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INVESTMENT COMMITTEE/BOARD MEETING 

NOTICE and AGENDA, Page 2 of 2 – Wednesday, October 10, 2018 

 
 

Call to Order: 9:30 a.m.    

                                  

Action Items: Matters for discussion and possible motion by the Committee 

 

1. Discussion of and Possible Motion to Recommend to the Board to Approve the Finalists for 

ACERA’s U.S. Small Cap Growth Manager Search – Domestic Equities 

 

9:30 – 10:15  Margaret Jadallah, Verus Advisory, Inc. 

    Thomas Taylor, ACERA 

    Betty Tse, ACERA  

 

2. Discussion of and Possible Motion to Recommend to the Board to Adopt an Amended ACERA 

Real Assets Policy 

 

10:15 – 10:45  John Nicolini, Verus Advisory, Inc. 

Faraz Shooshani, Verus Advisory, Inc. 

Grant Hughs, ACERA 

Betty Tse, ACERA 

 

3. Discussion of and Possible Motion to Recommend to the Board to Adopt the 2018 – 2022 

Investment Plan for ACERA’s Real Assets Class 

 

10:45 – 11:15  John Nicolini, Verus Advisory, Inc. 

Faraz Shooshani, Verus Advisory, Inc. 

Grant Hughs, ACERA 

Betty Tse, ACERA 

 

 
 

Information Items:  These items are not presented for Committee action but consist of status 

updates and cyclical reports  
 

         

Trustee Remarks 

 
 

Public Input (Time Limit: 4 minutes per speaker) 

 
 

Future Discussion Items 

 

Establishment of Next Meeting Date 

November 7, 2018 at 9:30 a.m.  
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Memorandum 
 

To: ACERA 

From: John Nicolini  

Date: October 2018  

RE: ACERA Real Assets Investment Plan Update  

Executive Summary 

In March 2016, Verus and ACERA staff presented a plan for how we would recommend altering 

the real assets portfolio within the ACERA Plan.  The Board approved the new plan and we have 

been working on the private market piece of the portfolio since that time.  Today’s discussion is 

meant to finalize an investment policy that conforms to the already approved investment plan 

made in 2016.    We also plan to present an updated investment plan that incorporates the 

private fund commitments we have made since 2016 and includes the previously introduced 

“liquid pool”.  Because the liquid pool will involve terminating some existing ACERA managers 

and hiring a new manager, we wanted to provide some information on why we are making 

those changes and the steps involved for implementing the liquid pool.   

As a reminder, we recognized that performance within the real asset class was not meeting 

expectations while also carrying a considerable amount of volatility.  Staff and Verus presented 

an alternative that would seek to reduce the market volatility within the portfolio, while also 

targeting a substantially higher expected return.  The plan put forward would involve moving 

the portfolio away from a commodity futures heavy allocation and into both a diversified private 

markets portfolio and a liquid portfolio that would allocate to commodities, natural resources 

and infrastructure.  A key factor in our recommended move toward infrastructure and natural 

resources and away from commodities and TIPS/Break-evens are the following return 

expectations derived from Verus. 

  

Asset Class Ten Year Return Forecast Standard Deviation Forecast 

US TIPS 2.6% 5.5% 
Commodities 4.3% 15.9% 
Infrastructure 7.1% 18.9% 

 

Verus does not currently publish a natural resources capital market assumption but the 

underlying funds target private equity-like returns (or higher) which our capital market 

assumptions project a 6.4% return target.   
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On a forward expected return basis, we don’t feel that clients will be compensated for the risk 

they assume within commodities.  TIPS simply do not offer attractive enough yields to warrant a 

meaningful allocation within a portfolio.     

The two charts below show how the previous ACERA real assets portfolio was allocated and the 

approved target real assets portfolio.   In the near term, the liquid pool will comprise the bulk of 

the allocation till private investments can be allocated to the plan.        

 

 

 

 

In order to shift the existing real assets portfolio toward the new allocation, several steps would 

need to be taken.  The first step was to approve a new target real assets portfolio which was 

designed to provide ACERA with a more attractive risk-return profile within real assets.  Once 

the new target allocation was approved in 2016, we initiated the build-out of the portfolio by 

first consolidating the existing real assets portfolio with select private energy investments into a 

single real assets class structure called “Real Assets”.  This meant shifting Warburg Energy and 

Sheridan Energy from the private equity portfolio into the newly created real assets portfolio.  In 

addition, $110 million in natural resources and infrastructure investment commitments have 

been approved since 2016 to build out the private portion of the portfolio.   

The third stage in the process is to create the liquid pool within the real assets portfolio.   

Implementing the liquid pool is relatively straightforward, ACERA will submit redemptions for 

both Gresham TAP and ETAP as well as, the AQR Real Return Strategy and use those funds to 

invest in a custom account of liquid real assets strategies.  ACERA will also true-up the real asset 

portfolio to its full policy allocation target (5% of Total Plan).   
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The target liquid pool is meant to be a drawdown facility that will fund future private real asset 

investments.  We will replace the existing AQR Real Return Strategy and Gresham commodity 

exposure with the liquid pool to provide a more diversified set of exposures within real assets 

and to enhance the expected returns to ACERA.  Additionally, as the liquid pool is entirely 

passively managed, ACERA will save substantially on management fees.  

 

 

Strategy Management Fees 

AQR Real Return Strategy 0.75% 

Gresham TAP 0.74% 

Gresham ETAP 1.10%* 

ACERA Custom Liquid Real Assets ~ 0.17% 

* Estimated fees.  Includes both management fees and incentive fees. 

 

It will take several years for the private real assets sleeve to be built-out, so in the interim, the 

liquid pool will provide market exposure to the underlying asset classes that ACERA will seek to 

invest in on a private markets basis.  As commitments are made to private funds, the capital will 

be drawn down on the liquid pool till the portfolio reaches the target allocation.   

The liquid pool will consist of a custom allocation benchmark (15% in commodities, 50% in listed 

natural resources equities and 35% in listed infrastructure equities).  The entire pool will be 

invested in passive investment vehicles that will provide inexpensive beta exposure to the real 

assets sub-markets.  Verus and Staff decided that passive exposure was the preferred route as 

we view the active universe in natural resources and infrastructure to be unduly expensive, with 

a limited opportunity set in terms of security selection and a manger universe that is still quite 

nascent.  Furthermore, when we review active strategies within the infrastructure and natural 

resources sectors, it was evident that each manager had a unique definition of what securities 

were available within their respective asset classes.  The commodities allocation may shift 

towards a more active strategy if we find a manager that can demonstrate skill at managing risk 

while also providing the inflation beta that we seek.  However, until such time, we believe 

passive exposure is the best way to ensure we were receiving the market exposures we were 

after.   

We plan to present the finalist for the liquid pool implementation in November.   

 

 
Past performance is no guarantee of future results. This document is provided for informational purposes only and is directed to 
institutional clients and eligible institutional counterparties only and is not intended for retail investors. Nothing herein constitutes 
investment, legal, accounting or tax investment vehicle or any trading strategy. This document may include or imply estimates, 
outlooks, projections and other “forward-looking statements.” No assurance can be given that future results described or implied by 
any forward looking information will be achieved. Investing entails risks, including possible loss of principal. Verus Advisory Inc. and 
Verus Investors, LLC (“Verus”) file a single form ADV under the United States Investment Advisors Act of 1940, as amended.   
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Recall the approved RA allocation
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 Current Real Assets (“RA”) portfolio has a large weighting in exchange‐traded 
commodities

 New Real Asset portfolio will still have exposure to commodities but in a higher 
expected return asset class (i.e. private natural resources)
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Assumptions used to model real assets
Assumptions:

 ACERA’s Total Fund Growth Rate of 7.25%

 Natural Resources  
 Custom Cash Flow Assumptions

 Assumes a 12‐Year Fund Life

 Net 16.0% IRR Return

 Infrastructure
 Custom Cash Flow Assumptions

 Assumes a 14‐Year Fund Life

 Net 11.0% IRR Return

 Mining
 Custom Cash Flow Assumptions

 Assumes a 12‐Year Fund Life

 Net 22.0% IRR Return

 Farmland/Timberland
 Custom Cash Flow Assumptions

 Assumes a 14‐Year Fund Life

 Net 9.0% IRR Return

October 2018
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Commitment schedule

October 2018
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 Projected commitments would need to increase substantially in the future in order to reach the 
~3.3% target in private real assets

 Continued commitments in natural resources (energy, mining, timber/agriculture) will be 
required if we follow the pacing plan

 Having a fully‐funded liquid pool alleviates some of the pressure to meet projected 
commitments.  We still believe private funds offer a return premium which ACERA should 
capitalize on as opportunities appear.  

RA 2014 2015 2016 2017 2018 2019 2020 2021 2022
Actual Commit ($) Actual Commit ($) Actual Commit ($) Actual Commit ($) Projected Commit ($) Projected Commit ($) Projected Commit ($) Projected Commit ($) Projected Commit ($)

Infrastructure $35,000,000.00 $80,000,000.00 $65,000,000.00 $70,000,000.00
Natural Resources $15,000,000.00 $35,000,000.00 $55,000,000.00 $55,000,000.00
Mining  $30,000,000.00 $30,000,000.00
Timberland/Farmland $55,000,000.00

Annual Commitment ($)* Total RA Portfolio  $15,000,000.00 $0.00 $35,000,000.00 $35,000,000.00 $80,000,000.00 $95,000,000.00 $110,000,000.00 $70,000,000.00 $85,000,000.00

Listed Infrastructure $127,001,151.35 ‐$33,250,000.00 ‐$38,500,000.00 ‐$24,500,000.00 ‐$29,750,000.00
Listed Natural Resources $181,430,216.21 ‐$47,500,000.00 ‐$55,000,000.00 ‐$35,000,000.00 ‐$42,500,000.00
Commodities $54,429,064.86 ‐$14,250,000.00 ‐$16,500,000.00 ‐$10,500,000.00 ‐$12,750,000.00
Total Public  $362,860,432.42 ‐$95,000,000.00 ‐$110,000,000.00 ‐$70,000,000.00 ‐$85,000,000.00

Number of 
Commitments* Total PE Portfolio  0 0 0 6‐8 5‐6 5‐6 5‐6 5‐6 5‐7

Projected Commit 
(#)

Projected Commit 
(#)

Projected Commit 
(#)

Projected Commit 
(#) Projected Commit (#) Projected Commit (#) Projected Commit (#) Projected Commit (#) Projected Commit (#)

Infrastructure 1 2 2 2
Natural Resources 1 1 1 1
Mining  1 1
Timberland/Farmland 1

Number of 
Commitments* Total 1 0 1 1 2 3 2 2 2



Cash flow projection

October 2018
ACERA 5

TOTAL PROJECTED ALLOCATIONS 12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018 12/31/2019 12/31/2020 12/31/2021 12/31/2022

Actual Allocation Actual Allocation Actual Allocation Actual Allocation Projected Allocation Projected Allocation Projected Allocation Projected Allocation Projected Allocation

Infrastructures  ‐ ‐ 8,497,019.00  16,992,047.01  35,312,632.57  62,735,933.37  96,917,534.34  136,551,692.30  165,439,660.35 

Natural Resources 10,316,172.00  8,172,692.00  21,621,033.00  25,682,090.00  32,859,556.67  37,418,276.67  50,682,524.67  59,544,402.98  75,681,243.46 

Mining ‐ ‐ ‐ ‐ ‐ 4,485,000.00  11,715,000.00  21,285,000.00  30,270,000.00 

Timberland/Farmland ‐ ‐ ‐ ‐ ‐ ‐ 7,011,091.67  16,693,322.51  28,068,920.35 

Total Privates $               30,118,052  $               42,674,137  $               68,172,189  $             104,639,210  $             166,326,151  $             234,074,418  $             299,459,824 

Listed Infrastructure $             112,700,822  $               93,152,580  $               67,866,413  $               52,384,929  $               31,454,258 

Listed Natural Resources $             111,964,215  $               91,579,925  $               65,541,040  $               49,435,667  $               27,949,549 

Commodities $             158,954,641  $             125,889,691  $               85,102,947  $               59,362,374  $               26,214,956 

Total Publics $             383,619,678  $             361,829,463  $             333,961,501  $             302,484,089  $             275,999,174 

Total Real Assets $                              ‐ $                              ‐ $               30,118,052  $               42,674,137  $             451,791,867  $             466,468,673  $             500,287,652  $             536,558,507  $             575,458,998 

Approximate Plan Value ‐ Beginning of Year $          8,110,691,389  $          8,698,716,514  $          9,329,373,461  $        10,005,753,037  $        10,731,170,133 

+ Verus Growth Assumption (7.25% per year) $             588,025,126  $             630,656,947  $             676,379,576  $             725,417,095  $             778,009,835 

= Plan Value ‐ End of Year 8,110,691,388.50 $          8,698,716,514  $          9,329,373,461  $        10,005,753,037  $        10,731,170,133  $        11,509,179,967 

Real Assets as a % of Plan (Target ~5.0%) ‐‐ 0.53% 5.19% 5.00% 5.00% 5.00% 5.00%

Infrastructures % of Total Real Assets  28.21% 39.82% 7.82% 13.45% 19.37% 25.45% 28.75%

Natural Resources % of Total Real Assets 71.79% 60.18% 7.27% 8.02% 10.13% 11.10% 13.15%

Mining % of Total Real Assets 0.00% 0.00% 0.00% 0.96% 2.34% 3.97% 5.26%

Timberland/Farmland% of Total Real Assets 0.00% 0.00% 0.00% 0.00% 1.40% 3.11% 4.88%

Privates % of Total Real Assets 100.00% 100.00% 15.09% 22.43% 33.25% 43.63% 52.04%

Listed Infrastructure % of Total Real Assets 0.00% 0.00% 29.38% 25.74% 20.32% 17.32% 11.40%

Listed Natural Resources % of Total Real Assets 0.00% 0.00% 29.19% 25.31% 19.63% 16.34% 10.13%

Commodities % of Total Real Assets 0.00% 0.00% 41.44% 34.79% 25.48% 19.62% 9.50%

Publics % of Total Real Assets 0.00% 0.00% 84.91% 77.57% 66.75% 56.37% 47.96%

 As commitments are funded in the private investments an equal cash drawdown is taken pro‐
rata across the three publicly‐listed investments.  We also included growth rates across the 
public market investments using Verus capital market expectations.  



Projected private real assets allocation
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Pacing model 
projects 
ACERA will 
reach its target 
allocation to 
private real 
assets in 2025-
2026.
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Projected private vs public real assets 
allocation
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Public real 
assets declines 
over time as 
private 
commitments 
are funded.

Percentages 
assume a fully-
funded liquid 
pool that will 
drawdown as 
private 
investments 
are made.  15.1%
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