 
‐ corporate
Return Beta
(4.7%)  0.3

Multi‐
strategy
Return Beta
(5.0%)  0.2

Macro
Return Beta
(2.0%) 0.1

Discretionary
/ thematic
Return Beta
(1.0%)  0.2

Systematic
/diversified
Return Beta
(2.7%)  0.0
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Hedge fund styles review
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ALT BETA ‐ ROLLING 1 YEAR RETURN COMPARED TO THE S&P 500

Source: Credit Suisse, CSLAB “Liquid” indexes, data as of 9/30/15; hypothetical performance until date noted in legend. 
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Good climate for momentum, mild to harsh conditions for others
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MOST RECENT TWO YEARS

Alternative or “exotic” beta strategies hinge on the existence of common factors that many hedged strategies employ to generate a substantial 
portion of their overall returns.  Many of these factors can be obtained with relatively less expense.

Examples of “naïve” strategy or factor replication include merger arbitrage or delta hedged convertible bond trading.

Over longer periods of time, some of these factors have demonstrated persistent ability to explain significant proportions of active hedge fund 
manager returns; this in turn argues for active risk benchmarks or explicit fee reductions.

The data presented below suggests the performance of a set of factors, while variable, has generally been positive.  Recent experience reflects 
the significant influence of momentum throughout 2014, but a reversal has been coincident with weakness in the S&P 500.

Dispersion of these factor returns enhances the risk‐adjusted return for strategies that employ a mix of these strategies despite lower aggregate 
return expectations; active sizing decisions among these factors may enhance value‐added returns.

CCCERA
April 2016
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Event Driven strategies target equity or debt securities involved in mergers, acquisitions, corporate spinouts, debt refinancing and distressed, 
bankruptcy and restructuring.  This category of funds represents 10% of the broad index and 900 funds.

These strategies are driven by M&A volume and deal spreads, debt maturities leading to defaults, credit availability, the level of activism and 
general corporate activity.

Many claims related to crisis‐period vintage bankruptcies are now being realized; biopharma and other healthcare‐related M&A has been strong 
the past 9‐12 months.

Anecdotally, managers admit short positions and forays into the energy space appear to have been so far premature.

Best opportunities for investment have typically been near inflection points in the economic cycle: beginning of pro‐growth upturn or beginning of 
distressed cycle brought about by slowing economy; we are likely closer to the latter today.

Sector Equity 
Cap ($B)

# Funds 
w/ stock 
(6/30/15)

Funds w/ 
position 
in Top 10 
(6/30/15)

% equity 
owned by 

HFs
(8/15/15)

Total 
Return 

YTD 
(8/15/15)

ALLERGAN PLC Health Care $124  90 46 12% 22%

VALEANT PHARMA. Health Care $84  50 20 16% 72%

CHARTER COMM. Consumer $20  48 18 17% 8%

CHENIERE ENERGY Energy / MLP $16  43 17 27% ‐2%

TIME WARNER CABLE Consumer $53  48 16 13% 22%

JD.COM Consumer $38  41 15 28% 22%

SUNEDISON Technology $4  48 13 67% ‐26%

WILLIAMS COS Energy / MLP $39  43 11 17% 19%

AIR PRODS & CHEMS Industrial $32  42 11 16% 2%

AERCAP HOLDINGS Technology $9  36 11 23% 24%

Average of the Top 50 Names $113  45 13 9% 14%

Source: HedgeMind‐VIP: 50 Stocks That “Matter Most” to Hedge Funds        Source: “Characteristics of Risk and Return in Risk Arbitrage” by Mark Mitchell 
and Todd Pulvino, The Journal of Finance, 2001. Research extended by CNH.

MORE MERGER FAILURES MEANS HIGHER RISK, LESS REWARD

Event driven
The house is getting crowded

HF DARLINGS

CCCERA
April 2016
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Fundamental long/short equity strategies pursue views of intrinsic value or growth estimates that differ from consensus.  More than 3,400 funds 
representing 27% of the index apply this most common strategy.

These strategies are driven by dispersion of fundamentals, operating margins and general M&A activity in addition to volatility in the market.

Companies that have levered the balance sheet (at the expense of bold holders) or which have pursued accretive acquisitions have been rewarded 
with higher stock prices by growth oriented investors.

Anecdotally, most short positions have been a drag on performance; more recently they have offset some of the damage done by abrupt market 
sell‐offs but not enough to overcome losses on net long positions.

Many managers state they expect increased market volatility will be helpful to their cause because it will push their short “poor outlook” 
companies down more than their “quality company” holdings.
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Systematic CTAs seek trends they can exploit across sovereign rates, equities and commodities, while discretionary macro managers attempt to 
position portfolios to benefit from anticipated market direction.  Approximately 2,800 firms classify themselves as systematic or discretionary 
macro representing a third of all hedge fund assets.

These strategies are driven by central bank policies, currency volatility and strong directional trends.

Positions in long dollar, short commodities and short emerging markets have worked well for the past year, but positions on interest rates have
been far less consistent.

Abrupt reversals and short trends have been fairly common over recent quarters; anticipation of central bank divergence is a broadly held 
consensus view and this is problematic since a “rush to exit” could exacerbate global asset volatility.

Some managers expect a sanguine, slow growth outlook while a few others are aggressively bearish on longer‐term prospects for low commodity 
prices, low global growth and low inflation in a world with a slower‐growing China no longer a tailwind.

SLIPPERY SLOPE FOR THE FRONT MONTH FUTURES CONTRACT US DOLLAR INDEX STRENGTH – WILL IT CONTINUE OR PLATEAU?

CTA and global macro
Shared consensus in both positions and outlook raises concerns

Source: Bloomberg, as of 10/2/15 Source: FRED, as of 9/25/15 
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Relative value strategies span a broad spectrum of securities (rates, credit, structured) and often employ significant leverage to magnify small 
differences in pricing.  These mostly quantitative strategies remain neutral to market volatility and direction.  Approximately 1,500 funds 
represent 17% of hedge fund assets.

These strategies are driven by frequency and size of sovereign issuance and corporate M&A activity as well as credit tightness, pace of mortgage 
repayments and ability to margin trades.

Cash vs. futures rates trades, legacy structured securities and low quality vs. high quality trades worked quite well recently.

Auction rate strategies, trading in recently structured asset‐backed products and their hedges as well as capital structure arbitrage related to 
energy, metals or mining have not worked for managers throughout 2015.

Recent quality spreads and convertible bond strategies appear more profitable now; as volatility increases, the opportunity set available to fixed 
income RV strategies could improve.
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Minding the gaps and earning the spread offers non-directional returns

Source: Barclays Capital Indices, Bloomberg, as of 8/31/15 Source: Barclays, as of 9/30/15
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Summary
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Forward-looking views across styles

Strategy
Strategy Role in 

Portfolio Current Opportunity Set
Intermediate 

Outlook

Multi‐Strategy / 
Alternative Beta Diversifier ― QE unwind should lead to increased influence of fundamentals, increased price dispersion 

within and across markets (sectors, countries), and differentiation among factor returns. Favorable 

Event Driven Return
Enhancing

― M&A volume remains robust, but credit market volatility may dampen confidence.
― Stressed commodity producers and emerging markets may indicate a coming distress cycle. Neutral 

Long/Short Equity Lower Volatility 
Higher Sharpe

― Fundamental earnings growth should overcome blind multiple expansion characterized by the 
recent beta‐driven market which favored longer‐biased strategies. 

― Relatively high valuations evokes potential alpha for managers with short stock‐picking skill. 
Favorable

CTA / Macro Risk Reducing

― “Unconventional” monetary policy will take some time to unwind; this suggests a slowly 
diminishing headwind to macro strategies, but many participants share the same views.

― Divergent policy responses to differing macro challenges (wind down of QE, Japanese & ECB 
reflation theme, slowing growth in China) creates opportunities for discretionary strategies. 

Neutral 

Relative Value Diversifier

― Fed‐provided liquidity dampened volatility for short‐term interest rates and tightened spreads 
across all assets which has been a headwind to relative value strategies trying to capture 
divergence in fair value amongst various sovereigns, agencies, and credits.

― The decoupling of policy cycles across developed markets should lead to increasing market 
volatility and provide an array of relative value and flow‐driven opportunities. 

Favorable

We recognize the broad, categorical statements and role definitions below do not capture the diversity of managers’ approaches.
While no two managers within a given strategy are the same, we believe this framework is useful for setting investors’
expectations for performance and portfolio diversification given the likely market environment impacting their exposures.

CCCERA
April 2016
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Notices & disclosures

Past performance is no guarantee of future results. This report or presentation is provided for informational purposes only and is directed to institutional clients and eligible institutional 
counterparties only and should not be relied upon by retail investors. Nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy, sell or hold a security or 
pursue a particular investment vehicle or any trading strategy. The opinions and information expressed are current as of the date provided or cited only and are subject to change without notice. 
This information is obtained from sources deemed reliable, but there is no representation or warranty as to its accuracy, completeness or reliability. Verus Advisory Inc. and Verus Investors, LLC 
expressly disclaim any and all implied warranties or originality, accuracy, completeness, non‐infringement, merchantability and fitness for a particular purpose.  This report or presentation cannot 
be used by the recipient for advertising or sales promotion purposes. 

The material may include estimates, outlooks, projections and other “forward‐looking statements.” Such statements can be identified by the use of terminology such as “believes,” “expects,” 
“may,” “will,” “should,” “anticipates,” or the negative of any of the foregoing  or comparable terminology, or by discussion of strategy, or assumptions such as economic conditions underlying other 
statements. No assurance can be given that future results described or implied by any forward looking information will be achieved. Actual events may differ significantly from those presented. 
Investing entails risks, including possible loss of principal. Risk controls and models do not promise any level of performance or guarantee against loss of principal.  

“VERUS ADVISORY™ and VERUS INVESTORS™ and any associated designs are the respective trademarks of Verus Advisory, Inc. and Verus Investors, LLC.  Additional information is available upon 
request. 

CCCERA
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III. Risk parity education
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What is risk parity?
A long‐only portfolio seeking to generate returns through persistent exposure to 
Global Equity, Global Fixed Income, and Global Inflation‐Protected Assets

— Global Equities for upside participation in periods of strong growth

— Global Fixed Income for downside protection in periods of weaker growth

— Commodities and Global Inflation‐Linked Bonds to preserve real rates of return in inflationary periods

Seeks balanced exposure for consistent performance across market environments

April 2016
CCCERA

Source: PanAgora Asset Management, Inc.
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Portfolio construction
The Traditional Approach to portfolio construction 

— Accepts the volatility level of the asset classes available in the marketplace

— Constructs a portfolio with those asset classes

Each asset class contributes a different level of risk to the portfolio

The Risk Parity Approach to portfolio construction

— Uses leverage to adjust the volatility of each asset class to the same level

— Weights the asset class exposures so that each asset class contributes an equal amount of expected 
volatility to the portfolio

Each asset class contributes the same level of risk to the portfolio

April 2016
CCCERA

Risk Parity is 
about how you 
choose to buy 
betas in your 
portfolio. It is 
not primarily a 
alpha-based 
strategy.

30



CAPITAL AND RISK ALLOCATION

Traditional portfolio

April 2016
CCCERA

The Traditional Approach 
may result in the Plan 
closely tracking the 
outcome of the equity 
market.

Source: PanAgora Asset Management, Inc.
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CAPITAL AND RISK ALLOCATION

Risk parity portfolio

April 2016
CCCERA

The Risk Parity Approach, 
through the use of 
leverage, weights assets 
so that all investments 
influence the portfolio 
similarly.

Source: PanAgora Asset Management, Inc.
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Leverage in portfolios
Just like Risk Parity, most investments contain leverage

— Public and Private Equity, Real Estate, Infrastructure, and Hedge Funds

— Leverage is embedded throughout the portfolio but often encapsulated

— Securitization (or in the case of Risk Parity – commingled fund) allows it to be non‐recourse leverage

Risks of leverage can be controlled with good risk management

— Levering a diversified portfolio of liquid assets

— Active rebalancing to target constant and balanced market risk

— Maintaining high levels of unencumbered cash

— Utilizing instrument leverage through exchange‐traded and centrally cleared futures (not borrowed 
leverage)

In Risk Parity, 
leverage is 
generally 
obtained 
through the use 
of derivatives.

CCCERA
April 2016
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Adding risk parity to client portfolios
As we add Risk Parity, we improve outcomes

• A benchmark portfolio had incremental amounts 
of Risk Parity added

• Other asset allocations were simply reduced 
proportionally

• Sharpe ratios increased through the addition of 
Risk Parity

• 50th percentile return increased with the 
addition of Risk Parity

• The poorest outcomes were mitigated with Risk 
Parity

April 2016
CCCERA

As of December 31, 2015
Note: Typical Peer is based on BNY Mellon Universe data of DB Plans >$2 Billion and is composed of 45% Global Equity, 35% Core Fixed Income, 5% Private Equity, 5% Real Estate, 5% Hedge Funds, and 5% 
Commodities

34

Typical
Peer

+5% RP +10% RP +20% RP

Volatility

10.0 9.9 9.8 9.5

Sharpe Ratio

0.43 0.45 0.46 0.48

Median (50th percentile) Forecasted Return

5.99 6.06 6.13 6.26

1 Year (1st Percentile) Drawdown

‐23.29 ‐22.56 ‐21.90 ‐20.62



Risk parity overview

As of December 31, 2015
Benchmark:  Salient Risk Parity Index 10 vol

3 YR. ROLLING CORR. W/ GLOBAL EQUITIES
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Adding risk parity to a 60/40 portfolio

As of December 31, 2015
Benchmark:  Salient Risk Parity Index 10 vol

‐60%

‐50%

‐40%

‐30%

‐20%

‐10%

0%

M
ax
 D
ra
w
do

w
n 
Re

tu
rn
, %

‐34.9
‐32.6

‐55.1

60‐40 Global Equity ‐ US Bond 48‐32‐20 Gl Eq‐US Bond‐RP10 MSCI ACWI IMI NR USD

‐50%

‐40%

‐30%

‐20%

‐10%

0%

10%

20%

30%

40%

'06 '07 '08 '09 '10 '11 '12 '13 '14 '15

0%

2%

4%

6%

8%

10%

12%

14%

To
ta
l A

nn
ua

liz
ed

 R
et
ur
n,
 %

1 year 3 years 5 years 7 years 10 years

0%

1%

2%

3%

4%

5%

6%

7%

8%

To
ta
l A

nn
ua

liz
ed

 R
et
ur
n,
 %

0% 2% 4% 6% 8% 10% 12% 14% 16% 18%

Total Annualized StdDev, %

PERFORMANCE TO DATE MAX DRAWDOWN, JUL‐05 TO JUN‐15

RISK VS. RETURN, JUL‐05 TO JUN‐15CALENDAR YEAR PERFORMANCE

CCCERA
April 2016

36



Adding risk parity to a 60/40 portfolio

As of December 31, 2015
Benchmark:  Salient Risk Parity Index 10 vol
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Implementation

April 2016
CCCERA 38



Implementation milestones
• Establish overlay and transition management providers 

• Establish liquidity strategy

• Transition assets among public equity and fixed income strategies to begin migrating current 
portfolio to target asset allocation

• Conduct education & searches for new mandates

• Identify “holding” strategies suitable for achieving risk/return characteristics until capital is called 
into illiquid strategies

April 2016
CCCERA 39



Approach to private 
markets

April 2016
CCCERA 40



Approach to private markets
― Incremental increases and changes to private market allocations requires a revisit 

to the approach previously implemented

― The introduction of private credit is in itself a new asset class

― A variety of solutions exist; determining which model is best suited to fulfill these 
mandates needs to be evaluated separately

April 2016
CCCERA 41



Notices & disclosures
Past performance is no guarantee of future results.   The information presented in this report is  provided pursuant to the contractual agreement (the “Contract”) by and 
between Contra Costa Employees’ Retirement Association (“Client”) and Verus Advisory, Inc. (“Company”). In the event of conflict between the terms of this disclosure 
and the Contract, the Contract shall take precedence. Client is an institutional counter‐party and in no event should the information presented be relied upon by a retail 
investor. 

The information presented has been prepared by the Company from sources that it believes to be reliable and the Company has exercised all reasonable professional care 
in preparing the information presented. However, the Company cannot guarantee the accuracy of the information contained therein. The Company shall not be liable to 
Client or any third party for inaccuracy or in‐authenticity of information obtained or received from third parties in the analysis or for any errors or omissions in content.  

The information presented does not purport to be all‐inclusive nor does it contain all information that the Client may desire for its purposes. The information presented 
should be read in conjunction with any other material furnished by the Company. The Company will be available, upon request, to discuss the information presented in 
the report that Client may consider necessary, as well as any information needed to verify the accuracy of the information set forth therein, to the extent Company 
possesses the same or can acquire it without unreasonable effort or expense. Nothing contained therein is, or should be relied on as, a promise, representation, or 
guarantee as to future performance or a particular outcome. Even with portfolio diversification, asset allocation, and a long‐term approach, investing involves risk of loss 
that the client should be prepared to bear.  

The material may include estimates, outlooks, projections and other “forward‐looking statements.” Such statements can be identified by the use of terminology such as 
“believes,” “expects,” “may,” “will,” “should,” “anticipates,” or the negative of any of the foregoing or comparable terminology, or by discussion of strategy, or 
assumptions such as economic conditions underlying other statements. No assurance can be given that future results described or implied by any forward‐looking 
information will be achieved. Actual events may differ significantly from those presented.  Investing entails risks, including possible loss of principal. Risk controls and 
models do not promise any level of performance or guarantee against loss of principal.
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Session objectives

— Advance discussion on delegation of decision making authority and controls for 
staff in the following areas:

 Rebalancing

 Managing managers

— Obtain sufficient direction from Board to be able to develop policy language

3
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Progress report

Establish risk tolerance

Develop investment philosophy

Select investment strategy

Select strategic asset allocation

Define governance structure

Develop investment policy

Implement

April 27, 2016
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Desired
Future
State

Recap of current status

When we met in February, the Board selected a preferred governance model, with 
broad consensus for additional movement toward a team-based model…

…and asked us to come back with additional input on the delegation of decision 
making authority for staff and provide context for how it will fit into the Investment 
Policy Statement.
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Board-
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Model

Staff-
Dominant 

Model
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Based
Model

Current
State

Illustrative



Investment policy development principles

— Starting with “blank sheet of paper” (rather than editing current policy)

— Simplicity / less is more (supported by well-documented procedures manual in 
some cases)

— Recognition that the IPS is a road map that Trustees and staff will use to guide 
decision-making

— Intended to be a living document that will change to meet the needs of the Trust 
over time; it will live beyond the tenure of current Board and staff, but should 
also provide stability across time and personnel changes through a well-
constructed and logical framework

— In all cases, any delegation of authority included in the Investment Policy will 
not be implemented until workflow, compliance, and reporting procedures are 
clearly defined, reviewed, and approved

April 27, 2016

CCCERA 6



IPS Topics

Current Structure

I. Introduction

II. Authority

III. Asset Categories

IV. Investment Objectives

V. Custodian Bank and County Treasurer

VI. Investment Manager Selection

VII. Investment Manager Monitoring

VIII. Authority of Investment Managers

IX. Investment Guidelines

X. Separately Held Real Estate

XI. Securities Litigation

April 27, 2016
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Potential Structure

1. Purpose

2. Authority

3. Investment Philosophy

4. Investment Objectives

5. Constraints

6. Governance

7. Investment Strategy

8. Asset Allocation

9. Risk Management

10. Portfolio Monitoring

11. Reference to other Policy and Operational 
Documents (e.g., Securities Litigation, Proxy 
Voting)

7



Benefits of Delegation

— Authority and responsibility reside with fully-dedicated, expert resources

— More time for Board to spend on addressing critical policy and process issues

— Higher level of decision-maker accountability

— Staff flexibility within clearly defined constraints provides opportunity for 
additional value capture

— Board remains well informed due to continuation of relevant, detailed reporting 
and discussion

April 27, 2016
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Delegation discussion: Rebalancing

Current Policy

— Plan cash flow used to rebalance

— Primarily time-based, reviewed least 
semi-annually (Jul and Jan)

— Rebalancing may also occur “at any other 
time deemed appropriate” at Board or 
Staff discretion

— Board allows staff to rebalance without 
Board approval

April 27, 2016
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Potential Adjustment

— Recognition that rebalancing may occur 
to: 1) maintain policy targets or 2) effect 
tactical tilts

 Maintain policy targets

• Plan cash flow used to rebalance

• Primarily range-based with narrow ranges, 
reviewed at least monthly

• Rebalancing may occur at any time

• Board notification after policy rebalancing

 Effect tactical tilts

• Authority limited by Board-established ranges

• Board notification with business case prior to 
execution

• Opportunity for negative consent (i.e., veto)

9



Delegation discussion: Manager Hires
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Current Policy

— Defines process for identifying, evaluating, and selecting candidates

 Any board member, the CIO, or the Investment Consultant may raise an investment idea for 
consideration

 Upon approval, standard search process ensues

• Detailed manager profile

• Quiet period

• Consultant conducts initial screening (Board and Staff may submit candidates for consideration)

• Consultant presents search and recommended finalists

• Board approves finalist list and may direct on-site due diligence

• Investment Manager Agreement is subject to final due final due diligence (including an on-site visit) following 
Board approval

 A non-standard process may be followed, e.g, unique opportunity with few suitable candidates, 
follow-on investments

• Staff and Investment Consultant evaluate merits of investment and identify competitive managers

• Board approves, subject to additional due diligence, documentation and legal review



Delegation discussion: Manager Hires
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Potential Update

— Hiring New Managers

 Staff given authority to hire new managers up to pre-defined limit (e.g., $100 million)

 Detailed report to the Board prior to execution of investment manager agreement provides 
opportunity for negative consent

 Board members may participate in on-site due diligence visits

 Assignments > $100 million will follow the “standard search process”

— Investing in Follow-on Funds

 Recognition that due diligence requirements are not as high as for original investment

 Staff given authority to make additional investments necessary to maintain originally intended 
exposure (as estimated by detailed funding analysis)

 Detailed report to the Board prior to document execution provides opportunity for negative consent 
(i.e., veto)



Delegation discussion: Manager Termination
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Current Policy

— Managers under review

 Board decides if a manager “should be under review”

 Staff to notify manager

 Quarterly re-evaluation for managers under review to:

• Decide the manager is no longer under review

• Keep the manager under review

• Terminate

— Emergency situations (e.g., accusation of fraud by regulatory agency)

 Staff immediately notifies Chair and Vice Chair

 Staff notifies custodian to stop trading

 Emergency Board meeting called to determine long-term solution



Delegation discussion: Manager Termination
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Potential Update

— Normal circumstances

 Staff has the authority to terminate a manager

 Detailed report to the Board prior to termination provides opportunity for negative consent

— Emergency situations

 Chair notified immediately

 Staff given authority to terminate and find suitable short-term alternative

 Staff presents long-term remediation plan to Board as soon as practical, thereby providing opportunity 
for negative consent (i.e., veto)



Next Steps

— Incorporate Board feedback into Investment Policy Statement

— Develop detailed workflow, compliance, and reporting procedures

— Review with legal and compliance

— Present draft to Board for approval

April 27, 2016
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