
 Stanislaus County Employees’ Retirement Association 
 832 12th Street, Ste. 600, Modesto, CA  95354  PO Box 3150, Modesto, CA  95353  www.stancera.org  209-525-6393  209-558-4976 Fax 

AGENDA 

BOARD OF RETIREMENT      December 19, 2017 
832 12th Street Ste. 600, Wesley W. Hall Board Room      1:30 p.m. 
Modesto, CA 95354  
The Board of Retirement welcomes you to its meetings, which are regularly held on the fourth Tuesday of each month.  Your interest is encouraged 
and appreciated. 

CONSENT/ACTION ITEMS:  Consent matters include routine administrative actions and are identified under the Consent Items heading. All other 
items are considered to be action items. “Action” means that the Board may dispose of any item by any action, including but not limited to the 
following acts: approve, disapprove, authorize, modify, defer, table, take no action, or receive and file. 

PUBLIC COMMENT:   Matters under jurisdiction of the Board, may be addressed by the general public before or during the regular agenda.  
However, California law prohibits the Board from taking action on any matter which is not on the posted agenda unless it is determined an emergency 
by the Board of Retirement.  Any member of the public wishing to address the Board during the “Public Comment,” period shall be permitted to be 
heard once up to three minutes.  Please complete a Public Comment Form and give it to the Chair of the Board.  Any person wishing to make a 
presentation to the Board must submit the presentation in written form, with copies furnished to all Board members.  Presentations are limited to three 
minutes. 

BOARD AGENDAS & MINUTES:  Board agendas, minutes and copies of items to be considered by the Board of Retirement are customarily posted 
on the Internet by Friday afternoon preceding a meeting at the following website:  www.stancera.org.  

Materials related to an item on this Agenda submitted to the Board after distribution of the agenda packet are available for public inspection at 
StanCERA, 832 12th Street, Suite 600, Modesto, CA 95354, during normal business hours. 

AUDIO:  All Board of Retirement regular meetings are audio recorded.  Audio recordings of the meetings are available after the meetings at 
http://www.stancera.org/agenda.  

NOTICE REGARDING NON-ENGLISH SPEAKERS:  Board of Retirement meetings are conducted in English and translation to other languages is 
not provided.  Please make arrangements for an interpreter if necessary. 

REASONABLE ACCOMMODATIONS:  In compliance with the Americans with Disabilities Act, if you need special assistance to participate in this 
meeting, please contact the Board Secretary at (209) 525-6393.  Notification 72 hours prior to the meeting will enable StanCERA to make reasonable 
arrangements to ensure accessibility to this meeting. 

1. Call Meeting to Order

2. Roll Call

3. Announcements

4. Public Comment

5. Consent Items

a. Approval of the November  28, 2017 Meeting Minutes   View

b. Monthly Staff Report
Agenda Item     View

c. Legal/Legislation Update
Agenda Item     View

d. Approval of Service Retirement(s) – Government Code Sections 31499.14, 31670, 31662.2 & 31810

1. Corcel, Dollie – CSA – Effective – 12-23-17
2. Crist, Ann – Sheriff – Effective 12-27-17
3. Crook, Mark  – CEO Fire Warden – Effective 12-28-17  *
4. De Jesus, Arlene – CSA – Effective 12-23-17
5. Kasbarian, Lisa – HSA – Effective 11-28-17
6. Leichner, Kevin – Sheriff – Effecitve 12-30-17  *
7. Mancini, Cherilyn – CSA – Effective 12-23-17
8. McNett, Thomas – BHRS – Effective 12-01-17
9. Merrell, Mary Jane – DCSS – Effective 12-05-17
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5. Consent Items (Cont.)

10. Picone, Marie – AG Comm – Effective 10-31-17
11. Schneider, Susan – CSA – Effective 12-28-17
12. Siebrecht, Debra – SBT – Effective 12-09-17
13. Szczepaniak, Margaret – HSA – Effective 12-25-17
14. Whitmore, Debra – Planning – Effective 12-02-17

* Indicates Safety Personnel

e. Approval of Deferred Retirement(s) – Government Code Section 31700

NONE

f. Approval of Disability Retirement - Government Code Section 31724

1. Herrera, Manuel - HSA, Service-Connected, Effective 07-05-16

6. Executive Director – Investment

a. 1937 Act survey Regarding Alternative Investment
Agenda Item     View

b. Cliffwater - Education Regarding Private Equity
Agenda Item     View
Attachment 1   View

c. Tax Reform Bill and UBIT (Unintended Business Income Tax)
Agenda Item     View

d.  Quarter 3 Auxiliary Investment Report
Agenda Item     View
Attachment 1   View

7. Verus – Investment Consultant

a. Workplan    View

b. November  30, 2017 Flash Report    View

8. Executive Director – Administrative

a. Cheiron  Actuaries - June 30, 2017 Actuarial Valuation -

Agenda Item     View
Attachment 1   View

b. Information Technology Solutions (ITS) Project Update
Agenda Item     View

9. Closed Session

a. Risk Parity Contract Negotiation  –Government Code 
Section 54956.81

b. 2017 Executive Director’s Annual Review Public Employment 
Government Code Section 54954.5



Board of Retirement Agenda 
December 19, 2017 

Page 3 

9. Closed Session(Cont.)

c. Conference with Legal Counsel – Pending Litigation – One Case:
O’Neal et al v. Stanislaus County Employees’ Retirement Association
Stanislaus County Superior Court Case No. 648469
Government Code Section 54956.9(d)(1)

d. Conference with Legal Counsel – Pending Litigation – One Case:
Stanislaus County Employees’ Retirement Association v. Buck Consultants,
LLC, Mediation Pursuant to Evidence Code Sections 1115, 1119, 1152
Government Code Section 54956.9d)(4)

10. Members’ Forum (Information and Future Agenda Requests Only)

11. Adjournment
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December 19, 2017  
Retirement Board Agenda Item 
 
TO:   Retirement Board 
 

FROM:  Rick Santos, Executive Director 
  

I. SUBJECT:  Monthly Staff Report   
 

II. ITEM NUMBER: 5.b 
 

III. ITEM TYPE:  Information Only  
 

IV. STAFF RECOMMENDATION:  None 
 

V. ANALYSIS:  
 
a) Member & Employer Services – Member & Employer Services – During the month 

of November, Member and Employer Services Staff processed 66 new hires (12 
Safety and 54 General), 14 terminations, 24 member requests resulting in 60 
estimates and 22 member requests resulting in 44 buy back contracts.  There were 
37 individual counseling sessions.  

Staff continues to devote many hours to meeting with the Tegrit Analysts to continue 
defining the business rules necessary to ensure that StanCERA’s needs will be met 
with the Arrivos system.  Staff is now using the Arrivos Imaging System. 

Staff continues to audit member files in anticipation of the data conversion that will 
be required with the implementation of the Arrivos pension administration system. 

Staff is also implementing a manual work flow process to bridge the gap between 
today and when our system goes live in 2019.  This manual process is necessary 
since all incoming documents are now being scanned and indexed and control of 
these documents from start to finish is necessary to ensure the integrity of our 
system and work processes. 

 

b) Investment Governance and Compliance – Staff has been finishing up the 
recruitment for the Retirement Investment Office Position.  The new candidate is 
expected to begin at StanCERA on January 16th.   

 

c) Fiscal Services – Employer and employee contributions totaling $7,953,179 were 
received through 13 different payroll batches in October.  13 contribution refunds 
and death benefit payouts totaling $133,472 were processed.  The retiree payroll for 
November totaled $9,882,948 and was processed as scheduled.  

Staff continues to partner with Member Services in defining the business rules for 
the new pension software. Staff continues to meet with Tegrit to define employer 
payroll upload business rules for the Arrivos system. Partnering with our employers, 
County payroll individuals are being invited to attend some of these meetings.  
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VI. RISK:  None 

 
 
VII. STRATEGIC PLAN:  Strategic Objective IV:  Refine StanCERA’s business and policy 

practices in ways that enhance stakeholder awareness, the delivery of member services 
and the ability of the Organization to administer the System effectively and efficiently* 

 
VIII. ADMINISTRATIVE BUDGET IMPACT:  NONE 

 
 
  
 
____________________________ 
  Rick Santos, Executive Director   
 
 
 
 
 ______________________________ 
Natalie Elliott, Interim Fiscal Services Manager  
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December 19, 2017  
Retirement Board Agenda Item 
 
TO:   Retirement Board 
 

FROM:  Natalie Elliott, Interim Fiscal Services Manager 
  

I. SUBJECT:  Litigation Update   
 

II. ITEM NUMBER:5.c 
 

III. ITEM TYPE:  Information Only  
 

IV. STAFF RECOMMENDATION:  None 
 

V. ANALYSIS: Several litigations in various County Superior Courts and the California Supreme 
Court could have implications for StanCERA should the courts agree with the plaintiffs.  

 
Challenges to Adoption of Enhanced Benefit Formulas 
There are two court cases, Sonoma County Employees’ Retirement Association and City of San 
Rafael, where the plaintiffs seek to recind retirement formula enhancements provided to pre-
PEPRA active and retired members based on allegations for failure to comply with public notice 
provisions and conflict of interest rules applicable to the making of contracts. The City of San 
Rafael plaintiff is also asking for member contributions paid to support the enhanced benefits be 
returned. 
 
Challenges to CERL System Management of Reserves 
San Joaquin County Employees’ Retirement Association where one allegation is disposal of 
fiduciary duty of loyalty with a possible violation of terms of the post-Ventura settlement agreement 
by maintaining a 3% contingency reserve rather than a 1% contingency reserve as well as other 
uses of funds in the undistributed earnings reserve. 
 
Challenges to Constituionality of PEPRA Provisions 
There are three court cases, CalPERS, Marin County Employees’ Retirement Association, and the 
County of San Joaquin, where in one the plaintiff is challenging the Legislature’s elimination of the 
right to purchase “air time” service after January 1, 2013. The other plaintiff is challenging 
Legislature’s amendment of compensation earnable definition and the retirement systems’ 
implementation of it to exclude from final compensation on-call/standby pay, in-kind conversions, 
and administrative response pay after January 1, 2013. The third plaintiff is challenging the right of 
the employer to eliminate contribution pick-ups prior to 2018. 
 
To date, not a single court decision regarding any legal challenges against PEPRA has gone 
against the retirement systems and employers. 

  
VI. RISK:  None 

 
VII. STRATEGIC PLAN:  Strategic Objective IV:  Refine StanCERA’s business and policy 

practices in ways that enhance stakeholder awareness, the delivery of member services 
and the ability of the Organization to administer the System effectively and efficiently. 
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VIII. ADMINISTRATIVE BUDGET IMPACT:  NONE 

 
 
 
 
 _____________________________            _ 
Natalie Elliott, Interim Fiscal Services Manager 
 
 
 
 
____________________________ 
  Rick Santos, Executive Director   
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 December 19, 2017  
 Retirement Board Agenda Item 

TO:   Retirement Board 

FROM:  Rick Santos, Executive Director 

I. SUBJECT:  1937 Act Survey Regarding Alternative Investments 

II. ITEM NUMBER:  6.a

III. ITEM TYPE:  Information/Discussion

IV. STAFF RECOMMENDATION: None

V. ANALYSIS: 

Several months ago the Board asked staff to reach out to other 1937 Act Systems to try to develop 
an understanding for how other Trustees feel about investing in and maintaining exposure in 
alternative type investments.  Staff asked 5 questions related to issues similar to that which the 
Board is seeing or dealing with today.  Staff also asked for return/cash flow information on 
alternative investments from some of these other Systems.  We received information from 6 
systems, most being similar in size to StanCERA.  The following is a summary of actual answers 
to the following questions: 

1. Prior to actually deploying capital to these types of investments, did/does your Board
require significant amounts of education?

a. No, our Board hired an outside consultant specifically to deploy and manage the
alternative process.  However, they no longer invest in fund of funds due to high
fees and lack of transparency

b. Our Board decided not to invest in these assets because of the necessity to use
funds of funds, uncertainty about compliance with AB2833 and headline risk

c. Our Board requires significant amounts of education to see how it fits within our
overall portfolio structure

d. Yes; our investment policy requires us become educated on the investment, the
firm, their management team, expected returns and risks and the valuation process

e. Yes; they continue to want and need more education on all our alternatives.  Even
so, there remains a significant number of “doubters” on the Board

2. Does your Board focus on the returns/performance of each individual
investment/fund/manager or do they consider the asset class performance holistically?

a. The Board reviews the specialty consultant’s report on a quarterly basis
b. My Board focuses on the entire asset class’ performance with only small forays into

reviewing individual managers and only because of poor performance over a period
of time

c. Our Board typically looks at the asset class holistically and doesn’t get bogged
down with specific managers

d. Staff only provides information on a quarterly basis at the asset class level.  The
consultant provides a report that includes returns at the individual manager level
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e. Yes and no; They look at individual manager performance first, over the short and
long term.  Then they focus on performance of the asset class.  The Board
understands they should take a holistic view but short term performance is very
distracting

f. Regarding our only private investment, credit, the Board takes a holistic view

3. How much emphasis does your Board place on monitoring fees and their overall impact on
performance?

a. The Board defers to the private consultant to monitor fees and report to the Board
b. Our Board is extremely fee sensitive and one of the reasons we have not delved too

deeply into the private markets is because of the fee structure
c. Fees are very important to the Board.  Investment staff has worked to align the fees

paid to managers with Trust Fund objectives
d. The Board conducts a substantial amount of discussion and diligence around fees.

Fees are the biggest single drag on performance
e. Very strong emphasis on fees

4. In general, has your Board’s view evolved over the short to intermediate term regarding the
value of these investments’ contribution to the overall portfolio?  If so, in what way?

a. We have been considering private credit/equity for a couple of years, in part
because we are not allocated to that segment of the market and during our
asset/liability studies, the optimizer says we should be allocating to that sector.  We
now believe and have recently been more drawn to the private credit space
because we see inefficiencies in the global credit markets and opportunities to
capture mispricing

b. Yes.  And in fact, we have recently adopted an underwriting model in assessing and
investing in new and private markets

c. The Board’s view of private equity was neutral to negative from 2008 to 2013 which
was a very difficult period for funding private equity investments.  Since 2013 the
view has improved as capital has been put to work and distributions are coming
back to the plan.  Returns have been as expected and new commitments have
been made.

d. I think a significant number of Board members would prefer to not invest in
alternatives at all.  However, they’ve come to believe that doing so is the only way
they can meet the return assumption (7.25%) so they’ve embraced private credit
and other alternatives investments as a necessary evil.

5. In general, does your Board feel return expectations from these investments has been
realized?

a. My Board understands that these are long term investments and illiquid.  Therefore
the Board is not looking at ROI’s until 5 to 7 years out

b. We are early in our private credit investment period so we do not have sufficient
performance data to respond

c. Results from our legacy private market investments have been very mixed
d. Yes; based on our current performance
e. It’s still too early to say.  The investment in private credit is only about a year old, so

we have a ways to go before the capital actually invested becomes meaningful
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        Return Information 
 

Requests for performance measures and cash flow produced sparse information.  While some felt 
that their data was simply not mature enough, we did receive actual cash flow data from a couple 
Systems with fund vintage years dating back to 2011.  The results were very mixed.  The range in 
calculated IRR’s were so broad, that the ability to detect any type of perisistence was simply not 
there.       

  

VI. RISK: None 
 

VII. STRATEGIC PLAN: Strategic Objective IV:  Refine StanCERA’s business and policy practices 
in ways that enhance stakeholder awareness, the delivery of member services and the ability of 
the Organization to administer the System effectively and efficiently. 

 

VIII. ADMINISTRATIVE BUDGET IMPACT:   
 
 
 
 
 
_____________________________________    
  Rick Santos, Executive Director   
 
 
 
 
_____________________________________ 
Natalie Elliott, Interim Fiscal Services Manager   
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December 19, 2017  
Retirement Board Agenda Item 

TO:  Retirement Board 

FROM:  Rick Santos, Executive Director 

I. SUBJECT:  Private Equity Education 

II. ITEM NUMBER:  6.b

III. ITEM TYPE:  Information/Discussion

IV. STAFF RECOMMENDATION: None

V. ANALYSIS: 

Recently, the Board of Retirement asked staff to bring back additional education on the private 
equity asset class.  As a result, staff reached out to Cliffwater (a private equity consultant) to 
present additional material (Attachment 1) on this asset class.  Cliffwater’s presentation will focus 
on the following aspects of private equity: 

 Persistence in performance

 Implementation strategies

 Correlation with public equities

 How the Board should be evaluating these investments

 Why this space is attractive to public pension plans

 Why manager selection is important

This presentation is an information and discussion item only and staff will not be asking the Board 
for any other decision today.  However, if the Board still has any questions or concerns regarding 
the asset class or its implementation, staff will address this more specifically at a future board 
meeting.  

VI. RISK: None 

VII. STRATEGIC PLAN: Strategic Objective IV:  Refine StanCERA’s business and policy practices
in ways that enhance stakeholder awareness, the delivery of member services and the ability of
the Organization to administer the System effectively and efficiently.

VIII. ADMINISTRATIVE BUDGET IMPACT:

_____________________________________ 
Rick Santos, Executive Director 

_____________________________________ 
Natalie Elliott, Interim Fiscal Services Manager  
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Stanislaus County Employees’ Retirement Association  
An Examination of Private Equity Performance
December 19, 2017

12/19/17
ITEM NUMBER:  7.b
ATTACHEMENT I



2

Private Equity Overview

Private equity is the investment in non-publicly traded securities (equity and debt)
– Investment objective is typically to earn a 3% premium over publicly traded securities (Russell 3000 +

3%), but performance will vary quarter to quarter so a better measure of implementation effectiveness
is typically used (e.g., Cambridge Associates LLC Global Private Equity & Venture Capital Index)

– Investments are illiquid and long term in nature (e.g., up to 10 years)
– Returns generally will be negative during initial investment period (years 1-3)

• Return on investment not expected until year 3 or later (“j curve”)
– Evaluation metrics are different than public equities (internal rates of return, peer group comparisons)
– Timing is dictated by GPs, not investors; nimble decision making process is required
– Access to top tier GPs is crucial in building out a successful private equity program as there is wide

performance dispersion across managers

Major categories:
– Buyouts includes investments in acquisitions, recovery investments, subordinated debt, and special

situations (a category which represents a diversified strategy across many sub-categories)
– Venture capital/growth equity includes investments in companies in a range of stages of

development from start-up/seed-stage, early stage, and later/expansion stage
– Opportunistic includes investments in categories such as distressed debt (debt instruments of

companies which may be publicly traded or privately held that are financially distressed and are either
in bankruptcy or likely candidates for bankruptcy), mezzanine, secondaries, drug royalties, etc.
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State Funds Ranked from Highest to Lowest Allocation to Alternatives

% Alternatives

Source: Cliffwater LLC, CAFRs

Over the past 10 years, state pensions have shifted 
into alternatives

– Alternatives have more than doubled from 10%
to 26%

– Exposure to public equities has been reduced
Endowments have an average alternatives allocation 
of 53% versus 26% for state pensions

– Hedge funds represent a larger allocation within
the endowments’ alternatives allocation

As a percentage of alternatives, state pensions have a 
heavier exposure to private equity & real estate while 
endowments have a heavier exposure to hedge funds

– Hedge funds are the newest alternative asset
class for most state pensions, representing a 4%
allocation; allocation has been stable

Asset Allocation Trends Overview

Source: Cliffwater 2017 Report on State Pension Asset Allocation and Performance. The 2016 state pension asset allocation data is based upon
93 state pension systems, including those whose fiscal 2016 end is not June 30. The source for endowment data is the 2016 NACUBO-
Commonfund Study of Endowments. The endowment asset allocation data is based upon all 805 participating endowments.

Changes to Overall State Pension Asset Allocation (asset-weighted) 

2006 2011 2012 2013 2014 2015 2016

Public Equities 61% 51% 49% 50% 51% 50% 48% -2%
Fixed Income 26% 25% 25% 22% 23% 23% 24% 1%
Alternatives 10% 21% 24% 25% 24% 24% 26% 2%
Cash 2% 3% 2% 3% 2% 3% 2% -1%

Total 100% 100% 100% 100% 100% 100% 100%

YoY 

Change
Private 
Equity
34%

Real Estate
11%

Hedge Funds
38%

Real Assets
13%

Other
4%

Endowment Alternatives Mix

Source: Cliffwater LLC, NACUBO

Private 
Equity
36%

Real Estate
30%

Hedge
Funds
18%

Real Assets
13%

Other
4%

State Pension Alternatives Mix

Distribution of 2016 Alternative Allocations among State Pensions 

Composition of Alternative Investments for Fiscal 2016 
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Private Equity Performance Over the Long Term

Private equity benchmarks (both buyout and venture) have exceeded the return of the 
public stock market since inception

– Cliffwater uses a 3% premium above the stock market forecast

Annualized Performance as of March 31, 20171

Subsector 
Global 
Private 

Equity & 
Venture 
Capital* 

U.S. 
Buyouts* 

Global 
Venture 
Capital* S&P 500 

Return 
Last 10 years 8.83% 10.42% 8.93% 7.51% 
Last 31 years 13.84% 13.51% 13.79% 10.16% 

Risk 
Last 31 years 12.04% 9.08% 21.27% 15.85% 

Adjusted Risk 
Last 31 years 21.23% 15.34% 41.38% 16.42% 

* Cambridge Associates Indices (linked quarterly returns)
Source: Cambridge Associates, S&P Dow Jones, 
Cliffwater calculations 

1 Risk (standard deviation) calculations for private equity are based upon quarterly appraisals that likely understate the true risk of these
investments because they likely do not incorporate fully market changes. This “stickiness” in valuation from quarter to quarter can be measured
by the correlation between returns for one quarter with those of prior quarters. To correct for this, Cliffwater adjusts the measured standard
deviation for the correlations between quarterly periods to arrive at an “adjusted risk” measure that approximates what risk would be if
valuations were based on market prices rather than appraised values.
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Private Equity Performance Persistence?

Over rolling 10 year periods, an aggregate universe of private equity managers has outperformed 
the US stock market

– Average amount of 10 year excess return has been 6.5%
– Volatility in the public markets has affected the difference, but it has ranged between 3-8% post crisis on a

rolling 10 year basis

The chart above plots the excess return of the pooled IRR of the Cambridge Associates Global Private Equity and Venture Capital Index over the
Russell 3000 Index for rolling 10-year periods from January 1, 1986 through March 31, 2017.
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Distressed Debt Performance Persistence?

Over rolling 10 year periods, an aggregate universe of distressed debt has outperformed the 
high yield bond market

– Average amount of 10 year excess return has been 4.3%
– Excess return has dropped off to 1-3% since 2014

The chart above plots the excess return of the pooled IRR of the Cambridge Associates U.S. Distressed Debt Index over the Bloomberg Barclays
High Yield Index for rolling 10-year periods from January 1, 1998 through March 31, 2017.
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Private Equity Performance Among State Pensions Shows Similar 
Persistence

Over 15 fiscal years ended June 30, 2016, the 20 state pensions systems that had 
private equity portfolios for the entire period had an excess return of 4.4% vs. a public 
equity benchmark

– 10.2% annualized return vs. 5.8% for a 70% Russell 3000/30% MSCI ACWI ex US index
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Fiscal Years ending June 30

State10  13.8%

State17  12.8%

State11  11.8%

State12  11.0%

State3  10.9%

State8  10.7%

State18  10.3%

State7  10.2%

State5  10.1%

State15  10.1%

State14  9.7%

State9  9.5%

State16  9.3%

State19  9.3%

State1  9.04%

State13  8.8%

State6  8.4%

State 2  8.3%

State20  8.3%

State 4  7.9%

20 State Composite*
10.2%
Public Equity Benchmark**
5.8%

* A composite comprised of the private equity portfolios of 20 state pensions  for June 30 fiscal years 2002‐2016.
** A public equity benchmark weighted 70% to the Russell 3000 Index (6.1% annualized  return) and 30% to the MSCI ACWI ex US Index (5.0% annualized  return), 
with assigned weights reflecting Cliffwater's  judgment of the U.S. and non‐U.S. content of a diversified private equity portfolio.   

20 State Private Equity Composite

Public Equity Benchmark

Private Equity Performance Among State Pensions
15 Years ending June 30, 2016 (Growth of $)

Source: Cliffwater Research Report, “An Examination of Private Equity Performance among State Pensions: Evidence for a Systemic Asset
Allocation Underweight.” Annualized returns for the entire 15-year period are reported in the legend.
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Performance Persistence in Bull & Bear Markets

Public pension private equity outperformed the public equity benchmark in both bull & bear 
markets

– The states that had been in private equity longer performed better; could be indicative of “j-curve” 
effect in newer entrants or benefit of legacy relationships in older portfolios

– A recent survey of 35 investment advisors report an average long term return for private equity of 
9.2%, an excess of 2.3% above an average public equity return of 6.9%1

Private Equity vs. Public Equity Performance
15 Years ending June 30, 2016 

Fiscal Years 

2002 - 2016

Bull 

Markets*

Bear 

Markets*

Standard 

Deviation

20 State Composite 10.2% 17.3% -7.6% 14.3%
Public Equity Benchmark 5.8% 14.2% -14.1% 16.8%

Excess Return 4.4% 3.1% 6.5%

Private Equity Composite 9.7% 16.9% -7.8% 13.7%
Public Equity Benchmark 5.8% 14.2% -14.1% 16.8%

Excess Return 4.0% 2.7% 6.3%

Annualized Return

* Bull Markets is defined as fiscal years 2004-07 and 2010-16.  Bear Markets is 
defined as fiscal years 2002-03 and 2008-09

1 Source: Horizon Actuarial Services LLC, Survey of Capital Market Assumptions, 2016 Edition. All expected returns are geometric. The 6.9%
expected return for public stocks is a Cliffwater composite calculation of four surveyed returns: US Equity Large Cap (6.64%), US Equity
Small/Mid Cap (7%), Non-US Equity developed (7.12%) and Emerging Markets (8.48%) with weights of 56%, 14% 24% and 6%, respectively,
to approximately mirror index weights in our Public Equity Benchmark return series.

Source: Cliffwater Research Report, “An Examination of Private Equity Performance among State Pensions: Evidence for a Systemic Asset Allocation Underweight.” The “20 State Composite” is
a composite of 20 state systems managing private equity portfolios over the entire 15 fiscal year study period, the “Private Equity Composite” is a composite of 46 state systems managing private
equity portfolios over all or part of the study period, and the “Public Equity Benchmark” is a benchmark weighted 70% to the Russell 3000 Index and 30% to the MSCI ACWI ex U.S. Index.
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Mass PRIT/PRIM 13.8%
Texas TRS 12.8%
Minnesota 11.8%
NYSTRS 11.0%
CalStrs 10.9%

Private Equity – Plan Sponsor Performance

All of the 20 states that had private equity programs for the 15 year period 
outperformed the public equity benchmark but returns ranged from 7.9% to 13.8% 
versus the 5.8% benchmark

– Signals the importance in implementation

Top 5 Pension Private Equity Performance – 15 Yrs as of June 30, 2016

Source: Cliffwater Research Report, “An Examination of Private Equity Performance among State Pensions: Evidence for a Systemic Asset
Allocation Underweight.”
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Public Pension Private Equity Risk & Correlation

The 20 state pension composite had an average return of 10.2% and risk of 15.3% for the 
15 year period vs. 5.8% return & 16.8% risk for the public equity benchmark; correlation of 
0.8 between the two

– Previously referenced survey of advisors had an average expected risk of 23.1% for private equity
vs. 18.7% for public stocks1

Private Equity Portfolio Return & Risk
(20 State Pensions, FY 2002-16)

R² = 0.1611
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Source: Cliffwater Research Report, “An Examination of Private Equity Performance among State Pensions: Evidence for a Systemic Asset
Allocation Underweight.” The 15.3% risk (standard deviation) represents the average of standard deviations for the individual 20 state system
private equity portfolios. This is a different calculation than the 14.3% standard deviation reported on page 8, which is a single calculation based
upon yearly composite returns of the 20 state system private equity portfolios.
1 See footnote 1 on page 8. As with the surveyed private equity expected return, we take a weighted average of expected risk for public equity

components to derive an overall public equity expected risk consistent with the Public Equity Benchmark.
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Dispersion of State Fund Returns – 10 Years Ended June 30, 2016

10 year returns for private equity, real estate and hedge funds are widely distributed
– Suggests that implementation matters

Source: Cliffwater 2017 Report on State Pension Asset Allocation and Performance. Not all 67 state pensions that reported 10-year total fund
returns ended June 30, 2016 also reported all asset class returns. We display the number of state pensions represented in each asset class
distribution below the asset class labels along the horizontal axis. The benchmarks used are as follows: Total Fund, 65%/35% mix of MSCI ACWI
and Bloomberg Barclays Aggregate Bond; Fixed Income, Bloomberg Barclays Aggregate Bond; US Stocks, Russell 3000; Non-US Stocks, MSCI
ACWI ex US; Hedge Funds, HFRI Fund-of-Funds; Real Estate, NCREIF Property; and Private Equity, Cambridge Private Equity.

Note: The arrows display the range of individual state pension returns from low (the 90th percentile return) to high
(the 10th percentile return) along with their values. Median returns are shown in gold on the right and commonly used
benchmark returns are shown in gray to the left.
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Where are We in the Fundraising Cycle?

Buyout fundraising has been robust but it peaked in 2006
– There is a negative relationship between the amount of capital raised per vintage year and

the subsequent vintage year return, but the cost/availability of debt and the public equity
valuations, particularly during the harvest period, are also factors in resulting returns

Top Quartile Vintage Year Return vs. Adjusted Fundraising
by Vintage Year (1993-2013) 

Performance as of September 30, 20162
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US Buyout Fundraising by Vintage Year
January 1, 1996 through September 30, 20161

1 “Actual” represents Cambridge Associates fundraising for U.S. buyout funds. “Market Capitalization Adjusted” reflects actual fundraising
adjusted by the growth in the market capitalization of the largest company in the Russell 2000 Index (the “Representative Company”) by
multiplying each year’s actual fundraising level by the ratio of the Representative Company’s market capitalization at 2016, the base year,
divided by the market capitalization of such company at the earlier year.

2 Vintage Year Returns are first quartile IRRs for the Cambridge Associates U.S. buyout universe. Adjusted Fundraising totals reflect actual
fundraising adjusted by the growth in the market capitalization of the largest company in the Russell 2000 Index.
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Buyout Fund Performance During Various Time Periods

The median US buyout fund has outperformed the Russell 3000 during various time periods 
& the Russell 3000 performance has tracked near the third quartile US buyout performance

– Indicative of the importance of manager selection
In manager selection, Cliffwater believes LPs should emphasize:

– Strong alignment between GP & LPs through governance & GP fund commitment amount
– Flexible investment strategy that uses a mix of add-on acquisitions, corporate carve-outs, take-

private transactions and turnarounds
– Operational capability and a proven ability to build companies rather than reliance upon financial 

engineering
– Demonstrated industry expertise and industry-based investment themes, whether the fund is 

diversified or focused on a single sector

Private Equity Median Buyout vs. Public Market Performance
January 1, 1996-September 30, 20161

PE Buyout 
Median 
Return

Russell 
3000 

Return
Return 
Spread

Tech Bubble Period (1996 - 1999) 7.7% 1.7% 6.0%
Post Recession #2 (2000 - 2004) 15.9% 10.1% 5.8%
Housing Mkt Bubble Period (2005 - 2007) 9.9% 6.5% 3.4%
Great Recession (2008 - 2009) 16.5% 11.0% 5.5%
Post-Recession (2010 - 2012) 13.8% 9.7% 4.1%
Recovery Market (2013 - 2015) 8.2% 2.4% 5.8%

Private Equity Quartile Returns vs. Public Market Performance
by Vintage Year (1993-2013) 

Performance as of September 30, 20162

1 The “PE Buyout Median Return” is the median net IRR for the Cambridge Associates U.S. Buyout benchmark for the respective vintage
years. The returns represent the average of the median net IRRs for the noted vintage years through the life of the applicable fund or
through September 30, 2016, if a fund is still active. The “Russell 3000 Return” represents the average of the annualized returns over
the noted time periods for the subsequent 10 year period or through September 30, 2016 if less than 10 years.

2 Source: Cambridge Associates LLC for Private Equity Quartile Returns. The Public Market Performance represents the annualized
returns for the Russell 3000 Index over the subsequent 10 year period or through September 30, 2016 if less than 10 years.
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Fund of funds

– Commingled or separate account

– Broad private equity exposure or narrow focus (e.g., Asia, venture, secondaries)

Direct with use of a consultant
– Generalist vs. specialty consultant

Staff directed

Some combination of the above

Private Equity Implementation Options
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Internal staffing levels

Governance structure

Desired amount of control
– Portfolio structure (e.g., strategy exposures, number of GP relationships)
– Vintage year timing
– Legal/side letter negotiations

Transparency

Fees

Key Considerations
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Private Equity Performance:  Takeaways

Allocations to alternatives by public pension plans has increased over the past 10 years 
and private equity is the largest component of the alternatives exposure

Private equity indices have outperformed public market indices
– Spread has ranged between 3-8% annualized over rolling 10 year periods, post crisis

Public pension plan private equity portfolios have likewise outperformed public markets, 
and standard deviation has been lower

– Excess over the 15 year period (FY 2002-16) was 4.4%
– Outperformance during both bull and bear markets
– Wide variation in individual state returns and risk levels; indicative of importance of

implementation
– Excess return has historically been higher and actual risk historically lower than that used by a

survey of investment advisors

US buyout performance is affected by the amount of capital raised per vintage year and is 
also affected by the cost/availability of debt and public market valuations at time of exit

– Implies the importance of vintage year diversification

The median US buyout fund has outperformed the Russell 3000 consistently over various 
time periods but the third quartile manager performs similarly to the index

– Indicative of the importance of manager selection



17

Disclosures

This presentation has been provided to you for the purpose of discussing an investment advisory relationship. The material contained herein is confidential and is intended for
one-on-one or small group meetings with qualified and sophisticated investors. It may not be copied, transmitted, given, or disclosed to any person other than your authorized
representatives. This presentation is not an advertisement and is not intended for public use or distribution. This material is not meant to be, nor shall it be construed as, an offer
or solicitation of an offer for the purchase or sale of any security.

This presentation was prepared exclusively for information and discussion purposes, and is not meant to be, nor shall it be construed as, an attempt to define all information that
may be material to you. All information including opinions or facts expressed herein are current as of the date appearing in this presentation and is subject to change without
notice. All information has been obtained from sources believed to be reliable. No representation, warranty, or undertaking, express or implied, is given as to the accuracy or
completeness of the information or opinions contained in this presentation. The information and opinions in this presentation do not constitute investment advice.

All third party information has been obtained from sources believed to be reliable but its accuracy is not guaranteed. The information herein may include inaccuracies or
typographical errors. Due to various factors, including the inherent possibility of human or mechanical error, the accuracy, completeness, timeliness and correct sequencing of
such information and the results obtained from its use are not guaranteed by Cliffwater. No representation, warranty, or undertaking, express or implied, is given as to the
accuracy or completeness of the information or opinions contained in this presentation. Cliffwater shall not be responsible for investment decisions, damages, or other losses
resulting from the use of the information herein.

This presentation may include sample or pro forma performance. Such information is presented for illustrative purposes only and is based on various assumptions, not all of
which are described herein. Such assumptions, data, or projections may have a material impact on the returns shown. Nothing contained in this presentation is, or shall be relied
upon as, a representation as to past or future performance, and no assurance, promise, or representation can be made as to actual returns. Past performance does not
guarantee future performance.

There can be no assurance that any expected rate of return, risk, or yield will be achieved. Rate of return, risk, and yield expectations are subjective determinations by Cliffwater
based on a variety of factors, including, among other things, investment strategy, prior performance of similar strategies, and market conditions. Expected rate of return, risk, and
yield may be based upon assumptions regarding future events and conditions that prove to be inaccurate. Expected rate of return, risk, and yield should not be relied upon as an
indication of future performance and should not form the primary basis for an investment decision. No representation or assurance is made that the expected rate of return, risk,
or yield will be achieved.

References to market or composite indices, benchmarks or other measures of relative market performance over a specified period of time (each, an “index”) are provided for
information only. Reference to an index does not imply that a portfolio will achieve returns, volatility or other results similar to the index. The composition of an index may not
reflect the manner in which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility or
tracking error targets, all of which are subject to change over time. Investors cannot invest directly in indices and, unlike an account managed by Cliffwater, an index is
unmanaged and fully invested. Index returns reflect the reinvestment of dividends but do not reflect the deduction of any fees or expenses, which would reduce returns.

• Hedge Fund Research, Inc. (“HFR”) is the source and owner of the HFR data contained or reflected in this report and all trademarks related thereto.

• Frank Russell Company (“FRC”) is the source and owner of the Russell Index data contained or reflected in this material and all trademarks and copyrights related
thereto. The Russell Index data may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited.

• Thomson Financial Inc. is the owner and/or licensor of the Cambridge Associates LLC data contained or reflected in this material.

• The MSCI information is the exclusive property of MSCI Inc. (“MSCI”) and may not be reproduced or re-disseminated in any form or used to create any financial products
or indices without MSCI’s express prior written permission. This information is provided “as is” without any express or implied warranties. In no event shall MSCI or any of
its affiliates or information providers have any liability of any kind to any person or entity arising from or related to this information.

Cliffwater is a service mark of Cliffwater LLC.
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December 19, 2017  
Retirement Board Agenda Item 

TO:   Retirement Board 

FROM:  Rick Santos, Executive Director 

I. SUBJECT:  Tax Reform Bill and UBIT (Unintended Business Income Tax) 

II. ITEM NUMBER:  6.c

III. ITEM TYPE:  Information/Discussion

IV. STAFF RECOMMENDATION: None

V. ANALYSIS: 

The recent tax bill passed in congress contains a section that most feel could have an impact on 
our tax exempt status as it relates to gains on certain investments.  While it is still too early to be 
definitive in our assessment of the impacts to StanCERA, staff feels it necessary to put this issue 
on the Board’s radar at this time.  Based on research from limited sources, the following are 
answers to questions that we feel may be naturally asked at this early stage.  Staff will continue to 
monitor the issue and report out to the Board anything of significance as it transpires.     

a. What does UBIT mean?

According to the IRS, UBIT (unrelated business income tax) is a tax on unrelated
business income which comes from an activity engaged in by a “tax exempt
organization” (defined in IRS Section 501 (a)) that is not related to the tax exempt
function of the organization

b. How can UBIT be generated?

In general, a business generates unrelated business income tax if it is a trade or
business, it is regularly carried on and it is not substantially related to the exempt
purpose of the organization

c. How have pension plans avoided UBIT in the past?

To maintain qualifying tax status, pension plans like StanCERA claim compliance
under IRS Code Section 401 (a).  While 401 (a) generally involves the tax status of
contributions to the plan, it doesn’t appear to address the tax status of investment
gains for plans defined by 501 (a).

For the disposition of investment gains, plans like StanCERA make the assumption
that they also fall under Code Section 115 which states that gross income subject to
tax does not include “income derived from any public utility or the exercise of any
essential governmental function and accruing to a State or any political subdivision
thereof”

d. Currently, can a public pension plan like StanCERA be considered to generate UBIT?

Given the plan’s assumption that they also fall under Section 115 (see language in c.
above), the answer is no.  However, the IRS has never officially confirmed this
assumption and has never challenged it.
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e. What specifically does the new tax code say?

“….an organization or trust shall not fail to be treated as exempt from taxation under 
this subtitle by reason of section 501(a) solely because such organization is also so 
exempt, or excludes amounts from gross income, by reason of any other provision of 
this title.’’ 

f. What specifically does the impact of the new tax code language mean to StanCERA?

At this stage, no one can say for sure.  It will ultimately depend on how the IRS
interprets and implements the new language. In the past, issues like this have taken
quite some time to be ironed out and implemented.  There are generally comment
periods where Systems can make comments to the IRS on how they interpret the
new language and how it should be implemented.  Whether this issue will play out
similarly is unknown.

g. If so interpreted, would StanCERA be required to pay UBIT on all its investments?

It doesn’t appear so.  One opinion claims that there may be exemptions to the UBIT
requirement on real estate investments, particularly when it is debt financed property.
It also does not appear to apply to our traditional holdings like our separately
managed accounts (a majority of our current allocation).  However, for those
investments where investors or partners can move into and out of commingled funds
(private credit and private equity) the UBIT exemption could disappear.

h. Are there legal ways that the UBIT may be avoided in the commingled funds?

The consensus is that there may be ways to avoid the UBIT based on the structure of
the investment.  As we move along and prepare ourselves to allocate more money to
these the types of investments that could potentially generate UBIT, staff will use our
legal resources to assist us in dealing with these issues.  Most likely if UBIT does
become an issue, they can be addressed in the side letter with the prospective
General Partner.

VI. RISK: None 

VII. STRATEGIC PLAN: Strategic Objective IV:  Refine StanCERA’s business and policy practices
in ways that enhance stakeholder awareness, the delivery of member services and the ability of
the Organization to administer the System effectively and efficiently.

VIII. ADMINISTRATIVE BUDGET IMPACT:

_____________________________________ 
Rick Santos, Executive Director 

_____________________________________ 
Natalie Elliott, Interim Fiscal Services Manager  
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December 19, 2017  
Retirement Board Agenda Item 

TO:   Retirement Board 

FROM:  Rick Santos, Executive Director 

I. SUBJECT:  Quarter 3 2017 Auxiliary Investment Report 

II. ITEM NUMBER:  6.d

III. ITEM TYPE:  Information/Discussion

IV. STAFF RECOMMENDATION: None

V. ANALYSIS: Attachment 1 contains the Quarter 3 2017 Auxiliary Investment Report. 

Value Added (page 1) 

In quarter 3, StanCERA’s non-alternative portfolio added approximately $2.5 million in value after 
fees, relative to a passive benchmark.  Domestic equity added the most value at $7.8 million, while 
international equity and fixed income failed to add value losing $4.1 million and $1.3 million, 
respectively.  Interestingly, large cap domestic managers were the big winners this quarter. 
Generally, this market is assumed to be quite efficient and the most difficult area to pick up excess 
return.   

Investment Fee Summary (pages 2 – 4) 

In total, StanCERA paid approximately $1.2 million in fees (24.8 bps, annualized) to manage its 
entire portfolio. The amount is skewed this quarter, since a large incentive fee allocation made 
earlier, was clawed back to StanCERA.  The White Oak Pinnacle Fund gave back nearly $1 million 
in incentive fees that were allocated to the General Partner at an earlier point in the life of the fund. 
At this stage, the Raven I fund continues to have large expense outlays which is creating a huge 
drag on performance, and one that may be very difficult to eventually overcome.  After researching 
this issue further, the large expense outlays are mainly attributable to legal fees associated with 
litigation against two counterparties.   

Alternative Auxiliary Reports (pages 5 – 12) 

The alternative auxiliary reports display information on the direct lending, infrastructure, core real 
estate and value added real estate asset classes.  Much of this information is a disclosure 
requirement of AB2833.  All real estate investments show net internal rates of return in the 8.5% to 
12% range, with investment multiples right around 1.2.   

Regarding the direct lending asset class, Raven I, Medley and White Oak show net internal rates of 
returns as of September 30, 2017 of 0.87%, 5.04% and 9.11% with investment multiples of 1.02, 
1.18 and 1.20, respectively.  While the funds are throwing off cash, asset values are decreasing in 
response to the sales and income that are generating the cash and gains or losses on the 
investment’s market value are flat.  Consequently, there’s been little movement in the return figures 
over the last few reporting periods.   
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Cash Flow Report (page 13) 

This report is self-explanatory. 

Functionally Focused Portfolio (FFP) Shortfall Report (page 14) 

This is staff’s first report out on the FFP shortfall process.  Over the first 3 months of the period, 
StanCERA’s actual benefit shortfalls (benefits plus expenses less contributions) turned out to be 
$5.69 million.  StanCERA had budgeted and invested capital to supply us with exactly $5.62 million 
to fund those shortfalls at just the point they were needed.  Thus our projection over this period 
turned out to be short by only $76,000.   

This is a very encouraging result from the first 3 months of the program.  Capital needed to cover 
our expected shortfalls over this period was fully invested for as long as possible with no over 
allocation and just a very small use of the excess cash reserve to fund the needed $76,000.     

VI. RISK: None 

VII. STRATEGIC PLAN: Strategic Objective IV:  Refine StanCERA’s business and policy practices
in ways that enhance stakeholder awareness, the delivery of member services and the ability of
the Organization to administer the System effectively and efficiently.

VIII. ADMINISTRATIVE BUDGET IMPACT:  None

_____________________________________ 
Rick Santos, Executive Director 
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StanCERA Investment Program 12-Month Workplan

changes from prior month highlighted in yellow
Time
0:35

Flash report and 12-month workplan 0:05
Private markets 2nd session 0:30

0:05
Flash report and 12-month workplan 0:05

0:55
Flash report and 12-month workplan 0:05
Quarterly investment performance report 0:30
Real estate rebalacing recommendation 0:10 From December 2017 meeting
Private markets search launch 0:10 From March 2018 meeting

0:35
Flash report and 12-month workplan 0:05
Annual review of IPS and updated asset allocation table 0:30 From April 2018 meeting

1:25
Flash report and 12-month workplan 0:05
Annual review of FFP with updated capital market assumptions 0:20 From February 2018 meeting
Private markets finalist 1:00

1:05
Flash report and 12-month workplan 0:05
Quarterly investment performance report 0:30
Cash overlay education and search authorization 0:30

0:35
Flash report and 12-month workplan 0:05
Transition management education and search authorization 0:30

0:35
Flash report and 12-month workplan 0:05
Cash overlay search presentation & selection 0:30

1:05
Flash report and 12-month workplan 0:05
Quarterly investment performance report 0:30
Transition management search presentation & selection 0:30

0:05
Flash report and 12-month workplan 0:05

September, 2018

August, 2018

December, 2017

January, 2018

February, 2018

March, 2018

April, 2018

May, 2018

June, 2018

July, 2018
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StanCERA Investment Program 12-Month Workplan

changes from prior month highlighted in yellow
Time
0:05

Flash report and 12-month workplan 0:05

0:05
Flash report and 12-month workplan 0:05

October, 2018

November, 2018
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Market Value % of
Portfolio 1 Mo YTD Fiscal

YTD
_

Total Fund 2,090,540,983 100.0 1.3 14.2 6.1
Policy Index 1.1 13.0 5.8
US Equity 766,718,180 36.7 2.3 18.3 8.8

US Equity Blended 3.0 19.3 10.1
Russell 3000 3.0 19.9 10.1
Northern Trust Russell 1000 168,363,717 8.1 3.1 -- --

Russell 1000 3.0 -- --
BlackRock Russell 1000 Growth 116,362,938 5.6 3.0 29.2 13.3

Russell 1000 Growth 3.0 29.2 13.3
Jackson Square 159,474,900 7.6 1.3 27.8 11.7

Russell 1000 Growth 3.0 29.2 13.3
BlackRock Russell 1000 Value 94,933,990 4.5 3.1 12.2 7.1

Russell 1000 Value 3.1 12.0 7.0
Dodge & Cox-Equity 110,921,258 5.3 1.5 14.2 7.1

Russell 1000 Value 3.1 12.0 7.0
Capital Prospects 116,661,375 5.6 2.3 15.2 11.3

Russell 2000 Value 2.9 8.9 8.3
International Equity 452,487,860 21.6 1.2 24.6 8.3

MSCI ACWI ex USA Gross 0.8 24.9 9.2
LSV Asset Mgt 229,140,887 11.0 1.2 24.3 8.6

MSCI ACWI ex USA Gross 0.8 24.9 9.2
Fidelity 223,346,973 10.7 1.1 24.5 8.1

MSCI ACWI ex USA Gross 0.8 24.9 9.2
US Fixed Income 425,383,547 20.3 -0.3 3.6 0.7

BBgBarc US Aggregate TR -0.1 3.1 0.8
Insight 90,302,415 4.3 -0.3 -- 0.4

BBgBarc US Govt/Credit 1-5 Yr. TR -0.3 -- 0.1
DFA 276,534,130 13.2 -0.3 -- --

BofA Merrill Lynch US Corp & Gov 1-5 Yrs -0.3 -- --
Northern Trust Intermediate Gov't Bond 43,583,010 2.1 -0.3 -- --

BBgBarc US Govt Int TR -0.3 -- --
Northern Trust Long Term Gov't Bond 14,919,375 0.7 0.7 -- --

BBgBarc US Govt Long TR 0.7 -- --

Stanislaus County Employees' Retirement Association 1

Total Fund
Flash Report (Net of Fees) - Preliminary Period Ending: November 30, 2017

Policy Index (7/1/2017): 18.5% Russell 1000, 5.5% Russell 2000, 24% MSCI ACWI ex-USA, 19% BBgBarc US Gov't/Credit 1-3 Yr, 3% BBgBarc US Treasury 7-10 Yr, 7.7% NCREIF Property, 1.7% NCREIF Property +2%, 0.6% CPI +5%, 5% 
BBgBarc US High Yield +2%, 14% 60% MSCI ACWI / 40% BBgBarc Global Aggregate, 1% Citi 1 Month T-Bills. PIMCO, and Dodge and Cox-Fixed are in liquidation and residual cash balances are included in total fund market value. All data is 
preliminary.

Current % Policy %
_

Domestic Equity $766,718,179 36.7% $501,729,836 24.0%
International Equity $452,487,860 21.6% $501,729,836 24.0%
Domestic Fixed Income $425,383,547 20.3% $459,919,016 22.0%
Real Estate $165,473,983 7.9% $196,510,852 9.4%
Alternatives $256,799,262 12.3% $409,746,033 19.6%
Cash and Equivalents $23,678,151 1.1% $20,905,410 1.0%
Total $2,090,540,982 100.0% $2,090,540,982 100.0%

XXXXX
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Current % Policy %
_

Domestic Equity $766,718,179 36.7% $501,729,836 24.0%
International Equity $452,487,860 21.6% $501,729,836 24.0%
Domestic Fixed Income $425,383,547 20.3% $459,919,016 22.0%
Real Estate $165,473,983 7.9% $196,510,852 9.4%
Alternatives $256,799,262 12.3% $409,746,033 19.6%
Cash and Equivalents $23,678,151 1.1% $20,905,410 1.0%
Total $2,090,540,982 100.0% $2,090,540,982 100.0%

XXXXX

Total Fund
Flash Report (Net of Fees) - Preliminary Period Ending: November 30, 2017

Stanislaus County Employees' Retirement Association 2

Market Value % of
Portfolio 1 Mo YTD Fiscal

YTD
_

Real Estate 165,473,983 7.9 2.0 6.9 3.0
DJ US Select RESI 3.1 3.7 2.3
Prime Property Fund 17,993,624 0.9 0.0 6.5 2.2

NCREIF-ODCE 0.0 5.4 1.9
American Strategic Value Realty 22,647,938 1.1 0.0 7.6 2.2

NCREIF Property Index 0.0 5.1 1.7
BlackRock US Real Estate 111,201,084 5.3 3.1 3.7 2.3

DJ US Select RESI TR USD 3.1 3.7 2.3
Greenfield Gap 13,631,337 0.7

Direct Lending 94,599,764 4.5
Medley Capital 21,396,441 1.0
Raven Capital 15,360,875 0.7
Raven Opportunity III 24,963,131 1.2
White Oak Pinnacle 32,879,317 1.6

Risk Parity 140,000,000 6.7 -- --
60% MSCI ACWI Net/40% BBgBarc Global Aggregate -- --
PanAgora Risk Parity Multi Asset 140,000,000 6.7 -- --

60% MSCI ACWI Net/40% BBgBarc Global Aggregate -- --
Infrastructure 22,199,498 1.1

MS Infrastructure Partners II 22,199,498 1.1
Cash Account 23,678,151 1.1 0.1 0.8 0.3

XXXXX

Policy Index (7/1/2017): 18.5% Russell 1000, 5.5% Russell 2000, 24% MSCI ACWI ex-USA, 19% BBgBarc US Gov't/Credit 1-3 Yr, 3% BBgBarc US Treasury 7-10 Yr, 7.7% NCREIF Property, 1.7% NCREIF Property +2%, 0.6% CPI +5%, 5% 
BBgBarc US High Yield +2%, 14% 60% MSCI ACWI / 40% BBgBarc Global Aggregate, 1% Citi 1 Month T-Bills. PIMCO, and Dodge and Cox-Fixed are in liquidation and residual cash balances are included in total fund market value. All data is 
preliminary.

--
--
--
--



This report contains confidential and proprietary information and is subject to the terms and conditions of the Consulting Agreement. It is being provided for use solely by the customer. The report
may not be sold or otherwise provided, in whole or in part, to any other person or entity without written permission from Verus Advisory, Inc., (hereinafter Verus) or as required by law or any

regulatory authority. The information presented does not constitute a recommendation by Verus and cannot be used for advertising or sales promotion purposes. This does not constitute an offer

or a solicitation of an offer to buy or sell securities, commodities or any other financial instruments or products.

The information presented has been prepared using data from third party sources that Verus believes to be reliable. While Verus exercised reasonable professional care in preparing the report, it
cannot guarantee the accuracy of the information provided by third party sources. Therefore, Verus makes no representations or warranties as to the accuracy of the information presented. Verus

takes no responsibility or liability (including damages) for any error, omission, or inaccuracy in the data supplied by any third party. Nothing contained herein 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

investor should be prepared to bear.

The information presented may be deemed to contain forward-looking information. Examples of forward looking information include, but are not limited to, (a) projections of or statements
regarding return on investment, future earnings, interest income, other income, growth prospects, capital structure and other financial terms, (b) statements of plans or objectives of management,

(c) statements of future economic performance, and (d) statements of assumptions, such as economic conditions underlying other statements. Such forward-looking information can be identified

by the use of forward looking terminology such as believes, expects, may, will, should, anticipates, or the negative of any of the foregoing or other variations thereon comparable terminology, or by

discussion of strategy. No assurance can be given that the future results described by the forward-looking information will be achieved. Such statements are subject to risks, uncertainties, and

other factors which could cause the actual results to differ materially from future results expressed or implied by such forward looking information. The findings, rankings, and opinions expressed

herein are the intellectual property of Verus and are subject to change without notice. The information presented does not claim to be all-inclusive, nor does it contain all information that clients

may desire for their purposes. The information presented should be read in conjunction with any other material provided by Verus, investment managers, and custodians.

Verus will make every reasonable effort to obtain and include accurate market values. However, if managers or custodians are unable to provide the reporting period's market values prior to the
report issuance, Verus may use the last reported market value or make estimates based on the manager's stated or estimated returns and other information available at the time. These estimates

may differ materially from the actual value. Hedge fund market values presented in this report are provided by the fund manager or custodian. Market values presented for private equity

investments reflect the last reported NAV by the custodian or manager net of capital calls and distributions as of the end of the reporting period. These values are estimates and may differ

materially from the investments actual value. Private equity managers report performance using an internal rate of return (IRR), which differs from the time-weighted rate of return (TWRR)

calculation done by Verus. It is inappropriate to compare IRR and TWRR to each other. IRR figures reported in the illiquid alternative pages are provided by the respective managers, and Verus has

not made any attempts to verify these returns. Until a partnership is liquidated (typically over 10-12 years), the IRR is only an interim estimated return. The actual IRR performance of any LP is not

known until the final liquidation.

Verus receives universe data from InvestorForce, eVestment Alliance, and Morningstar. We believe this data to be robust and appropriate for peer comparison. Nevertheless, these universes may
not be comprehensive of all peer investors/managers but rather of the investors/managers that comprise that database. The resulting universe composition is not static and will change over time.

Returns are annualized when they cover more than one year. Investment managers may revise their data after report distribution. Verus will make the appropriate correction to the client account

but may or may not disclose the change to the client based on the materiality of the change.

Disclaimer
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December 19, 2017  
Retirement Board Agenda Item 

TO:   Retirement Board 

FROM:  Rick Santos, Executive Director 

I. SUBJECT:  2017 Preliminary Actuarial Valuation 

II. ITEM NUMBER:  8.a

III. ITEM TYPE:  Discussion and Action

IV. STAFF RECOMMENDATION: Approve the 2017 Preliminary Actuarial Valuation (Attachment 1)
and request the actuary finalize the results and bring back for final approval in early 2018

V. ANALYSIS: 

Attachment 1 contains the actuary’s preliminary 2017 Valuation Results.  The preliminary actuarial 
valuation sets funded status as of June 30, 2017 and employer contribution rates for fiscal year 
2018-2019.  Today, the Board is simply being asked to concur with the preliminary results or if 
changes are deemed appropriate, to send the actuary back to make those changes and bring back 
a final valuation report for adoption at a later date.   

The preliminary results show funded status on a market value basis as of June 30, 2017 at 74.3%. 
Despite a strong investment return, aggregate employer contribution rates are increasing by 
approximately 3% due mainly to the final year of the three-year rate phase-in implemented a 
couple years earlier after assumption changes associated with the discount rate and mortality 
tables.  Additionally, only one-fifth of the asset gains were recognized in this valuation due to the 
asset smoothing methodology.  However, roughly $5.6 million in asset gains are not currently 
being recognized in this valuation and are available when returns fall short of expectations in the 
future.  From this point forward, the plan is now experiencing positive amortization of its unfunded 
liability.   

VI. RISK: None 

VII. STRATEGIC PLAN: Strategic Objective IV:  Refine StanCERA’s business and policy practices
in ways that enhance stakeholder awareness, the delivery of member services and the ability of
the Organization to administer the System effectively and efficiently.

VIII. ADMINISTRATIVE BUDGET IMPACT:

_____________________________________ 
Rick Santos, Executive Director 

_____________________________________ 
Natalie Elliott, Interim Fiscal Services Manager  
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Topics for Discussion 
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 Preliminary 2017 Valuation Results 
• Executive Summary and Highlights 
• Changes Since Last Valuation 

 Historical Review 

 Next Steps 

 Appendix 
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Executive Summary 
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Stanislaus County Employees’ Retirement Association
Summary of Key Valuation Results

(in millions)

Valuation Date June 30, 2016 June 30, 2017
Fiscal Year End 2018 2019

Actuarial Liability 2,537.1$              2,648.2$              
Actuarial Value of Assets*                 1,845.8                 1,968.2 
Unfunded Actuarial Liability (Actuarial Value) 691.3$                 680.0$                 
Funding Ratio (Actuarial Value) 72.8% 74.3%

Market Value of Assets                 1,752.7                 1,973.8 
Unfunded Liability (Market Value) 784.4$                 674.4$                 
Funding Ratio (Market Value)* 69.1% 74.5%

Net Employer Full Contribution Rate 31.95% 31.65%
Net Employer Contribution Rate with Phase-In 26.07% 31.65%

* Net of non-valuation reserves
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Highlights 
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• The contribution rate increased by 2.94% of pay due to the 
final year of the three-year phase-in of the impact of 
assumption changes from the 2012-15 Experience Study 

• Investment return on the market value of assets was 14.4%, 
net of investment expenses, compared to the 7.25% assumed 
rate of return 

• The actuarial return on assets was 8.4%, which resulted in a 
$20.8 million gain and decreased the contribution rate by 
0.57% of pay. There are approximately $5.6 million in 
deferred asset gains not yet recognized in the smoothed 
asset value. 

• The FY16-17 actuarial cost exceeded the actual contribution 
by $19.4M (due to phase-in of assumption changes and one-
year lag), increasing the contribution rate by 0.55% of pay 
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Highlights 
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• The net impact of all other changes, including salary, 
demographic and minor programming changes, decreased 
the contribution rate by 0.28% of pay 
• Largest gains from salary increases lower than expected 
• Compounded by reduction in employer normal cost rate of 

~0.2%, due to movement of new hires into PEPRA tiers 
• Because overall payroll grew by less than assumption 

(2.33% vs. 3.25% assumed) UAL rate increased by 0.19% of 
pay, but no impact on dollar amount 

• The amortization period for the UAL has dropped to 19 years. 
The Plan no longer experiences “negative amortization” (i.e. 
the payment on the unfunded is more than the interest on the 
UAL). This means that the UAL is expected to decrease each 
year if all assumptions are realized. 
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Changes Since Last Valuation 

 

 
 

Stanislaus County Employees’ Retirement Association
Employer Contribution Reconciliation

(in millions)

Total Normal Cost Amortization Admin Exp
FYE 2018 Net Employer Contribution Rate - with Phase-In 29.01% 11.54% 16.56% 0.91%

Impact of Phase-in 2.94% 0.43% 2.48% 0.03%

FYE 2018 Net Employer Contribution Rate - Full 31.95% 11.97% 19.04% 0.94%

Change Due to Asset Gain -0.57% 0.00% -0.57% 0.00%
Change Due to Contribution Shortfall 0.55% 0.00% 0.55% 0.00%
Change Due to Demographic Changes -0.43% -0.19% -0.24% 0.00%
Change Due to Effect of Payroll on Amortization 0.19% 0.00% 0.19% 0.00%
Change Due to Programming Changes -0.04% -0.01% -0.03% 0.00%

FYE 2019 Net Employer Contribution Rate - Full 31.65% 11.77% 18.94% 0.94%
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Historical Review 
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Valuation Year 2011 2012 2013 2014 2015 2016 2017
Funded Ratio 78.1% 76.9% 79.4% 81.1% 73.7% 72.8% 74.3%

UAL (Billions) 0.39$  0.44$   0.40$   0.38$   0.63$   0.69$   0.68$   
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Next Steps 
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 Finalize Actuarial Valuation results 

 Results shown are preliminary. Still 
proceeding with peer review. 

 Adopt June 30, 2017 Actuarial Valuation 
and FY18-19 Contribution Rates 
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Appendix 
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Stanislaus County Employees’ Retirement Association
Membership Total

June 30, 2016 June 30, 2017 % Change
Actives 4,248                   4,309                   1.44%
Current Inactives                    1,030                    1,071 3.98%
In-Pay Members                    3,651                    3,746 2.60%
Total Members                    8,929                    9,126 2.21%

Active Member Payroll (FYE 2017/2018) 263,395,718$      269,544,436$      2.33%
Average Pay per Active 62,005$               62,554$               0.89%
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Stanislaus County Employees’ Retirement Association
Contributions

FYE 2018 FYE 2019 Change
Gross Normal Cost % 21.82% 21.52% -0.30%
Employee Contributions 9.85% 9.75% -0.10%
Employer Normal Cost % 11.97% 11.77% -0.20%

Administrative Expense % 0.94% 0.94% 0.00%
Amortization of UAL % 19.04% 18.94% -0.10%

Impact of Phase-in -2.94% 0.00% 2.94%

Net Employer Phased Contribution Rate: 29.01% 31.65% 2.64%
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The purpose of this presentation is to present the preliminary annual actuarial valuation results of the Stanislaus County 
Employees’ Retirement Association. This presentation is for the use of the Stanislaus County Employees’ Retirement Board 
in accordance with applicable law. 
 
In preparing our presentation, we relied on information (some oral and some written) supplied by the Stanislaus County 
Employees’ Association. This information includes, but is not limited to, the plan provisions, employee data, and financial 
information. We performed an informal examination of the obvious characteristics of the data for reasonableness and 
consistency in accordance with Actuarial Standard of Practice No. 23.  
 
We hereby certify that, to the best of our knowledge, this presentation and its contents have been prepared in accordance 
with generally recognized and accepted actuarial principles and practices that are consistent with the Code of Professional 
Conduct and applicable Actuarial Standards of Practice set out by the Actuarial Standards Board. Furthermore, as 
credentialed actuaries, we meet the Qualification Standards of the American Academy of Actuaries to render the opinion 
contained in this presentation. This presentation does not address any contractual or legal issues. We are not attorneys, and 
our firm does not provide any legal services or advice.  
 
This presentation was prepared exclusively for the Stanislaus County Employees’ Retirement Board for the purpose 
described herein. This presentation is not intended to benefit any third party, and Cheiron assumes no duty or liability to any 
such party.  
 
The actuarial assumptions, data and methods are those that will be used in the preparation of the actuarial valuation report 
as of June 30, 2017. 
 
The assumptions reflect our understanding of the likely future experience of the Plans, and the assumptions as a whole 
represent our best estimate for the future experience of the Plans. The results of this presentation are dependent upon 
future experience conforming to these assumptions. To the extent that future experience deviates from the actuarial 
assumptions, the true cost of the plan could vary from our results. 

Graham A. Schmidt ASA, FCA 
Consulting Actuary 

Jonathan Chipko, FSA, EA, FCA 
Consulting Actuary 



Erik Brischler   ●   Linea Solutions   ● (310) 633-1497 

PAS IMPLEMENTATION  

LINEA BI-WEEKLY STATUS UPDATE 

SPONSOR: Rick Santos REPORT DATE: 12-15-2017 

 Baseline 12/01/2016 STATUS Risks & Issues: 

 Budget as of 09/30/17 

No high-level risks have been identified at this time. 

Dawn Lea, StanCERA’s Project Manager, has initiated an 

unexpected leave of absence.  Rick Santos has stepped 

into Dawn’s role with assistance from Natalie Elliott to 

compensate for Dawn’s absence.  Based on these 

immediate mitigation steps, project leadership has 

determined no anticipated impact to project delivery 

schedule. Impacts to project resources and staff workload 

will be considered and monitored continually. 

Accomplishments: Upcoming: 

 Worked with imaging design team in two work

sessions to evaluate the need for new document types

and improved scanning and indexing strategies.

 Continued to coordinate testing efforts of SMEs for

Phase 4C UAT and group reviews of remaining Phase

4C BSRDs.

 Accomplished group reviews for remaining Phase 4C

BSRDs.

 Continue to develop and modify detailed business

process documentation for document handling and

imaging.

 Work with StanCERA SMEs to begin collecting and

cataloging calculation examples.

 Continue to coordinate Phase 4C UAT progress.

 Continue to assist StanCERA with implementation of

modifications to scanning and indexing procedures,

including modifications to Arrivos imaging setup.
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Ongoing Project Contributions 
 

 Facilitate weekly Project Manager’s meetings and 

create meeting minutes. 

 Facilitate monthly Steering Committee Meetings and 

create meeting minutes. 

 Participate in Tegrit work sessions, review meeting 

minutes, and compile resulting decision logs and 

action items. 

 Regularly review action items for follow up and 

completion. 

 
 Review and hold group review sessions for BSRD 

deliverables made by Tegrit. 
 Track requirements, as discussed in work sessions 

and BSRDs, using the RTM and meet with 

StanCERA PM to update requirements confirmation. 
 Manage and participate in system testing efforts, 

including review of test scripts, compiling of results, 

input of PIRs, and tracking of issue resolution. 
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