
 

  

M E M O R A N D U M  
 
Date: April 4, 2014 

 

To: The Investment Committee 

 California Public Employees’ Retirement System (CalPERS) 

 

From: Allan Emkin, Pension Consulting Alliance, Inc. (PCA)    

 

RE: Strategic Asset Allocation Interim Targets Policy Revision 

 

 
Capital market conditions produced outsized returns in the public equity market and other asset 

classes during 2013. Total fund assets grew from $248.8 billion at January 1, 2013 to $283.6 billion 

at December 31, 2013, an increase of 14%. In 2013 and continuing into 2014, these conditions 

have encouraged many private market managers (private equity and private real estate) to be 

net sellers, not buyers. The conditions that contributed to the past fifteen months’ 

outperformance may moderate in 2014 at varying speeds and degrees in each of the asset 

classes. The attached Revision depicts staff’s proposed modifications to the policy’s interim 

targets (moving towards long term asset allocation targets adopted by the Investment 

Committee). PCA does not believe that "filling an asset allocation bucket" just to meet a long 

term goal, for the illiquid and most expensive assets to manage, makes sense. PCA believes that 

the mechanical allocation of non-publicly traded assets that may dilute that asset class’ rate of 

return over time is sub-optimal and encourages the Investment Committee to move towards the 

target in a more deliberate manner. 

PCA, as the Investment Committee’s consultant for the Real Estate and Private Equity asset 

classes as well as the overall portfolio, has the following comments on the proposed Revision:  

 Overall, PCA is in agreement with the proposed direction and amount of the policy 

targets revisions. 

 The compression of the Private Equity target from 14% to 12% is consistent with CalPERS 

experience in the marketplace. The contemplated temporary revision to 10% is also 

marketplace driven. The projected resumption of a 12% allocation over two years could, 

in PCA’s opinion, potentially result in commitments that will produce a reduced level of 

future outperformance. This could be mitigated by policy revisions that staff is 

considering for future presentation to the Investment Committee. 

 Real estate marketplace conditions are remarkably similar in substance to those in 

private equity. Manager distributions are exceeding expectations and competitors are 

pricing assets at levels which are unattractive for existing, well located properties. This is 

making it difficult for managers to meet fiscal 2014 capital commitments at budgeted 

expected income-oriented return levels. CalPERS should be very cautious and patient in 

pacing its growth of the Real Estate asset class to the target levels.  

 The addition of another year to the schedule for Private Equity and Real Estate, as a 

minimum, and reemphasis on discipline are advisable. 
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DISCLOSURES:  This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers 

that may be described herein. Information contained herein may have been provided by third parties, including investment firms 

providing information on returns and assets under management, and may not have been independently verified.  The past performance 

information contained in this report is not necessarily indicative of future results and there is no assurance that the investment in question 

will achieve comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The 

actual realized value of currently unrealized investments (if any) will depend on a variety of factors, including future operating results, the 

value of the assets and market conditions at the time of disposition, any related transaction costs and the timing and manner of sale, all of 

which may differ from the assumptions and circumstances on which any current unrealized valuations are based. 
 

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy 

or completeness of the information contained in this document or any oral information provided in connection herewith, or any data 

subsequently generated herefrom, and accept no responsibility, obligation or l iability (whether direct or indirect, in contract, tort or 

otherwise) in relation to any of such information.  PCA and PCA’s officers, employees and agents expressly disclaim any and all liability 

that may be based on this document and any errors therein or omissions therefrom.  Neither PCA nor any of PCA’s officers, employees or 

agents, make any representation of warranty, express or implied, that any transaction has been or may be effected on the terms or in the 

manner stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates, 

prospects or returns, if any.  Any views or terms contained herein are preliminary only, and are based on financial, economic, market and 

other conditions prevailing as of the date of this document and are therefore subject to change.   

 

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks, 

uncertainties and other factors beyond the control of the Firm, which may result in material differences in actual results, performance or 

other expectations. The opinions, estimates and analyses reflect PCA’s current judgment, which may change in the future. 

 

Any tables, graphs or charts relating to past performance included in this report are intended only to illustrate investment performance for 

the historical periods shown. Such tables, graphs and charts are not intended to predict future performance and should not be used as 

the basis for an investment decision. 

 

All trademarks or product names mentioned herein are the property of their respective owners.  Indices are unmanaged and one cannot 

invest directly in an index.  The index data provided is on an “as is” basis.  In no event shall the index providers or its affiliates have any 

liability of any kind in connection with the index data or the portfolio described herein.  Copying or redistributing the index data is strictly 

prohibited. 

 

The Russell indices are either registered trademarks or tradenames of Frank Russell Company in the U.S. and/or other countries.  

 

The MSCI indices are trademarks and service marks of MSCI or its subsidiaries.  

 

Standard and Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc.  S&P indices, including the S&P 500, are a registered trademark 

of The McGraw-Hill Companies, Inc. 

 

CBOE, not S&P, calculates and disseminates the BXM Index. The CBOE has a business relationship with Standard & Poor's on the BXM.  

CBOE and Chicago Board Options Exchange are registered trademarks of the CBOE, and SPX, and CBOE S&P 500 BuyWrite Index BXM are 

servicemarks of the CBOE. The methodology of the CBOE S&P 500 BuyWrite Index is owned by CBOE and may be covered by one or more 

patents or pending patent applications. 

 

The Barclays Capital indices (formerly known as the Lehman indices) are trademarks of Barclays Capital, Inc. 

 

The Citigroup indices are trademarks of Citicorp or its affiliates. 

 

The Merrill Lynch indices are trademarks of Merrill Lynch & Co. or its affiliates. 

 

FTSE is a trademark of the London Stock Exchange Group companies and is used by FTSE under license. All rights in the FTSE indices and/or 

FTSE ratings vest in FTSE and/or its licensors. No further distribution of FTSE data is permitted with FTSE’s express written consent.  

 

 

Supplement for real estate and private equity partnerships: 

 

While PCA has reviewed the terms of the Fund referred to in this document and other accompanying financial information on 

predecessor partnerships, this document does not constitute a formal legal review of the partnership terms and other legal documents 

pertaining to the Fund.  PCA recommends that its clients retain separate legal and tax counsel to review the legal and tax aspects and 

risks of investing in the Fund.  Information presented in this report was gathered from documents provided by third party sources, including 

but not limited to, the private placement memorandum and related updates, due diligence responses, marketing presentations, l imited 

partnership agreement and other supplemental materials.  Analysis of information was performed by PCA. 

 

An investment in the Fund is speculative and involves a degree of risk and no assurance can be provided that the investment objectives 

of the Fund will be achieved. Investment in the Fund is suitable only for sophisticated investors who are in a position to tolerate such risk 

and satisfy themselves that such investment is appropriate for them. The Fund may lack diversification, thereby increasing the risk of loss, 

and the Fund’s performance may be volatile. As a result, an investor could lose all or a substantial amount of its investment. The Fund’s 

governing documents will contain descriptions of certain of the risks associated with an investment in the Fund. In addition, the Fund’s fees 

and expenses may offset its profits. It is unlikely that there will be a secondary market for the shares. There are restrictions on redeeming 

and transferring shares of the Fund. In making an investment decision, you must rely on your own examination of the Fund and the terms 

of the offering.  
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