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C. 1. ERS Investment Plan Summary
 

Type of Plan Defined Benefit 

June 30, 2016 $14.0 Billion 

Investment Planning Time Horizon 5 years 

Expected Annualized Return and Risk 

Based on the 2015 Asset-Liability Study, the target 

allocation is expected to achieve an average annualized 

return of 7.8% (4.8% real return with expected inflation of 

3.0%).  The annual compound return over a ten-year 

period is expected to fall within a range of 4.9% and 

10.7% approximately two-thirds of the time. 

 
   

Primary Goal 
 

The preservation of capital is of primary concern of the Employees’ Retirement System of the State of 

Hawaii (“ERS” or “Plan”).  The Board of Trustees of the ERS (“Board of Trustees” or “Board”) seeks 

preservation of capital with a consistent, positive return for the Plan.  Although pure speculation is to be 

avoided, the Board appreciates the fact that an above average return is associated with a certain degree of 

risk.  Risk to be assumed must be considered appropriate for the return anticipated and consistent with the 

total diversification of the Plan. 

 

 

Structure 

 

During 2014, the ERS adopted a risk-based, functional framework for allocating capital within the total 

portfolio.  This framework makes use of strategic/functional classes that in-turn utilize underlying asset 

classes and strategies.  Each of these classes is designed to achieve a certain goal (e.g., Real Return class) 

and/or be exposed to a specific set of macroeconomic risks that are common amongst the different strategy 

types and/or assets within the class (e.g., Broad Growth class).  As a result of this structure, each strategic 

class is expected to be exposed to a set of major and minor macroeconomic risks.  Each program's policy 

section contains a list of the relevant macroeconomic risks.  Definitions for each of these macroeconomic 

risks can be found in Appendix B of this Manual.   

 

 

Evolving Strategic Allocation Targets 
 

As a result of the 2015 Asset-Liability Study conducted by the ERS Board, Investment Staff, and general 

investment consultant, the ERS approved a new long-term strategic allocation policy.  This new long-term 

strategic allocation policy will be implemented in phases as highlighted in the table below. 
 

Implementation Plan for Long-term Policy 

  
Current 

(7/1/2016) 1/1/2017 7/1/2017 7/1/2018 7/1/2019 
Long-Term 

7/1/2020 

Broad Growth 83% 73% 70% 66% 64% 63% 

Principal Protection 12% 11% 10% 9% 8% 7% 

Real Return 5% 6% 7% 8% 9% 10% 

Real Estate 0% 0% 0% 0% 0% 0% 

Crisis Risk Offset 0% 10% 13% 17% 19% 20% 

Opportunities 0% 0% 0% 0% 0% 0% 

Total Portfolio 100% 100% 100% 100% 100% 100% 
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Broad Growth

83%

Principal 

Protection

12%

Real Return

5%

Crisis Risk 

Offset

0%
Opportunities

0%

Interim Strategic Allocation Target 

 

The ERS will be invested according to the following strategic class targets and ranges: 

 

   Interim  
  Lower Limit Strategic Allocation Upper Limit 

 

 Broad Growth 66% 83% 86% 

 Principal Protection 8% 12% 16% 

 Real Return 0% 5% 10% 

 Crisis Risk Offset 0% 0% 10% 

 Opportunities 0% 0% 3% 

 

 

The Chief Investment Officer of the ERS (“CIO”) may set the actual class levels anywhere within the upper 

and lower limits above.  For deviations in excess of +/- 3%, the CIO shall provide regular ongoing 

justifications for the deviations.  Adjustments in the above targets may be reviewed in conjunction with the 

annual strategic allocation review.  The general investment consultant should conduct a formal strategic 

allocation study at least every three years for the Board of Trustees to verify or amend the strategic targets 

and ranges.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Total Investment Portfolio Evaluation Benchmark 

 

To monitor the total investment portfolio result, a custom benchmark is constructed to measure the target 

mix. This target benchmark mix will evolve over time, but it is based on the above-highlighted evolving 

allocation targets and the broad benchmarks listed below (i.e. evolving weights x benchmark return). 

 

 Broad Growth Blended Benchmark* 

 Principal Protection Benchmark: Barclays Global Intermediate Aggregate ex. Credit (hedged) 

 Real Return Benchmark: CPI + 3% 

 Crisis Risk Offset Blended Benchmark* 

 

Individual ERS investment managers (“Investment Managers” or “investment managers”) will not be 

measured against this total investment portfolio objective.  However, it is expected that the sum of their 

efforts will exceed the objective over time. 

 
*Refer to program section for detailed description of benchmark, and possible evolving benchmark timeline
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D.1. Overview 

A. General Description 

The Broad Growth class consists of investment strategies and assets that are largely 

exposed and/or susceptible to changes in global economic growth and corporate 

profitability.  Such investments typically contain relatively high degrees of risk and exhibit 

more volatility than other strategic classes.  The Broad Growth class consists of three major 

components:  Traditional Growth, Stabilized Growth, and Private Growth.  The Traditional 

Growth component consists largely of global public equity and other similar-risk 

investments.  The Stabilized Growth component consists of a spectrum of growth-exposed 

investment strategies that exhibit expected returns close to Traditional Growth 

investments, but exhibit materially lower levels of volatility.  The Private Growth 

component consists of growth-oriented higher-risk investments that rely on the private 

markets rather than the public markets to raise investment capital. 

 

B. Purpose 

The Broad Growth class provides the bulk of the total portfolio’s investment return due its 

exposure to the equity risk premium.  The equity risk premium, while volatile, is the reward 

associated with bearing economic and corporate risk – it is the highest risk premium 

available to investors.  In addition, over long investment horizons (i.e., greater than 10 

years), the equity risk premium is generally significantly positive after accounting for 

inflation.  Due to this feature, the Broad Growth class is expected to increase the purchasing 

power of the total portfolio’s assets over time. 

By diversifying into the three major Broad Growth components (Traditional Growth, 

Stabilized Growth, and Private Growth), the Broad Growth class seeks to moderate its risk 

profile versus investing solely in any one component.  This approach seeks to capture the 

entirety of the equity risk premium as well as capture premiums associated with other risk 

factors that are closely related to the equity risk premium. 

 

C. Risk Factor Exposures 

 Major 

- Growth Risk 

 

 Minor 

- Interest Rate Risk 

- Liquidity Risk 
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D.2. Class Structure 

A. Components 

The Broad Growth class consists of three major components:  Traditional Growth, 

Stabilized Growth, and Private Growth. 

Traditional Growth 

Component currently includes the entire publicly-traded (i.e., liquid) global equity 

market opportunity set. 

Other similar-risk public-market investment strategies considered for Traditional 

Growth include: 

- Equity-biased long/short 

- Liquid opportunistic credit 

 

Stabilized Growth 

Component includes a spectrum of liquid and illiquid investment strategies that are 

primarily exposed to economic risk (similar to investments within the Traditional 

Growth component) with risk profiles that exhibit 25%-50% less volatility than 

strategies within the Traditional Growth component.  Strategies currently included in 

this component are: 

- Covered call writing 

- Public market credit strategies (investment-grade debt, high yield debt) 

- Cash-secured put-writing 

- Defensive/low volatility public equity 

- Core real estate 

 

Other similar-risk investment strategies considered for Stabilized Growth include: 

- Long/short equity and credit 

- Dynamic derivative-based strategies 

- Private market credit strategies 

 

Private Growth 

Component includes a spectrum of private markets investment strategies that are 

primarily exposed to economic growth risk and can exhibit high levels of measured 

investment risk.  Private markets strategies currently included in this component are: 

- Buyout equity 

- Growth capital 

- Venture capital 

- Distressed debt 

- Mezzanine debt 

- Special situations 

- Opportunistic/return-driven real estate 

- Value-add/highly-levered real estate 
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More detailed information regarding the Private Growth component can be found in 

the Appendix of this section. 

 

B. Modifications to Component Structure 

Modifications to the Broad Growth class’s component structure can take four forms: 

i. Adding or deleting a specific investment strategy within a specific component; 

ii. Adding or deleting a specific component; 

iii. Establishing allocation levels and ranges among the components; 

iv. Establishing strategy allocation levels and ranges within the components. 

 

Modifications to the Broad Growth’s component structure will occur only with approval 

of the Board of Trustees. 

 

C. Components’ Allocations and Allocation Ranges 

The Broad Growth class’s allocation targets and allocation ranges among its three major 

components are as follows (as a percent of total Broad Growth class assets): 

 

Long-term Broad Growth Class Component Allocation Policy 

Component Lower Limit Allocation Target Upper Limit 

Traditional Growth 20% 35.5% 50% 

Stabilized Growth 20% 35.5% 50% 

Private Growth  29%*  
 

*  Due to the illiquid nature of the Private Growth component, its allocation will be based on pre-established policy 

allocation ranges, and likely not fluctuate dramatically 

 

 

Interim Broad Growth Class Component Allocation Policies 

 Target 

Structure 

7/1/2016 

Target 

Structure 

1/1/2017 

Target 

Structure 

7/1/2017 

Target 

Structure 

7/1/2018 

Target 

Structure 

7/1/2019 

Target 

Structure 

7/1/2019 

Traditional Growth 45% 44% 43% 41% 38.5% 35.5% 

Stabilized Growth 45% 44% 43% 41% 38.5% 35.5% 

Private Growth 10% 12% 14% 18% 23% 29% 

Total 100% 100% 100% 100% 100% 100% 
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D. Management of Components 

To manage the assets assigned to the Broad Growth class components, the Board of 

Trustees (“Board of Trustees” or “Board”) of the Employees’ Retirement System of the 

State of Hawaii (“ERS”) utilizes a combination of active and passive external managers.  

Per policy, the Board delegates the manager selection process to the ERS’s general 

investment consultant (“General Investment Consultant”) and the ERS’s investment staff 

(“Investment Staff”), but retains final decision authority for selecting managers for a 

specific investment mandate.  Investment Staff is also expected to manage the components’ 

allocations to align with their respective allocation targets over time.  From time-to-time, 

based on market dynamics and trends, Investment Staff has the discretion to vary each 

respective component’s allocation away from the allocation target, but always within the 

upper and lower limits as shown in the table under Section C. above.  Investment Staff is 

responsible for reporting to the Board component allocation levels that vary materially 

from their allocation targets. 

Within each component, assets are allocated across a series of mandates and/or investment 

styles.  In combination, these mandates and styles capture a broad, representative sampling 

of the available investment opportunity set within the specified component.  The 

mandate/style allocations within each component are as follows: 

 

Traditional Growth Component Allocation Policy 

 Long-only Public Equity – 100% 

Global – 100% 

Passive  

Mid-Large Cap 100% 

Small Cap 0% 

Active  

Mid-Large Cap 70% 

Small Cap 30% 

  

Total Passive 50% 

Total Active 50% 
 

 

Stabilized Growth Component Allocation Policy 

Covered Calls –  

17% 

Public Extended Global 

Credit – 17% 

Cash-Secured Put-Writing – 

34%  

Passive  0% Passive 0% Passive 0% 

Active  100% Active 100% Active 100% 

 

Low Volatility Equity – 

17% 

Core Real Estate –  

15% 

Passive  0% Passive 0% 

Active  100% Active 100% 
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Private Growth Component Allocation Policy* 

Private Markets – 100% 

Private Growth – 100% 

Passive 0%   

Active  100%   
*See the Appendix of this section for further detail on the structure of the Private Growth component 

 

E. Components’ Managers and Managers’ Allocations 

To manage the assets allocated to each strategic class and its underlying components, the 

Board delegates investment authority to external investment managers (“investment 

managers”).  The General Investment Consultant and Investment Staff have joint authority 

for identifying and selecting investment manager candidates for specific investment 

mandates.  The Board has final authority over the selection of specific managers for each 

mandate.  Investment Staff has the authority to manage the allocation to each investment 

manager.  Under this authority, Staff may reduce funding to one or more specific 

manager(s) and/or increase funding to one or more specific manager(s) as long as the risk 

profile of the component or sub-component is maintained.  The investment manager 

allocations within each component mandate are as follows: 

 

Traditional Growth Component Manager Allocation Policy 

Long-only Public Equity – 100% 

Global – 100% 

Within Passive (50%)  

LGIMA (market cap) 66.67% 

BlackRock (enhanced index) 33.33% 

Within Active (50%)  

TBD (mid-large cap) 35% 

TBD (mid-large cap) 35% 

TBD (small cap) 15% 

TBD (small cap) 15% 
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Stabilized Growth Component Manager Allocation Policy 

Covered Calls – 17%  Public Extended Global Credit – 17% 

Active – Gateway 100% Active – WAMCO 50% 

  Active – Bradford & Marzec 30% 

  Active – PIMCO 20% 

 

Cash-Secured Put-Writing – 34%  Low Volatility Equity – 17% 

Active – Analytic Investors 25% Active – Robeco 50% 

Active – Gateway 25% Active – TOBAM 50% 

Active – Neuberger Berman 25%   

Active – UBS 25%   

 

Core Real Estate – 15% 

Heitman 50%* 

Invesco 50%* 

Other ---* 
*Approximate allocations; actual allocations will be determined by property dynamics, cash flows, and input 

from the ERS’s Real Estate Consultant 

 

 

Private Growth Component Manager Allocation Policy 

Investment manager allocations are determined separately by the ERS’s Private Equity 

and Real Estate Consultants.  See the Appendix of this section for more detailed 

information. 
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D.3. Return Objectives & Risk Profile 

A. Class Return Benchmarks 

The ERS utilizes the custom target benchmark below to monitor the performance results 

of the Broad Growth Class: 

Traditional Growth  45%  MSCI ACWI IMI ND + 

  

Stabilized Growth  

7.65%  CBOE BXM + 

3.83%  BC Global Credit (Hedged) + 

2.55%  BC Global High Yield (Hedged) + 

1.28%  S&P LSTA Leveraged Loan + 

7.65% CBOE PUT + 

3.83% MSCI ACWI ex. U.S. Index ND + 

3.83% 3-Month T-Bills + 

7.65% MSCI ACWI Minimum Volatility ND + 

6.75% NCREIF Property Index (quarter lagged) Net + 

  

Private Growth 10%  MSCI ACWI IMI ND + 2%/year 

 

The Broad Growth Class portfolio is expected to outperform the above blended benchmark, 

net of fees, over a full investment cycle.  An appropriate measure of an investment cycle 

would be rolling 5-year periods.  The Broad Growth Class portfolio should outperform its 

benchmark, net of fees, over the majority of rolling 5-year periods. 

The Traditional Growth component portfolio is expected to outperform the MSCI ACWI 

IMI, net of fees, over the majority of rolling 5-year periods. 

The Stabilized Growth component benchmark is a combination of nine underlying 

benchmarks. Normalizing these benchmark weights to 100%, the Stabilized Growth 

benchmark is: 

17.0% CBOE BXM + 

8.5% BC Global Credit (Hedged) + 

5.67% BC Global High Yield (Hedged) + 

2.83% S&P LSTA Leveraged Loan + 

17.0% CBOE PUT + 

8.5% MSCI ACWI ex. U.S. Index ND + 

8.5% 3-Month T-Bills + 

17.0% MSCI ACWI Minimum Volatility ND + 

15.0% NCREIF Property Index (quarter lagged) Net 
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The Stabilized Growth component portfolio is expected to outperform the above blended 

benchmark, net of fees, over the majority of rolling 5-year periods. 

The Private Growth component portfolio is expected to outperform the MSCI ACWI 

IMI+2%/year benchmark, net of fees, over the majority of rolling 10-year periods.  A 

longer measure of an investment cycle is used for the Private Growth component due the 

long-term funding nature of investments within the component. 

 

B. Class Risk Profile 

In aggregate, the Broad Growth Class is the ERS’s most volatile investment class and is 

the class that is most sensitive to economic growth trends.  Based on current capital market 

assumptions and the Broad Growth Class’s long-term structure, there is a 10% probability 

this class will lose an estimated 19% of its capital within the next five years.  Conversely, 

there is also a 10% statistical probability that the portfolio could double in five years.  This 

degree of potential volatility is unique to the Broad Growth Class. 

Each of the components exhibit varying degrees of volatility: 

- The volatility of the Stabilized Growth component is expected to be 

approximately two-thirds the volatility of the Traditional Growth component. 

 

- The volatility of the Private Growth component is expected to be approximately 

fifty percent greater than the volatility of the Traditional Growth component. 
 

Based on this policy, Investment Staff can rebalance the components of the Broad 

Growth Class (specifically, the Traditional Growth and Stabilized Growth components) 

to manage the overall class’s expected volatility. Allocating away from the Traditional 

Growth component and to the Stabilized Growth component will decrease the overall 

class’s expected volatility while only marginally decreasing the overall class’s long-term 

expected return. Conversely, allocating away from the Stabilized Growth component and 

to the Traditional Growth component will increase the overall class’s expected volatility 

and marginally increase the overall class’s long-term expected return. These 

volatility/return characteristics are impacted, however, by the prevailing market 

environment and opportunity set.  

 

C. Component Risk Profiles 

The ERS is expected to manage the Traditional Growth and Stabilized Growth component 

portfolios by taking active risk (tracking error) around the respective benchmarks discussed 

under Section D.3.A. above.  Active risk within a specific component portfolio is the 

aggregation of several risks taken/accepted by Investment Staff and/or ERS’s external 

investment managers as they implement the component portfolios.  Types of active risk 

include:  security selection risk, sector/style bias risk, manager weighting risk, and 

benchmark misfit risk.  The allowable active risk ranges for the Traditional Growth and 

Stabilized Growth components are: 
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Tracking Error Ranges – Key Broad Growth Class Components 

Component Allowable Tracking Error 

Traditional Growth 2.5% - 3.5%/year 

Stabilized Growth 3.0%-4.0%/year 

 

Private Growth does not have an active risk threshold/budget due to the difficulty of 

benchmarking private markets investments on a continuous basis.  The two segments 

above consist almost entirely of investments traded in the public markets. 
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D.4. Manager Investment Guidelines 

All investments and investment managers are subject to Section 88-119 (Investments), Hawai‘i Revised 

Statutes (“HRS”), the Derivatives Policy and Watch Criteria in the Appendix of this section, and the 

following guidelines: 

A. Traditional Growth Manager Guidelines 

Domestic Equity – Active Large Cap Core 

Manager(s): CM Bidwell 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 1000 Index 

Max. Tracking Error Objective: 6.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): Bank of Hawaii: CM Bidwell 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: S&P 500 Index 

Max. Tracking Error Objective: 6.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Domestic Equity – Active Large Cap Value 

Manager(s): CS McKee 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 1000 Value Index 

Max. Tracking Error Objective: 4.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 40%; systematic factors: maximum: 60% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): Barrow Hanley 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 1000 Value Index 

Max. Tracking Error Objective: 4.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Domestic Equity – Active Large Cap Growth 

Manager(s): J.P. Morgan 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 1000 Growth Index 

Max. Tracking Error Objective: 5.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 15% of the portfolio value  

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): Sands Capital 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Manager was granted an exemption from participating in the ERS Commission Recapture Program 

Component: Traditional Growth 

Benchmark: Russell 1000 Growth Index 

Max. Tracking Error Objective: 8.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 15% of the portfolio value  

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Domestic Equity – Active Small Cap 

Manager(s): Jennison 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 2000 Index 

Max. Tracking Error Objective: 6.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 40%; systematic factors: maximum: 60% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): T. Rowe Price 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: Russell 2000 Index 

Max. Tracking Error Objective: 4.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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International Equity – Active Developed Markets 

Manager(s): Franklin Templeton 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI World ex USA ND Index 

Max. Tracking Error Objective: 7.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): J.P. Morgan 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI World ex USA ND Index 

Max. Tracking Error Objective: 4.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 40%; systematic factors: maximum: 60% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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International Equity – Active Developed Markets 

Manager(s): Mercator 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI World ex USA ND Index 

Max. Tracking Error Objective: 6.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 40%; systematic factors: maximum: 60% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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International Equity – Active Emerging Markets 

Manager(s): Quantitative Management Associates (QMA) 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI Emerging Markets Index 

Max. Tracking Error Objective: 3.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 50%; systematic factors: maximum: 50% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): Research Affiliates 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI Emerging Markets Index 

Max. Tracking Error Objective: 3.0 % annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 15%; systematic factors: maximum: 85% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Global Equity – Enhanced Index 

Manager(s): BlackRock 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmark: MSCI All County World Index ND (ACWI) 

Max. Tracking Error Objective: 1.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 75%; systematic factors: maximum: 25% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

- Leverage and/or short positions are not allowed. Frictional short-term 

settlement related positions will not be considered leverage. 
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Passive Equity 

Manager(s): Mellon Capital 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Traditional Growth 

Benchmarks: 

Russell 1000 Value Index 

Russell 1000 Growth Index 

MSCI ACWI Index 

Max. Tracking Error Objective: 0.5% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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B. Stabilized Growth Manager Guidelines 

Covered Calls - Replication 

Manager(s): Gateway Investment Advisers 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: CBOE S&P 500 BuyWrite Index (BXM) 

Max. Tracking Error Objective: 2.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 0%; systematic factors: maximum: 100% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark, excluding 

options 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark, excluding options 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value, unless such securities are used to 

provide broad market exposure 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Covered Calls - Active 

Manager(s): Gateway Investment Advisers 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: CBOE S&P 500 BuyWrite Index (BXM) 

Max. Tracking Error Objective: 5.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 0%; systematic factors: maximum: 100% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark, excluding 

options 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark, excluding options 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value, unless such securities are used to 

provide broad market exposure 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Global Put-Writing - Active 

Manager(s): 

Analytic Investors 

Gateway Investment Advisers 

Neuberger Berman 

UBS 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: 

50% CBOE S&P 500 PutWrite Index (PUT) 

25% MSCI ACWI ex. U.S. Index ND 

25% 3-Month T-Bills 

Max. Tracking Error Objective: 4.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 0%; systematic factors: maximum: 100% 

Security Allowances/Restrictions: 

- Unhedged (i.e., MSCI USD) and hedged (i.e., local index) options are 

both permitted 

- Put options are the only permitted option type 

- Options must only be sold on diversified indices/ETFs 

o Diversified is defined as broad market indices and sectors   

- Options may only be purchased to close existing short positions 

- Options must be exchange-traded or otherwise backed by a qualified 

central clearinghouse 

- Portfolios should target selling options on 100% of the portfolio’s 

collateral balance (i.e., 100% coverage) at all times 

o The maximum liability/loss from the short options positions may range from  

97%-101% of the collateral balance 

- All non-margin-related collateral shall consist of USD cash and/or U.S. 

Treasury bills/notes/bonds with 3-years or less until maturity 

o Custodian provided cash sweep vehicles are also permitted 

- Cash other than USD may be held if options within the portfolio require 

non-USD collateral as margin, as determined by the brokers/exchanges 

- Currency futures/forwards positions are only permitted for unhedging 

local index put options positions  

o Defined as adding long currency exposure to short local index option positions 
(e.g., buying GBP after selling FTSE 100 Index put options)  

- Long/short positions in equity index futures and ETFs are allowable for 

transition/equitization and delta management purposes 

o These positions should not represent strategic allocations in the portfolio  

- Regional weightings (% of notional): 

o 30-70% U.S.  |  20-60% EAFE+Canada  |  0-30% EM 

o For the purpose of regional weighting calculations, subsets of the above regions are 

included in the calculation (e.g., 10% of the portfolio’s notional value in FTSE 100 

options would qualify as 10% EAFE+Canada)  

o Regions/countries are determined by MSCI 
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Global Low Volatility Equity 

Manager(s): Robeco 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: MSCI ACWI Minimum Volatility Index ND (ACWI Min Vol) 

Max. Tracking Error Objective: 4.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 15%; systematic factors: maximum: 85% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 

 

Manager(s): TOBAM 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: MSCI ACWI Minimum Volatility Index ND (ACWI Min Vol) 

Max. Tracking Error Objective: 6.0% annualized 
Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 15%; systematic factors: maximum: 85% 

Security Allowances/Restrictions: 

- Cash equivalent portion shall not exceed 5% 

- Individual securities shall not exceed 5% of the portfolio value where 

the security constitutes less than 3% of the benchmark 

- Individual securities shall not exceed benchmark weight + 2% where the 

security constitutes more than 3% of the benchmark 

- In aggregate, ETFs, ETNs, Promissory Notes, and Preferred Stock may 

not exceed 15% of the portfolio value 

- Rule 144a securities are allowable up to 10% as long as the securities 

purchased are issued by a company that has conventional shares already 

held in the portfolio 
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Extended Global Credit 

Manager(s): 

Western Asset Management Company (WAMCO) 

Pacific Investment Management Company (PIMCO) 

Bradford & Marzec 

All allowable securities are described in Section 88-119 (Investments), HRS, the  

Derivatives Policy in the Appendix of this section, and the following guidelines: 

Component: Stabilized Growth 

Benchmark: 

50%  BC Global Credit (Hedged) + 

33.34%  BC Global High Yield (Hedged) + 

16.66%  S&P LSTA Leveraged Loan 

Max. Tracking Error Objective: 5.0% annualized  |  Refer to appendix for Watch Criteria and Return Expectations 

Active Risk Allocation Objective: security selection: minimum: 35%; systematic factors: maximum: 65% 

Security Allowances/Restrictions: 

- Rating agencies: Moody’s, Standard & Poor’s, and Fitch 

- Securities rated by all three agencies are assigned the middle rating 
o For example, for a security to be rated A it must be rated at least A by two of the 

three agencies 

- Securities rated by only two agencies are assigned the most conservative 

rating 

- Securities rated by only one agency are assigned that rating 

- Stock (converted common and preferred) shall not exceed 10% of the 

portfolio value 

- Converted common stock shall not be held for longer than 180 days 

- Individual issuer shall not exceed 5% of the portfolio value at time of 

purchase 
o Excludes Government Supported securities.  Specific mortgage pools and trusts are 

considered separate issuers, and each tranche within a CMO is considered a 

separate issue. 
 Government Supported = Supranationals, U.S. Treasuries, sovereign debt of 

OECD governments, U.S. agencies and government sponsored enterprises, 

and equivalently-rated agencies of OECD governments. 

- Minimum issuance size is $100 million 
Excludes Agency MBS 

- Quality: 
o Non-Investment Grade / Unrated = 0-75% 

- Non-Benchmark Markets (ex cash and repurchase agreements): 
o Non-Benchmark (excluding Government Supported) = 0-40%  

o Non-Benchmark Government Supported = 0-40% 
Benchmark markets are based on currency denomination and security type. 

- Foreign Currency: 
o Max. Net* = 40% 

o Max. Gross* =  80% 

- Note: Managers are required to segregate and summarize explicit 

currency exposures in the reporting process   

- Acceptable Securities:  Repurchase agreements with Government 

Supported securities as collateral, money market instruments & funds, 

supranationals, convertibles, bank loans, EMD, non-leveraged 

structured notes, credit-linked notes,  PIKs and PIK-toggles, CMOs 

- Prohibited Securities:  Mortgage Derivatives (IOs / Pos / Inverse  

Floaters),  Re-REMICs 

*Net foreign currency exposure is the amount of offsetting currency exposure versus a portfolio’s or benchmark’s cash market security positions.  For example, a local-market sector amounting 

to a 5% portfolio weighting offset by a (5%) short position in the commensurate local currency would result in a zero net foreign currency exposure.  Net foreign currency exposure will be 

measured as the absolute value of all country-level net currency positions (long and short) versus the U.S. Dollar.  Both long and short foreign currency positions may be held without owning 

securities denominated in such currencies.  Gross foreign currency exposure will be measured as the absolute value of all country-level currency positions (long and short) versus the U.S. Dollar.  

Both long and short foreign currency positions may be held without owning securities denominated in such currencies. 
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 Derivatives Policy 

Derivatives may be used in the ERS portfolio as a substitute for a cash market security, risk control, income (e.g. 

Covered Calls), cost reduction, or liquidity management.  Derivatives are not permitted for purposes of speculation.  

Any derivative investment not explicitly authorized below is prohibited. 

 Where derivatives are used as substitutes for a specific cash security or set of cash securities, the return 

volatility of the combination of the derivative and associated cash position shall be equivalent to the 

unleveraged cash security or securities underlying the derivative instrument. 

 When options are used for income and risk control (e.g. Covered Calls), the notional value of the 

options may not exceed the total value of the underlying securities. 

 Managers shall mark-to-market their derivative positions daily. 

 Permitted Instruments: 

 Futures – stock index futures, stock and bond futures, money market futures, and currency futures 

where the manager has the authority to invest in the underlying or deliverable cash market 

security. 

 Options – options on stocks, indices, ETFs, and bonds (including interest rate caps and floors).  

Options on futures, swaps, and currencies are allowed for those managers who have permission to 

invest in the comparable cash instruments. 

 Currency forwards – only those managers who have the authority to invest in the underlying cash 

market instrument. 

 Swaps (Extended Global Credit managers) – where the manager has the authority to invest in the 

underlying cash market instrument.  Minimum counterparty rating: A- 

 Futures contracts must be CTFC (Commodity Futures Trading Commission) approved and exchange 

traded. 

 Options may be either exchange traded or over-the-counter (OTC) subject to counterparty guidelines as 

noted.  

 Managers may purchase back options in order to close out positions. 

 Counterparties to OTC traded instruments (options and forwards) must be rated investment grade or better 

as determined by at least one major rating agency. 

 Cross-hedging is not permitted by international equity managers; however, as it is a standard practice for 

non-U.S. bond managers, it is allowed for Extended Global Credit managers.  These credit managers may 

also use certain developed-market currencies as proxies for otherwise illiquid emerging-market 

currencies.  In such cases, use of such proxies will be disclosed through the ongoing reporting process. 

The counterparties for foreign currency derivatives must be rated A- or equivalent.   

 On an annual basis, all investment managers shall provide a summary of the derivatives used and the 

reasons for their use.  This summary shall be the basis for verification that the investment managers are 

generally complying with the objectives and constraints of the investment policy.  The investment 

consultant shall elicit responses on each manager’s policy in the form of a letter. 

 On a daily basis the custodian bank shall examine all manager derivatives purchases for prohibited 

derivatives.  Should any prohibited derivatives be found, the custodian bank should promptly notify Staff 

and instruct the manager to sell the prohibited derivatives.  The custodian bank will also value and 

monitor all derivatives and the trades from which they emanate. 
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0.50% 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 5.00%

Watch Threshold -0.41% -0.82% -1.23% -1.63% -2.04% -2.45% -2.86% -3.27% -3.68% -4.08%

Impled Excess Return 0.17% 0.33% 0.50% 0.67% 0.83% 1.00% 1.17% 1.33% 1.50% 1.67%

Watch Threshol -0.17% -0.33% -0.50% -0.67% -0.85% -1.02% -1.20% -1.38% -1.55% -1.73%

Impled Excess Return 0.17% 0.33% 0.49% 0.65% 0.81% 0.97% 1.13% 1.28% 1.43% 1.58%

Watch Threshold 0.995 0.991 0.986 0.981 0.976 0.971 0.966 0.961 0.956 0.951

Impled Excess Return 0.17% 0.33% 0.49% 0.65% 0.81% 0.96% 1.12% 1.27% 1.42% 1.57%

5.50% 6.00% 6.50% 7.00% 7.50% 8.00% 8.50% 9.00% 9.50% 10.00%

Watch Threshold -4.49% -4.90% -5.31% -5.72% -6.13% -6.53% -6.94% -7.35% -7.76% -8.17%

Impled Excess Return 1.83% 2.00% 2.17% 2.33% 2.50% 2.67% 2.83% 3.00% 3.17% 3.33%

Watch Threshol -1.92% -2.10% -2.29% -2.47% -2.66% -2.85% -3.04% -3.24% -3.43% -3.63%

Impled Excess Return 1.73% 1.88% 2.03% 2.17% 2.32% 2.46% 2.60% 2.74% 2.88% 3.01%

Watch Threshold 0.946 0.940 0.935 0.929 0.924 0.918 0.912 0.907 0.901 0.895

Impled Excess Return 1.71% 1.86% 2.00% 2.14% 2.28% 2.42% 2.55% 2.69% 2.82% 2.95%

Long-Term 

(5-year)

Short-Term 

(1-year)

Medium-Term

(3-year)

Long-Term 

(5-year)

Tracking Error

Tracking Error

Short-Term 

(1-year)

Medium-Term

(3-year)

Watch Criteria and Implied Excess Returns (annualized) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Short-Term Criteria (ex Private Growth mandates): 

Performance below the threshold for 3 consecutive months. 
 

Medium-Term Criteria (ex Private Growth mandates): 

Performance below the threshold for 6 consecutive months. 
 

Long-Term Criteria (ex Private Growth mandates): 

VRR (Value Relative Ratio) below the threshold for 6 consecutive months. 

VRR = (1 + manager cumulative return) / (1 + benchmark cumulative return) 

 

The Watch Thresholds and Implied Excess Returns assume an Information Ratio of 0.33. 

 Rationale: 

The establishment of an assumed information ratio (excess return / tracking error) is important in order to 

develop consistent active risk taking evaluation criteria across the portfolio.  Investors should expect a 

positive return to active risk taking, or they should not do it.   

 

Absolute returns to volatility (Sharpe ratio) for a traditional 60/40 portfolio over the long-term has been 

between 0.3 and 0.4, and was approximately 0.33 over the 1973 to 2010 time period.  Intuitively then, if 

an uncorrelated active strategy could be isolated, it should be expected to contribute at this level of return 

to volatility in order to be additive to portfolio return to risk.      

There is no certainty about future active returns, correlation of those returns to market risks, distributions 

of those active returns, or even the future return to market risks.  Given all of this uncertainty, establishing 

an expected information ratio requirement for active managers to evaluate their performance is useful.  A 

0.33 information ratio across public market strategies provides a reasonable and objective level based on 

the considerations outlined above.      

 

Performance-related criteria for the Private Growth component is specified within the corresponding component section.
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It is the intention of ERS to keep the total holdings of the portfolio to a reasonable 

number.  Given the significant total dollar size of the ERS’s private equity net asset 

value target, large concentrated investments in fewer partnerships/LLCs, are preferred 

to smaller investments across numerous partnership/LLC securities. 

 

6. Single Investment 

 

No single private equity commitment shall comprise more than 100bps of total ERS 

assets under management or greater than 20% of targeted annual commitment pace per 

the annual Strategic Plan. An exception to this limitation may be offered for separate 

accounts, subject to approval by the Board of Trustees. 

 

7. Limited Partner 

 

The ERS is permitted to own up to 20% of any particular partnership/LLC subject to 

the General Partner limitation (item v) above. 




