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Historical Context

CalPERS Private Equity Portfolio 6/30/08 6/30/12 6/30/16

Private Equity Portfolio ($B) $24.8 $34.2 $26.4

Total CalPERS Portfolio ($B) $239.6 $233.3 $295.2

Private Equity as a % of  the Total Portfolio 10.3% 14.7% 8.9%

Private Equity Target Allocation 10% 12% 12%*

Non-U.S. Exposure** 35% 37% 39%

Manager Relationships 153 134 99

*Policy target as of 6/30/16 was 12% with an interim target of 10%
** Based on portfolio company location

Private Equity’s presence in the overall portfolio is diminishing over time due to a combination of factors:

• Distributions have exceeded contributions by approximately $24 billion since 2011
• Few commitments were made in the 2009-2011 time period relative to 2006-2008
• Recent sales of partnership interests on the secondary market
• Ongoing efforts to curtail the establishment of new manager relationships
• CalPERS’ specific transparency requirements have compressed universe of acceptable managers
• High purchase price environment has lessened the urgency to put more capital to work
• Increased competition for allocations with top managers

Item 8b - Attachment 1, Page 2 of 9



CalPERS  Private Equity  •  2016 Annual Program Review 3

As of June 30, 2016:

• Portfolio has outperformed Policy Benchmark over 1- and 20-year periods;
underperformed over 3-, 5- and 10-year periods

• PE has been CalPERS’ best performing asset class over the latest 10-year
period, averaging a 10.2% annual time weighted return

• Largest strategy exposures: Buyouts (60%), Expansion Capital (15%)

• Bifurcation of portfolio between Strategic and Legacy holdings is ongoing

• Program committed approximately $4 billion during FY 2015-2016 and has
a budget of $4 billion for FY 2016-2017

Portfolio Observations
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• PEARS is operational with continuing enhancements expected

• Investment Director (Underwriting) departed in September; replaced by

former head of Co-Investments, which was consolidated with

Underwriting

• More investment officer departures than in prior years; some

replacements arrived from other CalPERS groups (without private equity

experience) or from outside of organization

• Average capital weighted contractual management fee and carried

interest rates:

Meaningful Program Updates

Fiscal Year Management Fee Carried Interest

2012-13 1.22% 16.92%

2013-14 1.17% 15.51%

2014-15 1.13% 14.80%

2015-16 1.08% 14.55%
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• Attract and retain talent at Investment Officer level

• Obtain necessary transparency from managers

• Continue negotiating more favorable terms and conditions

• Develop succession plan for Managing Investment Director

• Escalate CalPERS’ role with ILPA, particularly by senior personnel

• Consider expanding due diligence procedures to augment those of SEC

• Rich buyout market/lower return environment

• PEARS enhancements/troubleshooting

• Maintain consistent investment pacing

• Examine alternatives to the existing business model

Challenges
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SWOT Analysis – Private Equity Program 

Strengths Weaknesses

Opportunities Threats

STRENGTHS

• Size/market presence
• Long-term positive track record
• Deep and experienced senior team
• Strong resources and processes
• Leadership role promoting transparency
• Reduced contractual fee/carry rates
• Relationships with leading managers

WEAKNESSES

• Shortage of junior Investment Officers
• Benchmarking challenges
• Staff compensation limitations
• Cost of participation in asset class
• Capital deployment requirements
• Move to 30 managers remains challenging

OPPORTUNITIES

• PEARS and enhanced data capture
• ILPA/other industry groups
• Regulatory/legislative oversight of PE
• Contractual compliance reports by third

parties to supplement SEC actions

THREATS

• Lower return environment
• Industry-wide lack of complete transparency
• Structural imbalance between GPs and LPs
• Employee recruitment and retention
• Managing Investment Director succession
• Uncertain level of SEC oversight
• Other large LPs with competing ideologies
• Non-investment related time commitments

Item 8b - Attachment 1, Page 6 of 9



CalPERS  Private Equity  •  2016 Annual Program Review 7

1. Liabilities must influence the asset structure

Private Equity has been the portfolio’s best performing asset class over the long term, though

the assets tend to be illiquid and non-income producing

2. A long term investment horizon is a responsibility and an advantage

Private equity is a long term asset class; program has generated a 20-year return of 11.4%

3. CalPERS investment decisions may reflect wider stakeholder views

Staff includes ESG language in investment contracts though room for improvement exists;

private equity IRC includes senior investment professionals from outside of PE group

4. Long term value creation requires effective management of three forms of capital: financial,

physical and human

Move toward 30 Strategic managers provides CalPERS the opportunity to deepen

relationships with leading firms and promote key CalPERS values and beliefs

5. CalPERS must articulate its investment goals and performance measures and ensure clear

accountability for their execution

Program underperformed Policy Benchmark over the latest 3-, 5- and 10-year time periods,

while outperforming over the latest 1- and 20-year periods; Policy Benchmark is under review

for realignment

Investment Beliefs
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6. Strategic asset class allocation is the dominant determinant of portfolio risk and return

Emphasis on 30 Strategic managers may limit ability to achieve/maintain target allocation; PE

program is diversified across strategy, geography, industry and investment structure

7. CalPERS will take risk only where we have a strong belief we will be rewarded

CalPERS has a nearly 30-year successful track record in this high risk/high return asset class

8. Costs matter and need to be effectively managed

Staff has negotiated reduced contractual fees and carried interest; PE remains expensive

relative to other asset classes

9. Risk is multi-faceted and not fully captured through measures such as volatility or tracking error

Additional PE risks include leverage, illiquidity, transparency, and currency fluctuations

10. Strong processes and teamwork and deep resources are needed to achieve CalPERS’ goals

and objectives

PE has a large team, strong leadership and well conceived divisions of labor; PEARS is

operational with enhancements ongoing and Release 3 scheduled for completion in 2017

Investment Beliefs
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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.

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 trade names 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.
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