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Private Equity Annual Review Supplemental Report

Period Ending June 30, 2018

Investment Objective

Private equity allocations are a means of enhancing equity returns
through an active, value-added approach. The major driver for
returns is appreciation, aided by leverage, with negligible cash
yield.

- CalPERS ALM Workshop (2017)
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Asset Class Characteristics
Managing Investment Director: Sarah Corr (Interim)

Assets:  $27.2 Billion

Benchmark: (67% FTSE U.S. TMI + 33% FTSE All World
ex-U.S. TMI) + 3% lagged one quarter

Private Equity invests in commingled funds, separate
accounts, co-investments, and direct investments. Private
Equity utilizes secondary sales and purchases to restructure
and rebalance the portfolio.

=  Unfunded commitments of $16.0 billion as of 06/30/2018

= Portfolio is invested 60% in the United States, 25% in
Europe, 11% in Emerging Markets, and 4% in Other.

Class Allocation Private Equity

Strategic Target Range % 4-12%
Interim Strategic Target % 8%
Actual Investment % 7.7%
Variance % (Strategic vs. Actual) -0.3%
Interim Strategic Target $ 28.1 Billion
Actual Investment $ 27.2 Billion
Variance $(Interim Strategic vs. Actual) $(1.0 Billion)

Note: Strategic target effective October 1, 2016
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PRIVATE EQUITY PERFORMANCE

MONTH ENDING JUNE 30, 2018

Excess Excess Excess
Asset Class Ending Market Value | Net Return BPS  |Net Return BPS  [Net Return BPS  [Net Return Excess BPS
PRIVATE EQUITY* $ 27.2 Billion 16.1% (251) 10.4% (189) 11.9% (222) 9.0% (445)
Buyout $ 17.4 Billion 19.8% 12.8% 13.5% 9.8%
Growth Expansion $ 4.5 Billion 16.9% 12.4% 13.8% 6.0%
Credit Related $ 2.6 Billion 5.9% 2.0% 5.3% 9.3%
Venture Capital $ 0.8 Billion 5.0% (3.0%) 4.3% 3.3%
Opportunistic $ 1.9 Billion 7.2% 11.1% 12.8% 74%

MONTH ENDING JUNE 30, 2018

Excess Excess Excess
Asset Class Ending Market Value | Net Return BPS Net Return BPS Net Return BPS Net Return Excess BPS
PRIVATE EQUITY* $27.2 Billion 16.1% (251) 10.4% (189) 11.9% (222) 9.0% (445)
Funds $ 18.0 Billion 16.1% 11.0% 12.2% 9.9%
Separate Accounts $ 4.0 Billion 10.2% 7.7% 8.7% 7.5%
Fund-of-Funds $ 2.7 Billion 11.1% 5.7% 11.2% 6.5%
Co-Invest/Direct $ 2.5 Billion 27.0% 16.3% 13.0% 4.7%

*Includes currency and distributed securities in the amount of $-13 million

Private Equity Cumulative Return
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Private Equity 5-Year Rolling Excess Return

sz 1 - YEAR EXCESS RETURNS === ROLLING 5-YEAR EXCESS RETURNS

10%

5%

2

V ,}f:

0%

e

-5%

-10%

-15%

-20%

-25%

-30%
FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018

Private Equity Annual Review - Supplemental Report Page 2 of 4



Item 7c - Attachment 2, Page 3 of 4

EXPENSES
Private Equity Expenses FY 2016-2017 FY 2017-2018 Fiscal YOY Change
($millions) ($millions) ($millions)
Internal Management $8 $6 -$2
External Management $234 $248 $13
Profit Sharing $455 $431 -$24
Consultants Expense $1 $1 -$1
Technology & Operating Expense $10 $9 -$1
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STAFFING (as of 6/30/18)

Years with Years
CalPERS Experience
Sarah Corr - ID (Interim MID) = 34 Total Positions

Mahboob Hossain - ID
Investment Team

Senior Management Team

Private Equity Staffing Updates

= Hired 2 Admin Staff

Investment Managers 7 = 2 Private Equity professionals appointed to more
. senior positions
Associate Investment Manager 1
Investment Officers 15 = 1 Position transferred to other program area
Additional Resources Number of Members within INVO
Adminstrative Support Staff 8 =  Current Vacancies

* 1 Managing Investment Director
* 1 Associate Investment Manager
* 3 Investment Officers

POLICY

REVIEWED |AMEND |POLICY/DELEGATION NAME |ACTION

v No Private Equity Policy Amended in August 2018

* To the best of CalPERS knowledge, the Policy has been effective in limiting

L. . . our General Partners (GPs) investments in public sector outsourcers, as
Restricting Private Equity . ) .

i ) CalPERS has not received any waiver requests in the last 12 months and all of

v NO Investments in Public . . .
our GPs have agreed to make good faith efforts to comply with the Policy
® This Policy has had no negative impact on PE Program investment
opportunities

Sector Outsourcers

Recommend updating the Policy to reflect the Program’s current status which
is not making any new investments and that all externally managed funds
have been redeemed and are in various stages of wind-down or liquidation.

v YES Absolute Ret.urn Strategies
Program Policy
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INVESTMENT BELIEFS
CalPERS Investment Beliefs

#1 Liabilities mustinfluence the asset structure
While value appreciation is the primary component of total return for Private Equity (PE), appropriate consideration is
givento the fact that CalPERS has a large and growing liguidity requirement.

#2 A long time investment horizonis a responsibility and an advantage
Adequate premium in the form of higher expected returnis required for taking risk inherentinilliquid asset classes like
PE.

#3 CalPERS investmentdecisions may reflect wider stakeholderviews, provided they are consistent with its
fiduciary duty to members and beneficiaries

Engagement with external partners and like-minded investors, as wellas partnership with Sustainable Investments and
Investment Manager Engagement to implement CalPERS stakeholder views.

#4 Long-termvalue creation requires effective management of three forms of capital: financial, physical and
human

Engagement with external managers on alignment of interests, diversity issues, fair labor practices, and sustainability
are essential elements of value creation for PE.

#5 (CalPERS must articulate its investment goals and performance measures and ensure clearaccountability for
theirexecution

Annual performance is benchmarked relative to public equity indexes (with added premium), butteam performance is
also evaluated based on contributions to long-term trust level objectives.

#6 Strategic assetallocation is the dominant determinant of portfolio risk and return

Portfolio construction process for PE is designed to have a material impact on overall return of the fund. Risk
management process ensures diversification across different risk factors like sectors, vintages, managers, and
strategies.

#7 CalPERS will take risk only where we have a strong belief we will be rewarded for it

PE aims to maximize return with the expectation that excess return will be achieved as compensation forthe risk
taken.

#8 Costsmatter and need to be effectively managed

Align the interests of the fund, staff and external managers to promote transparency about fees and expenses and
ensure appropriate balance of risk, return and cost.

#9 Risk to CalPERS is multi-faceted and not fully captured through measures such as volatility or tracking error
Both guantitative and qualitative risk factors needto be analyzed and understood before implementing any
investment strategy. Impact of exogenous factors, like climate change, need to be incorporated as part of risk analysis.

#10 Strong processesand teamwork and deep resources are needed to achieve CalPERS goals and objectives
Strong team built on diversity of talent and a commitment to implement CalPERS investment beliefs isthe key to PE's
success. Seniorteam is accountable for ensuring strong governance and compliance with policies and procedures.
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