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POLICY
The CalSTRS Private Equity Investment Policy (Teachers’ Retirement Board Policy Manual,
Section 1000, Page H-1), which governs the management of the Private Equity program, seeks to
ensure that a portfolio of private equity investments is developed to meet the California State
Teachers’ Retirement System’s objectives, within acceptable risk parameters.
PURPOSE
CalSTRS reviews its policies periodically as deemed appropriate in light of evolving market
conditions, practices and opportunities. Staff is recommending a variety of revisions throughout
the Private Equity Investment Policy. The overall framework and nature of the program is not
being changed. This is the first reading of these changes. If the Investment Committee is
amenable, approval of these proposed revisions will be requested at the November 2017 meeting
of the Investment Committee.
DISCUSSION
Private Equity Policy revisions being recommended include the following: (1) increase the
delegated authority investment limits in recognition of the increased size of the overall CalSTRS
fund and Private Equity portfolio since these limits were last changed; (2) overhaul the
secondary market transactions section to reflect industry developments; (3) refine the coinvestment section to increase CalSTRS’ competitiveness; (4) add interim sub-asset allocation
targets to address issues raised at the June investment committee meeting; and (5) make
miscellaneous corrections and clarifications throughout the policy.
Increase the delegated authority investment limits: The Private Equity Policy specifies limits
regarding the size of investments that staff can make under delegated authority. These limits
were last updated in 2006.
In general, Staff is recommending increases in these limits of approximately 50% to 60% which
is in line with the increase in the overall size of the CalSTRS fund and the size of the CalSTRS
private equity portfolio since the limits were updated. (Since 2007, the overall CalSTRS fund has
increased approximately 50% from $137 billion to $205 billion.)
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Given the Investment Committee’s desire to substantially increase CalSTRS’ allocation to
private equity and the desire to reduce fees paid to external managers, and given the increased
regularity of co-investing throughout the industry, the proposed limits on co-investments have
been increased by 100%.
Overhaul the secondary market transactions section: As it pertains to Private Equity, secondary
market transactions generally involve the transfer of private equity interests from the original
limited partner to another party. The proposed revisions to the secondary market transactions
section of the Private Equity Investment Policy reflect the growth and evolution of the secondary
market for private equity assets since the original provisions related to secondary market
transactions were drafted in the early 2000s.
In the early 2000s, secondary private equity transactions (and the Private Equity Policy
provisions) were much more narrowly focused on the purchase and sale of single limited
partnership interests. Today, secondary market transactions continue to include limited
partnership interests, but secondary asset types have expanded to more commonly include: coinvestments, general partner interests/fund restructurings, separately managed accounts, and
portfolio companies/recapitalizations. In many cases, secondary transactions involve multiple
assets and multiple asset types. In addition to increased complexity, the volume of secondary
private equity transactions has increased dramatically; since 2006, the annual volume of
secondary transactions has quadrupled from approximately $10 billion to approximately $40
billion.
The proposed policy revisions increase the limits related to delegation of authority for secondary
transactions and also provide a framework for investing in more types of secondary transactions
and more complex transactions, specifically transactions involving pools of diversified private
assets.
Staff has been increasing its exposure to secondary asset purchases through both secondary fund
managers and co-investments. Enabling staff to make a greater variety of secondary purchases
will help staff reach its long-term allocation target faster with potentially reduced risk compared
to committing exclusively to blind pools.
The revisions to the Private Equity Investment Policy related to secondary market transactions
provide staff with the tools and boundaries required to successfully execute such deals in today’s
environment.
Refine the co-investment section to increase CalSTRS’ competitiveness: The proposed changes
to the co-investment section of the Private Equity Investment Policy reflect the evolution of the
market and the need for CalSTRS to adjust in order to remain competitive. For background, coinvestments bypass the standard limited partner-general partner fund economics by allowing a
limited partner, such as CalSTRS, to invest directly alongside a general partner in a specific
portfolio company often with no management fee and no carried interest. In other words, coinvestments are coordinated between fund managers and the co-investor with better terms than
those in the standard partnership agreement. By investing in a portfolio company in a coinvestment structure with greatly reduced (or no) fee and carried interest, CalSTRS not only
mitigates the J-curve drag on returns associated with regular partnership investments, but it also
reduces fees and deploys capital more rapidly.
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Limited partners usually pursue co-investments through one of three strategies: (1) co-investing
directly; (2) investing through a co-investment fund or separately managed account, and (3)
investing in Funds-of-Funds with a defined percentage of the commitment allocated to coinvestments. CalSTRS is pursuing all three options, although the third option is exclusive to the
Proactive Portfolio.
Co-investing has become more competitive over the past few years due to the increased
sophistication of the marketplace, especially among large institutional investors. To improve
CalSTRS’ competitiveness in the co-investment market, staff is recommending the following
policy revisions:
•

Allow CalSTRS to incur pro rata due diligence costs for transactions that are not
consummated. This change explicitly allows staff to more fully participate in co-investments
prior to syndication (i.e., before the general partner has consummated the investment). The
process is not materially different from a syndicated co-investment (i.e., a co-investment that
is made available after the general partner has closed on its investment). Pre-syndicated coinvestments provide the co-investor with more time to evaluate the investment because the
transaction is in an earlier stage. Limited partners who participate in co-underwriting are not
subject to a general partner’s co-investment allocation policy and generally receive a larger
allocation to a given investment. In order to participate in pre-syndicated co-investments,
investors are increasingly required to accept responsibility for their share of any due
diligence costs incurred for transactions that are not consummated. Staff would develop a
procedure for reviewing and approving budget for potential diligence costs for each
transaction and such budget would be approved by the Director of Private Equity.

•

Clarify the definition of timing for a co-investment transaction. When a general partner
makes a portfolio investment, it may initially not require co-investors. However, months later
a general partner may require co-investment if, for example, it is making a large acquisition
for the benefit of one of its portfolio companies. CalSTRS might not be able to participate in
such a circumstance because the existing policy does not contain a clear definition with
respect to co-investment transaction timing.

•

Enable the use of a Co-Investment Advisor. Staff is focused on broadening the co-investment
program because co-investors typically pay reduced fees and carried interest (often none)
compared to fund investors. One way to do this is for CalSTRS to partner with a coinvestment manager who has an established track record, a highly developed sourcing
network, a willingness to collaborate with staff, and an ability to put its own capital at risk.
To facilitate the collaboration, staff would establish a separately managed account targeting
primarily CalSTRS’ existing private equity managers and secondarily the co-investment
manager’s private equity relationships. Together, the manager and CalSTRS will work
together to source, diligence, and execute co-investment transactions for the separately
managed account. CalSTRS will benefit from having an opportunity for overflow (coinvestment amounts in excess of the separately managed account diversification limits) to be
invested directly. On transactions where CalSTRS and the manager collaborate, staff is
proposing that this manager be named an independent fiduciary or co-investment advisor for
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the purposes of recommending co-investments. A recommendation by the Co-Investment
Advisor for a CalSTRS co-investment would be sufficient for all co-investments in the
separately managed account and, in conjunction with a Staff recommendation, associated
overflow opportunities. The co-investment would not require a separate recommendation
from either the Program Advisor or other independent fiduciary.
Clarify benchmark customization process: As a follow up to the June 2017 Investment
Committee meeting, the Policy now states in more detail exactly how the benchmark will be
customized and weighted. With respect to weighting the benchmark by sub-asset categories, the
policy now states that the benchmark will be weighted based on the Sub-Asset Interim Targets
(see page H-10 of the policy). With respect to customization of the benchmark by Vintage Year,
the Policy now states that this will be done to reflect the Vintage Year commitments of each
Sub-Asset with further clarification that the Vintage Years are defined by the first year in which
any particular partnership first draws capital (See pages H-11 and H-16 of the Policy).
The Policy now also states that the customization will be done based on a “scaled cash flows”
methodology. When calculating a benchmark without customization, a benchmark provider
aggregates cash flow data from all of the private equity funds it monitors through all active
Vintage Years and calculates an index based on such. With Vintage Year customization, all of
this data is likewise aggregated but the cash flows for each Vintage Year are scaled up or down
based on the pattern of Vintage Year deployments for any particular client. For example, if a
client has proportionately deployed 5% more (or less) capital than the index for any particular
Vintage Year, then in calculating the customized benchmark for that client, the benchmark
provider will scale the cash flows for that particular Vintage Year up (or down) by 5% before
recalculating a customized index.
Add interim sub-asset allocation targets: In conjunction with the clarifications above, interim
period sub-asset allocation targets have been added to the sub-asset allocation schedule (see page
H-14). Given the nature of this asset class, sub-asset allocations are difficult to control with
much precision. Also, it often takes many years (five or more is typical) to deliberately move
sub-asset allocations by significant magnitudes. By displaying both short term and long term
allocation targets, it will be clearer how sub-asset allocations intend to be changed and also the
approximate magnitude of such changes.
Miscellaneous corrections and clarifications: Various miscellaneous updates and technical
corrections are recommended as indicated in the annotated policy mark-up.
RECOMMENDATIONS
Staff recommends that the Investment Committee consider the proposed revisions and provide
feedback. Staff will address any issues raised and present this agenda item for a second reading
in November 2017.
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ATTACHMENTS
Attachment 1 – Proposed Private Equity Policy Revisions – First Reading
Attachment 2 – Summary of Proposed CalSTRS Private Equity Policy Changes
Attachment 3 – Meketa Opinion

Prepared by:
_______________________________
Margot J. Wirth
Director, Private Equity
Reviewed by:
_______________________________
Michelle Cunningham
Deputy Chief Investment Officer

Approved by:

_______________________________________

Christopher J. Ailman
Chief Investment Officer
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H.

Private Equity Investment Policy

EXECUTIVE SUMMARY
In accordance with the CalSTRS Investment Policy and Management Plan (“IPMP”), the
California State Teachers' Retirement System Board (the “Board”), has a commitment to illiquid
equity and equity related funds actively managed by specialized professionals to achieve a total
rate of return superior to public equity vehicles.
The portfolio holding these assets is identified as Private Equity. CalSTRS Private Equity assets
are to be invested, administered, and managed in a prudent manner for the sole benefit of its
participants and beneficiaries, in accordance with the California Constitution, the California
State Teachers’ Retirement Law, and other applicable statutes. No investment instrument or
activity prohibited by the IPMP shall be authorized for the Private Equity Portfolio. This
portfolio can include limited partnerships (and other limited liability vehicles), direct investments
in general partnerships, co-investments, and secondary interests in the following market
segments:






Comment [RR1]: Technical revision to scope
Comment [RR2]: Technical revision to scope

Buyout
Venture Capital
Debt Related
Core Private Equity
Private Equity Special Mandates Portfolio

The primary objective for the Private Equity Portfolio is to provide enhanced investment returns
over those available in the public market. The increased risks associated with the structure,
liquidity, and leverage require a higher net total rate of return.
The Board established the asset allocation and strategic objectives for the Private Equity
Portfolio. The management of investments is performed by internal investment officers and
monitored by the Private Equity Board Consultant. CalSTRS believes that environmental, social,
and governance (ESG) issues can affect the performance of our investments. As a result, the
CalSTRS 21 Risk Factors have been developed as a tool that both internal and external investment
managers are expected to use to assess the impact of ESG risk when making an investment on
behalf of CalSTRS. The internal investment officers operate under the direction of the Chief
Investment Officer or designee. The Private Equity Board Consultant reports directly to the
CalSTRS Board. As with all other plan assets, the Private Equity Investment Policy (the
“Policy”) cannot be altered without explicit direction from the Board.
The Policy will establish the rules and procedures involved in the management of private equity
investments. The Policy is designed to set boundaries for expected performance, diversification,
and investment structure. The Private Equity Procedures are designed to provide guidelines for
the implementation of the Policy.

H–1
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Comment [RR3]: A Private Equity Board
Consultant acts as an independent fiduciary advisor
to the Investment Committee and provides expertise
and advice related to the overall investment strategy,
policies, and practices of the Private Equity Program.
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PRIVATE EQUITY PROGRAM
The Policy is to be utilized in the management of the private equity segment of the total investment
portfolio. The Policy is designed to set boundaries for the expected performance and structure.
Policies approved by the CalSTRS Board cannot be altered without explicit direction from the
CalSTRS Board.
1.

The Private Equity Portfolio of the California State Teachers' Retirement System is
invested in a prudent manner for the sole benefit of CalSTRS participants and beneficiaries
in accordance with the Teachers' Retirement Law and other applicable statutes.

2.

The Private Equity Portfolio shall be invested to provide enhanced investment returns.
Generating high rates of return shall always be the primary objective with diversification
being an ancillary benefit.
The performance benchmark for measurement periods ten years and beyond shall be the
Russell 3000 Index plus three percent.
The performance benchmark for time periods less than ten years shall be the CalSTRS
Custom Private Equity Index as further described in the Glossary.
In general, when reporting solely on Private Equity performance, internal rate of return
(IRR) methodology is to be preferred in keeping with the CFA Institute’s Global
Investment Performance Standards. When reporting in conjunction with other asset
classes, for the sake of consistency, portfolio and benchmark data is linked on a quarterly
basis to produce time weighted returns (TWR).
The appropriateness and validity of the benchmark relative to the Private Equity Portfolio
shall be assessed every three years to ensure ongoing relevance and data integrity.

3.

Diversification within the Private Equity Portfolio is critical to control risk and maximize
returns. The specific investments shall be aggregated, evaluated, and monitored to control
unintended biases. Diversification can occur across the following parameters.
a.

Market Segment (Sub-Asset) - The market segments are defined as Buyout,
Venture Capital, Debt Related, Core Private Equity, and Private Equity Special
Mandates Portfolio.

b.

Vintage Year - Vintage Year is defined by either the closing date or the date of
first cash flow of the limited partnership.

c.
d.

Economic Sector - Economic sectors are described by the Global Industry
Classification Standard (GICS).
Geographic Location - Geographic regions are defined as the principal focus of
the investment mandate or, for a particular investment vehicle, the domicile of the
underlying portfolio companies. The geographic breakdown shall be segregated
by United States, Developed Markets Non-United States, and Non-Developed
H–2
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Comment [RR4]: This statement is not relevant
for the Vintage Year definition.
Comment [RR5]: Reference to generally
accepted industry classification system, which is
defined in the Glossary
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Comment [RR6]: Change to be consistent w ith
the nomenclature of our private equity administrator

Markets.
Investments shall not be approved for the sole purpose of aligning one specific
diversification range. Projected rate of return, risk, and other policies shall receive
consideration in addition to diversification.
4.

A strategic target and range shall be established for each of the Market Segments. The
target and range may change over time as conditions warrant as approved by the
Investment Committee. The target and range parameters are included as Exhibit 1. The
diversification criteria will be reviewed on an annual basis.

5.

Investment restrictions included in the IPMP are hereby incorporated by reference.

6.

Authorization letters which indicate who may sign on behalf of CalSTRS shall be included at
the time of closing. Whenever a change in authorized signers take place, the limited
partnerships shall be notified in writing within 24 hours in the event of termination, and as
soon as possible in the event of a newly authorized signer(s).

7.

Prior to being processed by the Operations area, all disbursements shall be signed by two
authorized signers.

Comment [RR8]: Reflects updated procedures

Graduated limitations of non-cumulative daily signing authority for private equity
disbursements are as follows:

Comment [RR9]: Reflects updated procedures

8.

Investment Officer I
Investment Officer II
Investment Officer III
Associate Portfolio Manager
Portfolio Manager
Director of Private Equity
Deputy Chief Investment Officer
Chief Investment Officer

$ 15 million
$ 50 million
$ 70 million
$ 85 million
$100 million
$400 million
$ 1.5 billion
$ 1.5 billion

9.

The Private Equity Portfolio will be managed according to an annual business plan whose
main business components will encompass an analysis of the investment environment, a
review of the investment strategy, a review of the diversification targets, and a resource
allocation budget.

10.

The Private Equity Board Consultant will prepare and present portfolio management
reports on a semi-annual basis. The management report will provide information on,
among other items, portfolio diversification, largest holdings, investment performance, coinvestment holdings, and committed and funded status.

11.

The rejection decision for limited partnerships, direct investments, co-investments, and
secondary interests is delegated to staff, with the stipulation that all investment
opportunities receive equal opportunity and are subject to the appropriate amount of due
diligence as defined in the Private Equity Procedures.
H–3
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Comment [RR10]: A defined term listed in the
Glossary
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12.

Risks resulting from foreign currency exposure shall be managed at the overall CalSTRS
Fund level. Where appropriate, gain or loss attributable to foreign currency exchange rate
movement will be reported as a separate line item in Private Equity’s’ portfolio and
performance reporting.

13.

The Policy covers the purchase, sale, and transfer of limited partnership interests,
secondary interests, co-investments, separately managed accounts, and direct investments
in a General Partnership or in the management companies of General Partnerships. The
subject investments may be in private or public vehicles and securities.
LIMITED PARTNERSHIP INVESTMENTS

14.

15.

16.

The approval decision under delegation as it relates to Limited Partnerships, shall be
completed following a positive written recommendation by CalSTRS Staff and either 1)
the Program Advisor, or 2) an Independent Fiduciary.
The approval decision for Follow-On Limited Partnerships is delegated to staff considering
the following stipulations:
a.

Applicable only to limited partnerships sponsored by general partner(s) included
in the CalSTRS Private Equity Portfolio.

b.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures.

c.

Maximum amount of the commitment shall not exceed $750 million or 25 percent of
the total amount of the partnership capitalization, whichever is less.

d.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

Comment [RR12]: A Program Advisor provides
expertise, advice and recommendations to support
staff in the management and monitoring of an asset
class or classes including, but not limited to,
screening the universe of general investment
opportunities and identifying those meeting
CalSTRS’ selection criteria, assisting staff in
performing due diligence on prospective investment
opportunities, issuing concurring investment
recommendations, and maintaining a deal log of
investment opportunities. A Program Advisor is also
an Independent Fiduciary.
Comment [RR13]: Technical correction
Comment [RR14]: Updated terminology
Comment [RR15]: Limits have been increased
throughout the document to reflect the growth of
CalSTRS and the need to make larger commitments
to funds of varying size in order to maintain the
private equity approved asset allocation target.

The approval decision for New Limited Partnerships is delegated to staff considering the
following stipulations:
a.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures Manual.

b.

Maximum amount of the commitment shall not exceed $400 million or 25 percent of
the total amount of the partnership capitalization, whichever is less.

c.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.
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Comment [RR11]: “Limited” added to clarify
the type of partnership investment as opposed to
general partnership, which staff has authority to
invest in and is covered in another section.

Comment [RR16]: Limits have been increased
throughout the document to reflect the growth of
CalSTRS and the need to make larger commitments
to funds of varying size in order to maintain the
private equity approved asset allocation target.
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SECONDARY MARKET TRANSACTIONS
17.

18.

19.

20.

Secondary Market Transactions are purchases or sales of Private Equity related asset
pools. Such asset pools may be diversified (greater than three assets in a single
transaction) or non-diversified (less than three assets in a single transaction).
Private Equity related asset pools can take the form of: 1) Limited Partnership interests,
2) Co-investments, 3) General Partner interests, 4) Separately Managed Accounts, 5)
Portfolio Companies, or a combination of the above.
The approval decision under delegation, as it relates to a Secondary Market Transactions,
shall be completed following a positive written recommendation by CalSTRS Staff and
either 1) the Program Advisor, or 2) an Independent Fiduciary.

Comment [RR17]: As the secondary market has
evolved, staff, the Private Equity Board Consultant,
and the Program Advisor agree that an update to the
asset types is necessary for CalSTRS to stay
competitive.
Comment [RR18]: Introduces the concept of a
diversified transaction (greater than three assets in a
single transaction) and non-diversified transaction
(less than three assets in a single transaction)
Comment [RR19]: Introduces the concept of a
pool of private equity assets in accordance w ith
evolving industry practice.

Comment [RR20]: Technical correction

The approval decision for a Secondary Market Transaction is delegated to staff
considering the following stipulations:
a.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures Manual.

b.

The Maximum amount of the commitment shall not exceed:
Asset Type

Diversified

Non-diversified

$1.5 billion

$750 million

$500 million

$250 million

Limited Partnership interests
and

Comment [RR21]: Aligns non-diversified
secondary market transactions w ith analogous
primary transactions. Diversified transactions are a
new concept that permit large purchases or sales of
diversified portfolios.

Separately Managed Accounts
Co-investments, General Partner
interests,
and
Portfolio Companies
c.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

d.

Secondary Market Transactions involving Co-Investments or Portfolio Companies
shall be transacted (directly or indirectly) with an existing CalSTRS General
Partner. Sales of Co-Investments and Portfolio Companies may be transacted
independently of a General Partner.
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Comment [RR22]: Staff will only buy nondiversified or diversified co-investments or portfolio
companies alongside a CalSTRS approved General
Partner. Sales may be made independently of a
CalSTRS approved General Partner.
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CO-INVESTMENTS, DIRECT INVESTMENTS IN GENERAL PARTNERSHIPS AND
SEPARATELY MANAGED ACCOUNTS
21.

22.

23.

The approval decision under delegation as it relates to co-investments, and direct
investments in General Partnerships and General Partnership management companies,
and separately managed accounts shall be completed following a positive written
recommendation by the CalSTRS Staff and either 1) the Program Advisor, 2) an
Independent Fiduciary, or 3) a Co-Investment Advisor.
The approval decision for co-investments is delegated to staff considering the following
stipulations:
a.

Co-investments shall be made on the same (or better) terms and conditions as
provided to the Limited Partnership that is investing in the same transaction.

b.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures Manual.

c.

Maximum amount of each co-investment commitment shall not exceed the
smallest of 1) $250 million, 2) 10 percent of the size of the Limited Partnership
investing in the transaction, and 3) 100 percent of the Limited Partnership’s
investment in the transaction.

d.

Co-investments shall be made alongside an existing CalSTRS General Partner,
provided the strategy and objectives of the Limited Partnership investing in the
transaction are consistent with those of the Limited Partnership in which
CalSTRS has a commitment.

e.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

f.

CalSTRS may incur due diligence costs and expenses on potential coinvestments. As described in the Private Equity Procedures Manuel, coinvestment diligence costs and expenses will be approved in advance by the
Director of Private Equity or the Chief Investment Officer.

The approval decision for direct investments in General Partnerships and the
management companies of General Partnerships is delegated to staff considering the
following stipulations:
a.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures Manual,

b.

Maximum amount of each commitment shall not exceed $250 million.

c.

Ownership percentage of the direct investment in any one General Partnership (or
series of General Partnerships organized by a particular manager) shall not exceed
25 percent economic interest.

d.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.
H–6
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Comment [RR23]: Technical correction
Comment [RR24]: Added a new concept of a
Co-Investment Advisor, defined in the Glossary. A
Co-Investment Advisor is an investment manager
who manages a Separately Managed Account of coinvestments on behalf of CalSTRS. Such an advisor
may act as an independent fiduciary for coinvestments that are outside of the Separately
Managed Account if at least $25 million is invested
in such transaction through the Separately Managed
Account that is being managed on behalf of
CalSTRS by such Co-investment Advisor.

Comment [RR25]: Limits have been increased
throughout the document to reflect the growth of
CalSTRS and the need to make larger commitments
to maintain the private equity approved asset
allocation target. Concentration limits were
increased so CalSTRS can continue to be
competitive in an increasingly competitive market.

Comment [RR26]: Clarifies CalSTRS ability to
fund due diligence expenses and broken deal costs in
the event a transaction is not consummated. This
w ill enable CalSTRS to better source investments in
a competitive market.

Comment [RR27]: Prior limit w as open ended
and based on overall size of the Private Equity
Program..
Comment [RR28]: Aligned w ith the other
sections of the Policy increasing concentration limit
to 25%.
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24.

The approval decision for investments in Separately Managed Accounts is delegated to
staff considering the following stipulations:
Comment [RR29]: Technical correction

a.

Due diligence process shall be consistent and appropriate as defined in the Private
Equity Procedures Manual.

b.

Maximum amount of commitment shall not exceed $750 million for a Follow-On
Separately Managed Account vehicle or $400 million for a New Separately
Managed Account vehicle.

c.

The Separately Managed Account vehicle must be a limited partnership, or
limited liability corporation, or other vehicle that provides CalSTRS protection
from general partner liability.

d.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.
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SPECIAL MANDATE - PROACTIVE PORTFOLIO

Comment [RR31]: Aligns the Proactive
Portfolio to the Special Mandate category.

Within Private Equity, there is a Proactive Portfolio, which provides a framework for selecting
private equity investments in an opportunistic and disciplined manner which focuses on unique
opportunities and innovative strategies. These programs include:
a.

The Urban and Rural Program started in 2001, which seeks investments consistent
with the Board’s Policy on California Investments in the emerging space.

b.

The New and Next Generation Program started in 2003, which seeks to capture
innovative strategies (i.e., new market opportunities and/or new drivers of value
creation due to changing demographics, etc.)

c.

Additional strategies may be added to the portfolio at the direction of the
Investment Committee.

General: Given the unique nature of the Proactive strategies, CalSTRS will use Fund-ofFunds (FOF) managers that specialize within each segment of these unique and
innovative areas to lead the investment program. Staff may expand the program to invest
in limited partnerships or co-investments that have been approved and included in the
FOF Portfolio (side by side with the fund-of-funds). Since these innovative Proactive
investments carry different risks than traditional mainstream funds, a Specialized Advisor
may be selected from a pool of approved specialized advisors, in addition to the FOF
manager or Independent Fiduciary. All investment analyses and due diligence will be
conducted in the same manner as previously reviewed by the Investment Committee. All
side by side investments shall be completed following a positive written recommendation
by CalSTRS Staff and either 1) the Program Advisor, 2) an Independent Fiduciary, or 3)
a Specialized Advisor.
25.

26.

Fund-of-Funds: The approval decision under delegation as it relates to new Proactive
Portfolio Fund-of–Funds investments is delegated to staff considering the following
stipulations:
a.

Due diligence process shall be consistent and appropriate as defined in the
Proactive Portfolio Procedures Manual.

b.

Maximum amount of the commitment for a FOF new to CalSTRS or with a new
strategy shall not exceed $100 million.

c.

Maximum amount of the commitment for a follow-on investment with a FOF
manager shall not exceed $250 million.

d.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

New Co-Investment/FOF Side-by-Side Investment: The approval decision for new coinvestments or investment in a limited partnership that is side-by-side with a FOF is
delegated to staff considering the following stipulations:
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Comment [RR32]: Technical correction to align
w ith rest of Policy
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27.

a.

Co-investments/side-by-side investments shall be made on the same (or better)
terms and conditions as provided to the partnership.

b.

Due diligence process shall be consistent and appropriate as defined in the
Proactive Portfolio Procedures Manual.

c.

Maximum amount of each commitment shall not exceed $55 million or 30 percent of
the CalSTRS total commitment to that partnership, whichever is less.

d.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

e.

Co-investments/side-by-side within the Proactive Portfolio is limited to fund investing
in the United States, Canada, Mexico and Puerto Rico. (The business activities of the
co-investment must be primarily in the United States.)

Follow-On Co-Investment/FOF Side-by-Side Investment: The approval decision for
follow-on investment in a limited partnership within the Proactive Portfolio is delegated
to staff considering the following stipulations:
a.

Due diligence process shall be consistent and appropriate as defined in the
Proactive Portfolio Procedures Manual.

b.

Maximum amount of the commitment shall not exceed $100 million or 30 percent
of the total amount of the partnership capitalization, whichever is less.

c.

A final report will be presented to the Investment Committee as soon as practical
after the commitment is completed.

d.

Co-investments/side-by-side within the Proactive Portfolio is limited to fund
investing in the United States, Canada, Mexico, and Puerto Rico. (The business
activities of the co-investment must be primarily in the United States.)

Adopted June 1998
Revised July 1998
Revised April 1999
Revised to increase flexibility regarding secondary transactions on April 2001
Revised March 2002
Revised for clarification of returns calculations using dollar-weighted IRR on June 2003
Revised to expand eligible regions to rest of world on June 2004
Revised to change level of delegated authority on July 2005
Revised to increase co-investment limits and layout proactive portfolio process on June 2006
Revised to adjust Benchmark on May 2007
Revised for co-investments ROW, sale policy and direct GP Investment on July 13, 2007
Revised for daily trading authority limits, and sector targets and ranges on November 1, 2007
Revision of financial benchmark July 10, 2008
Revision for separately managed accounts on July 12, 2012
Revised to add ESG Risks Policy reference on September 10, 2013
Revised to clarify the benchmark for different time periods, July 11, 2014
Revised to define APM and DCIO trading limits on April 5, 2017
Revised to customize GXPEI benchmark and establish new sub-assets on June 7, 2017
Update and modernize policy to reflect increased limits, investment types, and structures, July 12, 2017
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Exhibit 1

Approved Ranges

Interim Targets

Approved LongTerm Targets

Buyout

60 - 85%

66%

69%

Venture Capital

0 - 15%

10%

7%

Debt Related

5 - 20%

15%

15%

Core Private Equity

0 – 5%

2%

5%

Private Equity Special Mandates
Portfolio

0 – 5%

7%

4%

100%

100%

Private Equity Sub-Asset

Total
Geographic Region

Approved Ranges

Approved Targets

United States

65 - 85%

75%

Developed Markets Non-United States

15 - 35%

20%

Non-Developed Markets

0 - 15%

5%

Total

100%



Interim Targets represents Sub-Asset allocation goals, generally, expected to be achieved in the next 12 to 36
months. These shall be reviewed and updated annually.



The Approved Long-Term Targets represents goals to be achieved over periods, generally, equal to or longer
than five years.

H – 10

INV227

Comment [RR34]: As a follow up to the June
2017 Investment Committee meeting, interim period
sub-asset allocation targets have been added to the
sub-asset allocation schedule

Comment [RR35]: Added the Non-Developed
Markets category to be consistent w ith State Street’s
definitions and with the advice of the Private Equity
Board Consultant proposed a range and target.

Comment [RR36]: Added context around the
Interim Targets and Long-Term Targets.
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Addendum

GLOSSARY
ADVISORY BOARD – Advisory Boards play a role in the governance issues relating to the
fundamental aspects of the Partnership, such as decisions on valuations and management of
conflicts of interest. Generally, a majority of the composition of the Advisory Board is
comprised of the largest limited partners in the limited partnership.

Comment [RR37]: The Glossary was out of date
and many definitions were irrelevant and not used.
Other terms w ere used throughout the Policy and
never defined. The Glossary now ties to the rest of
the document and can be referred to for further
clarification on Policy terms.
Comment [RR38]: Terminology out of date
Comment [RR39]: Terminology out of date

AGGREGATION OF PROFITS AND LOSSES – Aggregation of profit and losses ensures a
fairer profit sharing between the general partner and the limited partners. This calculation is
based on the entire performance of the portfolio rather than on a deal by deal basis.
BUYOUTS – See Leveraged Buyouts.

Comment [RR40]: Not relevant to program

CALSTRS CUSTOM PRIVATE EQUITY INDEX – Weighted blend of underlying sub-asset
benchmarks as follows:


Buyouts: The Buyout portion of the State Street GXPEI customized to reflect the Vintage Year of CalSTRS
buyout commitments.



Venture Capital: The venture capital portion of the State Street GXPEI customized to reflect the Vintage
Year of CalSTRS venture capital commitments.



Debt Related: The debt related portion of the State Street GXPEI customized to reflect the Vintage Year of
the CalSTRS debt related commitments.



Core Private Equity: The buyout portion of the State Street GXPEI customized to reflect the Vintage Year
of CalSTRS core private equity commitments.



Private Equity Special Mandates Portfolio: Weighted blend of the buyouts, venture capital, and debt related
portions of the State Street GXPEI customized to reflect the Vintage Year of CalSTRS special mandates
commitments.

The Sub-Asset components of the CalSTRS Custom Private Equity Index shall be weighted

according to the interim Sub-Asset allocation targets. Customization will employ a “scaled cash
flow” methodology consistent with industry best practices.
CARRIED INTEREST –The general partner’s carried interest is its share of the partnership’s
profits, and generally ranges from 10 percent to 30 percent of the total. A 20 percent carried
interest is the industry norm for private equity.

Comment [RR41]: Describes how the
benchmark w ill be calculated.

Comment [RR42]: Technical correction

CO-INVESTMENT – Privately negotiated purchase of equity or quasi-equity from private or
publicly traded entities. Such investments involve the purchase of non-registered securities, which
by their private, illiquid nature command a premium over comparable publicly traded securities.
CO-INVESTMENT ADVISOR – A co-investment advisor is an investment manager who
manages a Separately Managed Account of co-investments on behalf of CalSTRS. Such an
advisor may act as an Independent Fiduciary for co-investments that are outside of the Separately
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Managed Account if at least $25 million is invested in such transaction through the Separately
Managed Account that is being managed on behalf of CalSTRS by such Co-investment Advisor.

Comment [RR44]: Defined term in Policy

CO-INVESTMENT TRANSACTION – A financing or series of financings that have an initial
close on a given date and a final close no later than 365 days thereafter. Subsequent to the initial
close, financings must have essentially the same terms or better to be considered a single
transaction.

Comment [RR45]: Defined term in Policy

CONVERTIBLE PREFERRED STOCK – A class of stock having different rights than
Common Stock, including a liquidation preference over Common Stock; and allowing the
Preferred Shareholder to convert Preferred shares into Common shares at some specified
conversion ratio. Conversion typically occurs in conjunction with an initial public offering,
providing a means of liquidation for the Preferred Shareholder.
CORE PRIVATE EQUITY – Private equity investments that are expected to have lower risk
and reward profiles than traditional private equity investments. Such investments will likely be
held for longer periods of time than traditional private equity investments. Management fees and
carried interest will generally be lower than for traditional private equity investments.

Comment [RR46]: Defined term in Policy

DIRECT INVESTMENTS – Direct Investments are those made outside of a limited partnership
structure. While a co-investment is made alongside of a limited partnership investment, a direct
investment is not. Direct investments need a greater level of due diligence and involve a greater
level of risk in comparison to a co-investment.
DEBT RELATED INVESTMENT STRATEGIES – Debt related investments include
subordinated debt and distressed debt investment strategies. Subordinated debt is often used to help
finance leveraged buyouts or other similar transactions. Subordinated debt typically takes the form of
mezzanine securities, junk bonds, convertible preferred stock, and other high yielding debt oriented
securities. Although considered debt-oriented, securities at the subordinated debt or mezzanine level
typically possess equity conversion features, rights, and warrants. Investors at the subordinated debt
level are junior to the senior debt holders in a leveraged buyout transaction, meaning they receive
interest payments after the senior debt has been satisfied and they share in liquidation after the senior
paper holders have made their claims. However, subordinated debt holders are senior to the common
equity holders of the company.
Distressed debt investments are a form of recovery investing that focus on the debt of a distressed
company. Distressed debt investing is defined as the investment in debt securities (generally seniorsecured debt) of troubled or bankrupt companies. Also see Restructuring/Recovery investments.
DEVELOPED MARKETS – Countries with advanced economies and capital markets as
designated by Dow Jones or Standard & Poor’s.

Comment [RR47]: Defined term in Policy

DISTRESSED DEBT – See Debt Related Investment Strategies
DISTRIBUTIONS – Cash and/or securities paid out to the limited partners from the limited
partnership.

Comment [RR48]: Terminology out of date
Comment [RR49]: Terminology out of date

H – 12

INV229

Attachment 1
Investment Committee - Item 21
July 12, 2017

FIRST TIME LIMITED PARTNERSHIPS – All funds not identified as Follow-On Limited
Partnerships.
FOLLOW-ON LIMITED PARTNERSHIPS – The second and all subsequent funds raised by
a management team that are included in CalSTRS’ Private Equity Portfolio.

Comment [RR50]: Inaccurate definition

GENERAL PARTNER – Managing partner of a limited partnership responsible for performing
the day-to-day administrative operations of the partnership and acting as investment advisor to the
partnership.

Comment [RR51]: Inaccurate definition

GLOBAL INDUSTRY CLASSIFICATION STANDARD (GICS) – Industry taxonomy
developed in 1999 by MSCI and Standard & Poor's (S&P) for use by the global financial
community.

Comment [RR52]: Defined term in Policy

GXPEI (OR THE STATE STREET GX PRIVATE EQUITY INDEX) – A peer-based
private equity index developed, owned and managed by State Street. The data for this index is
derived from the cash flow data of State Street’s limited partner clients.
HURDLE RATE – A rate of return that must be met before the General Partner can share in the
carried interest.
INDEPENDENT FIDUCIARY – A third party organization that provides non-discretionary
specialized advisory services to Staff and acts as a fiduciary to CalSTRS and who by law must
act in the best interests of CalSTRS and put the interests of CalSTRS above their own.
INITIAL PUBLIC OFFERING (IPO) – The sale or distribution of a stock or a portfolio
company to the public for the first time.
INTERNAL RATE OF RETURN (IRR) – The discount rate at which the present value of
future cash flows of an investment equals the cost of the investment. It is determined when the
net present value of the cash outflows (the cost of the investment) and the cash inflows (returns
on the investment) equal zero, the rate of discount being used is the IRR.
INTERNATIONAL BUYOUT – An international buyout fund is a limited partnership that
generally focuses on acquisition, equity expansion, or later stage investment strategies; however,
the fund’s primary geographic focus is outside of the United States.
J-CURVE – The J-Curve phenomenon is the effect of the cash flow behavior of a partnership. It
can be summarized as the first year’s investment expenses of investing in a fund that has yet to
harvest its capital gains in the future. This normally translates into a negative IRR in the early
years of the fund. The plot of the partnership values versus time generally resembles a “J.”
JUST IN TIME CAPITAL CALL – The practice is to take capital calls as needed on a
transaction per transaction basis.
KEY MAN PROVISION – Limited partners are demanding the right to suspend the funding of
the partnership if some of the key people were to leave the firm. This provision is designed to
H – 13

INV230

Comment [RR53]: Defined term in Policy

Attachment 1
Investment Committee - Item 21
July 12, 2017

assure the continuity of the firm, and to assure that success (if related to various individuals)
stays within the firm.
LEVERAGED BUYOUTS – Leveraged Buyouts involve the purchase of all or part of the stock
or assets of a company utilizing a significant amount of borrowed capital as well as equity
capital. Borrowed capital typically consists of some combination of senior and subordinated
debt. The company may be privately or publicly owned, or a subsidiary or division of a privately
or publicly owned company.

Comment [RR54]: Clarified definition

LIMITED PARTNER – The investors in a limited partnership, generally providing 99 percent
of the capital and receiving 80 percent of the profits. Limited partners do not participate in the
management of the partnership’s activities. However, they normally have the right to vote to
approve or disapprove amendments made to the limited partnership agreement.
LIMITED PARTNERSHIP – Organization made up of a General Partner, who manages the
operations, and limited partners, who invest capital but have limited liability. Limited partners
are not involved in the day-to-day management of the partnership and generally cannot lose more
than their capital contribution.
LOOKBACK PROVISION – The lookback provision guarantees that the stated profit
allocation is met at the end of the partnership’s term with respect to the limited partners.
MANAGEMENT FEES – The management fee is designed to compensate the general partner.
This fee is used to provide the partnership with such resources as investment and clerical
personnel, office space, and administrative services required by the partnership. Generally, the
fee ranges from 1.5 percent to 3.0 percent of capital commitments.
MEZZANINE (ALSO SEE SUBORDINATED DEBT) – Mezzanine investments are in
unsecured or junior obligations in financing. They typically earn a current coupon or dividend
and may have warrants on common stocks or conversion features to enhance returns.
MULTIPLE OF MONEY – Multiple of money is often used to measure performance. This is a
cumulative return, identifying the return on an investment over its life. A multiple that is greater
than one indicates that the investment’s total value exceeds the amount of capital contributed to
date, whereas, a multiple less than one indicates that the investment’s total value is less than the
amount of capital contributed. In summary, achieving a high annualized rate of return over a
long period of time is more favorable than achieving a high annualized rate of return over a
shorter period of time.
NEW LIMITED PARTNERSHIPS – Funds that are managed by general partners that are new
to the CalSTRS Private Equity Portfolio.
NEW & NEXT GENERATION PARTNERSHIPS – The New & Next Generation Program
was established by the Investment Committee in 2003. It involves partnerships that are raising
their first-, second-, and third-time institutional funds or partnerships formed by junior or senior
level partners that have left a prior partnership to form a new general partner.
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NON-DEVELOPED MARKETS – Countries with developing economies and capital markets
as designated by Dow Jones or Standard & Poor’s.
PARTNERSHIP EXPENSES – Expenses borne by the partnership including costs associated
with the organization of the partnership, the purchase, holding, or sale of securities, and legal and
auditing expenses.

Comment [RR57]: Terminology out of date
Comment [RR58]: Terminology out of date

PARTNERSHIP TERM – The term of the partnership is normally ten years, with the general
partner reserving the right to terminate the partnership early or extend the term for a set period of
time. This is generally subject to the approval by the limited partners.
PORTFOLIO COMPANIES – Portfolio companies are any of the companies in which the
Limited Partnership has an investment. Investments in Portfolio Companies shall only be
contemplated or executed as part of a Secondary Market Transaction and only with an existing
CalSTRS General Partner. An investment in a Portfolio Company shall never result in CalSTRS
having a majority economic or voting interest in such company.

Comment [RR59]: Updated definition

PRIVATE EQUITY BOARD CONSULTANT – A Private Equity Board Consultant acts as an
independent fiduciary advisor to the Investment Committee and provides expertise and advice
related to the overall investment strategy, policies, and practices of the Private Equity Program.

Comment [RR60]: Defined term in Policy

PRIVATE EQUITY SPECIAL MANDATES – Discrete private equity investment strategies
(other than divestments which are covered by a separate Board policy) suggested by Board
Members that include, but are not limited to environmental, social, governance (ESG) matters inState investments, or other factors that are expected to have a positive or neutral impact on the
economic performance of the fund over the long term. See Special Mandate Policy in the IPMP.

Comment [RR61]: Terminology out of date

Comment [RR62]: Defined term in Policy

PROACTIVE PORTFOLIO – Proactive Portfolio currently encompasses two Private Equity
Special Mandates: (1) the Underserved Mandate investing with private equity managers
specializing in underserved urban and rural markets and (2) the New and Next Generation
Mandate investing in private equity managers that are of a “new and next generation” nature.

Comment [RR63]: Updated definition

PROGRAM ADVISOR –A Program Advisor provides expertise, advice and recommendations
to support staff in the management and monitoring of an asset class or classes including, but not
limited to, screening the universe of general investment opportunities and identifying those
meeting CalSTRS’ selection criteria, assisting staff in performing due diligence on prospective
investment opportunities, issuing investment recommendations, and maintaining a deal log of
investment opportunities. A Program Advisor is also an Independent Fiduciary.

Comment [RR64]: Defined term in policy

RESTRUCTURING/RECOVERY INVESTMENTS – Recovery investments involve the
investment of capital in companies experiencing anywhere from relatively minor, to extreme
difficulties, to companies involved in bankruptcy proceedings. Recovery investing takes
advantage of discounted securities of unhealthy, bankrupt (or near); under-performing, and/or
under-capitalized companies and either ride or steer them back to recovery. To accomplish this
goal, the various funds available use a variety of strategies. The strategies vary by the activity
level and/or degree of control required by the acquirers, types of securities utilized, and the
relative health of the target companies sought (from bankrupt to nearly healthy). Also, like
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buyout and venture capital managers, managers of ailing company funds each have a particular
target company size preference and some have industry or sector preferences.
Distressed debt investments are a form of recovery investing that focus on the debt of a
distressed company. Distressed debt investing is defined as the investment in debt securities
(generally senior-secured debt) of troubled or bankrupt companies. Also see Debt Related
Investment Strategies.
SECONDARY LIMITED PARTNERSHIP INTERESTS – Privately negotiated purchase of
Limited Partnership interests or Portfolio Company interests.

Comment [RR65]: Updated definition

SEPARATELY MANAGED ACCOUNT – An investment vehicle managed for one investor
rather than many. The vehicle may have a specialized mandate or may invest alongside a Limited
Partnership.

Comment [RR66]: Updated definition
Comment [RR67]: Terminology out of date

SPECIAL SITUATIONS – Special Situation funds represents a “catchall” for non-traditional
investments that do not fit either of the above groupings. These will include minority, but often
control positions in public companies, “white knight” efforts to support management’s to achieve
long-term objectives, turnarounds and bankruptcy reorganizations, and other special situation
profit opportunities. It is not the intention to invest in “unfriendly” business take-overs.
SUBORDINATED DEBT – See Debt Related investment strategies.
URBAN AND RURAL PROGRAM – The Urban and Rural program was established by the
Investment Committee in 2001 to seek private equity investment in the inner city and
underserved portions of California and the U.S.
VENTURE CAPITAL – Venture capital refers to investments in young, emerging growth
companies in different stages of development. The stages of venture capital investing include the
following:
SEED STAGE -- an entrepreneur seeking capital to conduct research or finish a business
plan;
EARLY STAGE -- a company developing products and seeking capital to commence
manufacturing;
LATE STAGE -- a profitable or near-profitable high growth company seeking further
expansion capital. The common theme underlying all venture capital investments is the
high-growth nature of the industries in which the investee companies operate and the
active role played by the investor to identify additional management expertise and
provide general business advice.
VINTAGE YEAR – Vintage Year can be defined in two ways: 1) For the purpose of investment
pacing, a vintage year is the calendar year for which a fund commitment is closed; or 2) For the
purpose of benchmarking, a vintage year is the calendar year an investment first draws capital.
By placing an investment into a particular vintage year, the investor can compare the
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performance of a given investment with other similar investments that have first drawn capital
during that calendar year.
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Comment [RR69]: Updated definition

Non-diversified:
$250 million

$500 million

$750 million

$1.5 billion
Diversified:

Non-diversified 2:

Diversified 1:

$400 million or 25% of the fund

$750 million or 25% of the fund

July 2017 (Proposed Policy)

35% ownership of the GP

The maximum ownership size of the direct investment
in any one GP

Greater than three assets
Less than three assets
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2

1

$500 million for an existing GP or $250
million for a new GP

10% of the CalSTRS Private Equity
portfolio

23. The maximum size for a direct investment in a GP
or in the management company of a GP

24. The maximum commitment size of a SMA

The lessor of $125 million, 5% of the
limited partnership, or 80% of the fund
commitment to the co-investment

22. The maximum size of a co-investment

$750 million for a follow-on SMA or $400 million for a new
SMA

25% ownership of the GP

$250 million

The lessor of $250 million, 10% of the limited partnership,
and 100% of the fund’s commitment in the transaction

Co-Investments, Direct Investments in General Partnerships and Separately Managed Accounts

20. The maximum commitment size for secondary
transactions of co-investments in LP interests, GP
interests, and portfolio companies

20. The maximum commitment size for secondary
transactions of limited partner (“LP”) interests and
separately managed accounts (“SMA”)
The lessor of $100 million or 20% of
the fund

$250 million or 15% of the fund

16. The maximum commitment size in funds of new
GPs

Secondary Market Transactions

$500 million or 15% of the fund

June 2017 (Current Policy)

15. The maximum size for follow-on commitments in
funds of existing general partners (“GP”)

Limited Partnership Investments
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MEMORANDUM

To:

Investment Committee, CalSTRS

From:

John Haggerty, Steven Hartt, Meketa Investment Group

Date:

July 12, 2017

Re:

Revisions to Private Equity Policy

CalSTRS Investment Staff (“Staff”) has provided Meketa Investment Group with a
revised Private Equity Policy (the “Policy”) for review. Meketa Investment Group concurs
with each of the changes recommended in the revised Policy presented to the Investment
Committee.
As a brief summary, Staff’s recommendation includes the following revisions:


an increase in the delegated authority investment limits, in recognition of the
increased size of the overall CalSTRS Plan and Private Equity portfolio since
these limits were last revised;



a rewrite the secondary market, co-investment, and separately managed account
sections to reflect industry developments;



new interim sub-asset allocation targets;



clarification of the benchmark customization methodology; and



miscellaneous corrections and clarifications throughout the document.

Commitment Limitations
Currently, the PE Policy limits the maximum commitment to a single fund to the lesser
of $500 million and 15% of the size of the fund for Follow-on Managers (funds being
raised by general partners that are currently in the CalSTRS portfolio) and $250 million
and 15% of the size of the fund for New Managers. These limits were enacted in 2006
and 2007 and since then the CalSTRS Plan and Private Equity portfolio have grown
substantially. Additionally, we note that several private equity managers in the
CalSTRS portfolio have been raising larger funds.
In order for CalSTRS to have the flexibility to be a significant investor in a particular
fund (which can lead to more attractive terms), as well as providing Staff the ability to
make commitments that are meaningful within the Private Equity portfolio, Staff has
recommended increasing these investment limits to the lesser of $750 million and 25%
of the fund for Follow-on Managers and $400 million and 25% of the fund for New
Managers.
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Revisions to Secondary Market, Co-investment, and Separate Managed Account
Policy
The secondary market, co-investment, and separate managed account transactions have
been changing over the years. In the case of secondary market transactions, not only
has the size of this market increased, but the range of transaction types has increased.
For instance, secondary market transactions had typically involved the sale of a single
fund interest. Today, many transactions involve large diversified pools of assets, and
can include a range of limited partnership fund interests and co-investment interests.
Similarly, in the case of co-investments, general partners have regularly offered limited
partners substantial portions of transactions and with more attractive fee structures
than fund investments (e.g., no management fee, no carried interest). Together with
secondary transactions, co-investments can be utilized to more rapidly meet the Plan’s
targeted allocation, but with (potentially) lower risk as the transactions would have
higher transparency compared to fund commitments which are blind pools. Finally,
separately managed accounts have been increasingly utilized by large investors such as
CalSTRS and can provide advantages though targeted investment exposures and
potentially reduced fees.
In order to address these market changes and to position CalSTRS to effectively pursue
opportunities deemed attractive, Staff has proposed changes not only to the size of
potential secondary, co-investment, and separately managed account transactions, but
also flexibility in the way that CalSTRS can participate. Specifically, Staff has increased
the types of interests it may acquire in a secondary transaction; clarified the definition
of co-investments allowed to increase Staff’s ability to examine opportunities after the
general partner has consummated a transaction; and provide the ability for Staff to
commit to pay its portion of diligence and related costs of a co-investment transaction,
even if it may not come to fruition.
Interim Sub-Asset Allocation Targets
As discussed in the June meeting, CalSTRS’ transition from Venture Economics to
State Street as the provider of benchmark data services has led to some differences how
sub-asset sectors are defined. For example, State Street does not have a Expansion
Equity sub-asset sector. Additionally, Staff proposed two new sub-asset sectors: Core
Private Equity and Special Mandates. Staff has proposed interim sub-asset targets as
Private Equity Portfolio transitions to the long term targets.
Benchmark Customization Methodology
Based on the discussion at the June board meeting, Staff has added additional
clarification of the process by which the CalSTRS Custom Private Equity Index (the
“Custom Benchmark”) will be calculated. Specifically, the Custom Benchmark will be
composed of a series of sub-asset benchmarks that are each weighted by i) CalSTRS
interim sub-asset class (e.g., Buyout) allocation targets, and ii) the amount of
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commitments made by CalSTRS in a vintage year in such sub-asset class. As such,
Custom Benchmark will reflect the Policy sub-asset allocation targets and the actual
vintage year commitment amounts.
Meketa Investment Group recommends that the Board now review at least annually the
Private Equity commitment targets and Staff’s execution against such targets in its
monitoring of the Private Equity Program. Additionally, the Board should monitor the
progress in moving the Private Equity Program to the long-term sub-asset class targets.
Meketa Investment Group does not have any concerns with the changes proposed by
Staff.
If you have any questions, please feel free to contact us at (760) 795-3450.
JAH/SKH/nca

INV238

