
                                   
                                       

 
Alameda County Employees’ Retirement Association 

BOARD OF RETIREMENT 
INVESTMENT COMMITTEE/BOARD MEETING 

 
ACERA MISSION: 

To provide ACERA members and employers with flexible, cost-effective, participant-oriented 
benefits through prudent investment management and superior member services. 

 
Wednesday, January 8, 2020 

9:30 a.m. 

 
Should a quorum of the Board attend this meeting, this meeting shall be deemed a joint meeting of the Board and Committee.  
The order of agenda items is subject to change without notice. Board and Committee agendas and minutes are available online at 
www.acera.org. 

 
Note regarding public comments: Public comments are limited to four (4) minutes per person in total. 
 
Note regarding accommodations:  The Board of Retirement will provide reasonable accommodations for persons with special needs of 
accessibility who plan to attend Board meetings.  Please contact ACERA at (510) 628-3000 to arrange for accommodation.   

 

                                                 
1 Alternate Retired Member (Votes in the absence of the Elected Retired Member, or, if the Elected Retired Member is present, then votes 
if both Elected General Members, or the Elected Safety Member and an Elected General Member, are absent.  
2 Alternate Safety Member (Votes in the absence of (1) the Elected Safety, (2) either of the two Elected General Members, or (3) both the 
Retired and Alternate Retired Members). 
 
 

LOCATION COMMITTEE MEMBERS 
 

 
ACERA 
C.G. “BUD” QUIST BOARD ROOM 
475 14TH STREET, 10TH FLOOR 
OAKLAND, CALIFORNIA  94612-1900 
MAIN LINE:  510.628.3000 
FAX: 510.268.9574 

ELIZABETH ROGERS, CHAIR ELECTED GENERAL 
  
TARRELL GAMBLE, VICE CHAIR APPOINTED 
  
DALE AMARAL ELECTED SAFETY 
  
OPHELIA BASGAL APPOINTED 
  
KEITH CARSON  APPOINTED 
  

 JAIME GODFREY APPOINTED 
   
 LIZ KOPPENHAVER ELECTED RETIRED 
   
 HENRY LEVY TREASURER 
   
 GEORGE WOOD ELECTED GENERAL 

 

   
 NANCY REILLY ALTERNATE 

RETIRED1 
   
 DARRYL L. WALKER ALTERNATE 

SAFETY2 
   

http://www.acera.org/


INVESTMENT COMMITTEE/BOARD MEETING 
NOTICE and AGENDA, Page 2 of 2 – Wednesday, January 8, 2020 

 
Call to Order: 9:30 a.m.    
 
Public Input (Time Limit: 4 minutes per speaker) 
 
                                              
Action Items: Matters for discussion and possible motion by the Committee 

 
1. Discussion of and Possible Motion to Recommend that the Board Authorize Staff to Negotiate 

an  Extension of the Custody Contract with State Street Bank and Trust Company 
 

9:30 – 10:15  Thomas Taylor, ACERA 
Betty Tse, ACERA 

    
2. Discussion of and Possible Motion to Recommend to the Board to approve the Short List of 

candidates for ACERA’s Large Cap Value Manager Search 
 
10:15 – 11:00  Margaret Jadallah, Verus Advisory Inc. 

Thomas Taylor, ACERA 
Betty Tse, ACERA 

 
Information Items:  These items are not presented for Committee action but consist of status 
updates and cyclical reports  
 
1. Education Session: Cash Overlay  
 

Margaret Jadallah, Verus Advisory Inc.  
Thomas Taylor, ACERA 
Betty Tse, ACERA 

 
2. Proposed Investment Committee Workplan 2020 
 
    Agnes Ducanes, ACERA 
    Betty Tse, ACERA 
 
Trustee Remarks 
 
Future Discussion Items 
 
Establishment of Next Meeting Date 
February 19, 2020 at 9:30 a.m.  
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Goals
‐ What is an overlay, and how can it benefit ACERA?

‐ Review current policies regarding cash/rebalancing/asset allocation

‐ Discuss overlay manager’s tools
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What is an overlay
‐ An overlay program is a top down view of the entire investment portfolio, that

uses derivatives and cash already in the portfolio to track the IC approved asset 
allocation relative to approved targets and ranges

‐ In a low return environment, some public Plans have decided to use overlays to 
equitize cash in order to decrease the operational cash drag in the portfolio 
relative to the policy index (stay fully invested at all times)

‐ Overlay programs allow the Plan to be 100% invested per its strategic asset
allocation. Even efficient plans such as ACERA which run under 1% cash, can 
have significant cash in manager’s accounts, which can hurt performance

ACERA 5
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Current policies

ACERA

Current Overlay

Asset allocation ‐ Delayed
‐ Fully invest excess cash to bring 
portfolio in‐line with targets & 
ranges

Rebalancing ‐ External consultant (small provider)
‐ Excel based

‐ Robust, automatic system, which 
will rebalance when a rebalance 
trigger is hit

Cash

‐ Review cash monthly
‐ ACERA is very efficient with Less than 1% in 
the cash account
‐ Including cash in managed account, total 
cash is between $200‐250 million
‐ Cash target is 0%

‐ Daily review of cash, 
‐ Cash is “put to work” and 
invested per the strategic asset 
allocation
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Types of Overlay 
Strategies
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Overlay services and expected long-term 
benefits

ACERA

Strategy Tools Expected Benefit

Asset allocation ‐ Rebalancing
‐ Cash equitization

‐ Allows the realignment of asset 
class exposures without the level 
of transaction costs associated 
with physicals and does not 
disrupt underlying managers

Liquidity management ‐ Cash equitization ‐ Improve returns and flexibility

Liability‐driven investing ‐ Duration management

‐ Provide low cost and flexible 
means to modify effective 
duration or to match assets to 
liabilities

Active insights ‐ Rebalancing timing
‐ Discretionary tilts and active 
management with the goal of 
increasing returns
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Potential risks

Risk Description
Basis risk Risk attributable to uncertain movements in the spread between a futures price and a spot price.

Communication / Information risk

Overlay index exposures are maintained based on underlying investment values provided by one or 
more third parties.  There may be delays in the receipt of updated information which can lead to 
exposure imbalance risks.  Inadequate communication regarding cash flow moves into and out of 
fund and manager changes can lead to unwanted asset class exposures and potential loss.

Tracking error
Futures (synthetic) returns do not perfectly track benchmark index returns. This divergence between 
the price behavior of a position or portfolio and the price behavior of a benchmark is tracking error 
and can impact performance.

Margin /  Liquidity risk Potential that the market moves in a manner adverse to the futures or swap position resulting in the 
need to post additional margin or excess collateral.  

Leverage Creation of market exposure in excess of underlying collateral value may lead to significant capital 
losses if an insufficient cash cushion isn’t maintained.

Counterparty Counterparty credit risk on OTC trades.

Collateral The program may experience losses on the underlying designated assets in addition to potential 
losses on the index market exposure overlaying these assets. 

Market risk Market performs in a way that was not anticipated. For example, cash outperforms capital markets in 
which case the overlay would detract versus maintaining the cash position.
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Asset allocation

— After the three year asset liability study, or annual asset allocation review, 
changes sometimes take a year to implement to find the right manager

— The risk of not implementing an asset allocation right away can be huge in
turbulent markets (i.e. the Board’s risk appetite for the Plan is lowered, but hold 
off on moving an allocation from equities to fixed income until we find a new 
fixed income manager)

— Having an overlay manager would allow for instant changes to the policy index 
and the manager would equitize cash to the new policy targets, giving staff time 
to conduct an RFP and find a manager

ACERA

Overlay program manages asset allocation
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Asset Class Target Weight Total Policy Benchmark Overlay Benchmark
Domestic Equity 25% Russell 3000 S&P 500, Russell 2000
International Equity 25% MSCI ACWI ex US IMI MSCI EAFE & MSCI EM

Fixed Income Custom
Core 13% BB Aggregate US Treasuries

Global  3% Citigroup WGBI ex‐US Citigroup WGBI ex‐US

Private Equity
Real Return                                   

8%
13%

TR Global All PE
Custom

Custom proxy (Russell 3000)  

Absolute Return 9% HFRI FOF
Private Credit 4% S&P LSTA Leveraged Loan

Cash overlay program 

ACERA

The overlay benchmark attempts to replicate the total fund policy index as 
closely as possible

Since there are no contracts for private real estate, private markets or absolute return, these allocations can 
be excluded with the overlay restricted to investable asset classes. Custom proxies, which have basis risk, be 
used for privates (ex. Russell 3000 for private equity).
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— Excess cash prevents the portfolio from being fully invested relative to its policy benchmark
 Example: a 60/40 portfolio with 4% cash is actually a 58/38/4 portfolio 

— Tracking error results from the portfolio being out of balance relative to its policy

— Over time, cash generates a “drag” on return since it underperforms most other asset classes over the 
long term

Cash drag

60%
40%

Stocks Bonds

58%38%

4%

Stocks Bonds Cash

Holding some cash in a portfolio is necessary, but comes with side effects
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PORTFOLIO WITHOUT CASH OVERLAY PORTFOLIO WITH CASH OVERLAY

The overlay solution
— Through the use of derivatives, cash overlay strategies can efficiently gain exposure in a 

portfolio to reduce the effects of holding cash

— Derivatives allow the portfolio to gain the expected exposures to various asset classes without 
investing in the “physical” securities

— Overlay strategies “equitize” the cash position or rebalance a portfolio as desired

— For larger clients, an overlay manager offers operational efficiency to effect general asset class 
rebalancing while eliminating a potential “cash drag” 

ACERA 13
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Cash equitization 
Equitization: using derivatives to economically convert 
cash position to equity or other asset class exposures

Why?

— Improves tracking error relative to policy

— Increases capital efficiency

—Maintains flexibility of underlying assets

57%37%

6%

Stocks Bonds Cash

60%
40%

Stocks Bonds

ACERA 14
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Passive rebalancing 
Passive rebalancing: using derivatives to gain desired asset 
class exposures rather than trading actual portfolio 
positions

Why?
— Less disruptive to managers
— Typically lower cost to realign assets using derivatives

Example:
— $10 billion portfolio; with 67% stocks, 33% bonds
— Policy targets = 60% stocks, 40% bonds
— Sell $0.66B notional in stock futures
— Buy $0.66B notional in bond futures
— Exposure after overlay = 60% stocks, 40% bonds

Risks
— Tracking error to component benchmarks
— Small rebalances are efficient through derivatives, larger 

adjustments should be implemented using physicals

$6,777,000,000 
, 67%

$3,333,000,
000 , 33%

Stocks Bonds

$6,000,000,000 
, 60%

$4,000,000,000 
, 40%

Stocks Bonds

CURRENT ALLOCATION $10B PORTFOLIO

FINAL EXPOSURE AFTER REBALANCE OVERLAY $10B PORTFOLIO AT 
60/40 POLICY

ACERA 15
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Next Steps
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Next steps
‐ If the Board is interested in learning more about Overlay services, we can 

conduct another education session

‐ If the Board is comfortable with what an overlay provides, we can move forward
reviewing managers for implementation

‐ If there is no appetite for a change, no action needs to be taken

ACERA 17
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Notices & disclosures
Past performance is no guarantee of future results.   The information presented in this report is  provided pursuant to the contractual agreement (the “Contract”) by and 
between the entity named and to which this report or presentation deck is being presented  (“Client”) and Verus Advisory, Inc. (“Company”). Client is an institutional 
counter‐party and in no event should the information presented be relied upon by a retail investor. 

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

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

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

Verus – also known as Verus Advisory™ or Verus Investors™.
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Proposed Investment Committee Workplan for 2020 

January 8, 2020 
  Action Items                                              Information Items 

Notes:    
1. This workplan is subject to change without prior notice. Periodic rearrangements of agenda items will be made to the workplan to provide a reasonable length of time for each meeting. 
2. Meeting date is assumed to be the second Wednesday of each month.     
3. Educational sessions may be added to the Agenda from time-to-time e.g., Portable Alpha, Market and Currency Overlay, Equity Overlay, and Emerging Managers in Private Equity investments.   

Recommendations and reports on ACERA’s Real Estate, Private Equity, Absolute Return, and Real Assets investments will be added to the Agenda from time-to-time.   
 

January 8 1. Discussion of and Possible Motion to Recommend to the Board 
a possible Extension of the Custody Contract with State Street 
Bank and Trust Company 

2. Discussion of and Possible Motion to Recommend to the Board 
to approve the Short List of candidates for ACERA’s Large 
Cap Value Manager Search  

1. Education Session: Cash Overlay  
2. Proposed Investment Committee Workplan for 2020 

February TBD 
(schedule change 
due to 2nd 
Wednesday falls 
on Lincoln 
Birthday – 
County Holiday) 
 

1. Discussion of and Possible Motion to Recommend to the Board 
to Adopt ACERA’s ESG Belief Statement (tentative)   

2. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Real Estate (Placeholder)                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            

1. 2020 Capital Market Assumptions 
2. Review of the Absolute Return Structure and 

Investment Plan  
3. Investment Committee Workplan 2020 

 

March 11 1. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Private Equities Portfolio 
(Placeholder) 

2. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Real Assets Portfolio 
(Placeholder) 
 

1. Education Session: Real Assets and  ESG 
implications 

2. Report of ACERA’s Proxy Voting Activities in 2019 
3. Quarterly report of ACERA’s investment manager, 

consultant, and custodian bank fees for the fourth 
quarter of 2019 

4. Quarterly report on ACERA’s rebalancing activities 
for the fourth quarter of 2019  

5. Quarterly report on ACERA’s securities lending 
activities for the fourth quarter of 2019 

6. Quarterly report on ACERA’s Directed Brokerage 
(DB) Program for the fourth quarter of 2019 

7. Quarterly report on Investment Products and 
Services Introduction (IPSI) for the fourth quarter of 
2018 



 
Proposed Investment Committee Workplan for 2020 

January 8, 2020 
  Action Items                                              Information Items 

Notes:    
1. This workplan is subject to change without prior notice. Periodic rearrangements of agenda items will be made to the workplan to provide a reasonable length of time for each meeting. 
2. Meeting date is assumed to be the second Wednesday of each month.     
3. Educational sessions may be added to the Agenda from time-to-time e.g., Portable Alpha, Market and Currency Overlay, Equity Overlay, and Emerging Managers in Private Equity investments.   

Recommendations and reports on ACERA’s Real Estate, Private Equity, Absolute Return, and Real Assets investments will be added to the Agenda from time-to-time.   
 

8. Updated Investment Committee Workplan 2020 
April 8 1. Interview of the Finalists for ACERA’s U.S. Large Cap Value 

Manager Search and Possible Motion by the Investment 
Committee to Recommend one Finalist to the Board 

1. Education Session: Portable Alpha – tentative  

May 20 
(meeting moved 
to third 
Wednesday due 
to SACRS 
Conference) 

2. Discussion of and Possible Motion to Recommend to the Board 
to Approve an Investment in ACERA’s Real Estate Portfolio 
(Placeholder) 

3. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Absolute Return Portfolio 
(Placeholder) 

1. Education Session: Risk Reporting 

June 10 1. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Private Equities Portfolio 
(Placeholder) 

2. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Real Assets Portfolio 
(Placeholder) 
 

1. Semiannual Performance Review for the Period 
Ending March 31, 2020 – Equities and Fixed Income 

2. Semiannual Performance Review for the Period 
Ending December 31, 2019 – Private Equities 

3. Semiannual Performance Review for the Period 
Ending March 31, 2020 – Absolute Return  

4. Semiannual Performance Review for the Period 
Ending December 31, 2019 – Real Assets  

5. Semiannual Performance Review for the Period 
Ending March 31, 2020 – Real Estate  

6. Quarterly report of ACERA’s investment manager, 
consultant, and custodian fees for the first quarter of 
2020 

7. Quarterly report on ACERA’s rebalancing activities 
for the first quarter of 2020  



 
Proposed Investment Committee Workplan for 2020 

January 8, 2020 
  Action Items                                              Information Items 

Notes:    
1. This workplan is subject to change without prior notice. Periodic rearrangements of agenda items will be made to the workplan to provide a reasonable length of time for each meeting. 
2. Meeting date is assumed to be the second Wednesday of each month.     
3. Educational sessions may be added to the Agenda from time-to-time e.g., Portable Alpha, Market and Currency Overlay, Equity Overlay, and Emerging Managers in Private Equity investments.   

Recommendations and reports on ACERA’s Real Estate, Private Equity, Absolute Return, and Real Assets investments will be added to the Agenda from time-to-time.   
 

8. Quarterly report on ACERA’s securities lending 
activities for the first quarter of 2020 

9. Quarterly report on ACERA’s Directed Brokerage 
(DB) Program for the first quarter of 2020 

10. Quarterly report on Investment Products and 
Services Introduction (IPSI) for the first quarter of 
2020 

11. Updated Investment Committee Workplan 2020 

July 8 1. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Real Estate (Placeholder) 

2. Discussion and Possible Motion to Recommend to the Board to 
Adopt an Investment in Private Credit Portfolio (Placeholder) 

1. Review ACERA’s International Equities Manager 
Structure – tentative  

August 12 1. Discussion and Possible Motion to Recommend to the Board to 
Adopt an Investment in Private Equities Portfolio (Placeholder) 

2. Discussion of and Possible Motion to Recommend to the Board 
to  Adopt an Investment in ACERA’s Absolute Return 
(Placeholder) 
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Recommendations and reports on ACERA’s Real Estate, Private Equity, Absolute Return, and Real Assets investments will be added to the Agenda from time-to-time.   
 

September 9 1. Discussion of and Possible Motion to Recommend to the Board 
to  Adopt an Investment in ACERA’s  Real Assets Portfolio 
(Placeholder) 

2. Discussion and Possible Motion to Recommend to the Board to 
Adopt an Investment in Private Credit Portfolio (Placeholder) 

1. Quarterly report of ACERA’s investment manager, 
consultant, and custodian bank fees for the second 
quarter of 2020 

2. Quarterly report on ACERA’s rebalancing activities 
for the second quarter of 2020  

3. Quarterly report on ACERA’s securities lending 
activities for the second quarter of 2020 

4. Quarterly report on ACERA’s Directed Brokerage 
(DB) Program for the second quarter of 2020 

5. Quarterly report on Investment Products and 
Services Introduction (IPSI) for the second quarter of 
2020 

6. Updated Investment Committee Workplan for 2020 

October 14 
 

1. Discussion and Possible Motion to Recommend to the Board to 
Adopt an Investment in Private Equities Portfolio (Placeholder) 

 

November 4 
(meeting moved 
to first 
Wednesday due 
to SACRS 
Conference) 

1. Discussion of and Possible Motion to Recommend to the Board 
to Adopt an Investment in ACERA’s Real Estate (Placeholder) 
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December 9 1. Discussion and Possible Motion to Recommend to the Board to 
Adopt an Investment in Absolute Return Portfolio (Placeholder) 
 

1. Semiannual Performance Review for the Period 
Ending September 30, 2020 – Equities and Fixed 
Income  

2. Semiannual Performance Review for the Period 
Ending June 30, 2020 – Private Equity  

3. Semiannual Performance Review for the Period 
Ending September 30, 2020 – Absolute Return  

4. Semiannual Performance Review for the Period 
Ending June 30, 2020 – Real Assets  

5. Semiannual Performance Review for the Period 
Ending September 30, 2020 – Real Estate  

6. CA Gov. Code § 7514.7 Information Report 
7. Quarterly report of ACERA’s investment manager, 

consultant, and custodian bank fees for the third 
quarter of 2020 

8. Quarterly report on ACERA’s rebalancing activities 
for the third quarter 2020 

9. Quarterly report on ACERA’s securities lending 
activities for the third quarter of 2020 

10. Quarterly report on ACERA’s Directed Brokerage 
(DB) Program for the third quarter of 2020 

11. Quarterly report on Investment Products and 
Services Introductions (IPSI) for the third quarter of 
2020 

12. Updated Investment Committee Workplan for 2020 
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