
 

 

KENTUCKY RETIREMENT SYSTEMS 
INVESTMENTS 

 
  

To: KRS Investment Committee 

From: Richard Robben, Interim Executive Director of Investments 

Date: February 6th, 2018 

Subject: Update on implementation of new asset allocation 

  

 

In July, 2017, the Investment Committee and the Board of Trustees voted to implement a new 

Asset Allocation for all systems that shifted a significant amount of dollars from Equities into 

Credit. The changes are summarized below: 

 

 
 

Due to the magnitude of the changes required, the Investment Committee decided to implement 

these changes over time, removing roughly 4% of the equity exposure per quarter. Staff executed 

the first 4% reduction at the end of September, 2017. The second installment had been scheduled 

for the early January, but was postponed in order for Wilshire to complete an investment 

structure study of our equity holdings. The first section of the report, which looked at our 

domestic equity portfolio, has been completed. The second portion, dealing with our 

International Equity portfolio, should be complete in early February. Once staff has reviewed 

this last study, we plan to execute a 6% reduction in equity exposure. When complete, the KERS 

Pension Plan and the SPRS Pension Plan will be at 48% total equity exposure, and all other plans 

will be at 53%. 

 

When the next 6% reduction is executed, Staff is recommending that the proceeds be split 

equally between the BNY Intermediate Credit CTF, and an investment grade floating rate ETF 

(FLRN, FLOT) in order to increase our exposure to floating-rate credit. Currently 23% of our 

Old New Change Old New Change Old New Change

Equity 52.00% 45.00% -7.00% 56.00% 45.00% -11.00% 63.00% 45.00% -18.00%

  US Equity 22.00% 17.50% 23.00% 17.50% 26.50% 17.50%

  Non-US Equity 20.00% 17.50% 23.00% 17.50% 26.50% 17.50%

  Private Equity 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%

Credit 25.00% 30.00% 5.00% 21.00% 30.00% 9.00% 14.00% 30.00% 16.00%

  Global Fixed Income 10.00% 10.00% 9.00% 10.00% 6.00% 4.00%

  Credit Fixed Income 12.00% 17.00% 9.00% 17.00% 6.00% 24.00%

  Cash 3.00% 3.00% 3.00% 3.00% 2.00% 2.00%

Diversifying Strategies 23.00% 25.00% 2.00% 23.00% 25.00% 2.00% 23.00% 25.00% 2.00%

  Real Estate 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%

  Absolute Return 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%

  Real Return 8.00% 10.00% 8.00% 10.00% 8.00% 10.00%

100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

KERS All OthersSPRS



Fixed Income assets are floating rate. Staff would like to see that increase to roughly 33% over 

the coming months in anticipation of interest rates rising. 

 

MOTION: Accept the recommendation of Staff to proceed with the next 6% reduction in 

Equities as stated, and that the proceeds be split evenly between the BNY Intermediate Credit 

CTF and the SPDR Bloomberg Barclays Investment Grade Floating Rate Bond ETF. (Or 

similar) 





SPDR® Bloomberg Barclays Investment Grade Floating Rate ETF State Street Global AdvisorsAs of 12/31/2017

Characteristics  

Index Average Yield to Worst 1.78%

Number of Holdings 587

Option Adjusted Duration 0.13

Option-Adjusted Spread 46.1
	

Top Sectors Weight (%)

Corporate - Finance 54.19

Corporate - Industrial 29.09

Non Corporates - Supranationals 7.87

Non Corporates - Foreign Agency 6.57

Non Corporates - Foreign Local Govt 1.01

Corporate - Utility 0.69

Cash 0.58
	

Quality Breakdown Weight (%)

Aaa 11.81

Aa 23.67

A 47.92

Baa 16.61
	

Maturity Ladder Weight (%)

0 - 1 Year 26.53

1 - 2 Years 24.08

2 - 3 Years 24.85

3 - 5 Years 24.10

5 - 7 Years 0.44
	

20180111/12:28

Expiration	Date:	04/30/2018
Date of First Use: January 2018

Totals	may	not	equal	100	due	to	rounding.
Quality Breakdown	-	Bloomberg	Barclays	uses	the	"middle	rating"	of	Moody's,	S&P,	and	Fitch	to	determine	a	security's	index	classification.	If	only	two	
of	the	agencies	rate	a	security,	then	the	most	conservative	(lowest)	rating	will	be	used.	If	only	one	rating	agency	rates	a	security,	that	one	rating	will	be	
used.	Where	there	are	no	security	level	ratings,	an	issuer	rating	may	be	used	to	determine	index	classification.	Bloomberg	Barclays	Index	breakdowns	are	
grouped	into	larger	categories.	For	example,	AAA+	and	AAA	are	listed	as	Aaa;	AA1,	AA2,	and	AA3	are	listed	as	Aa,	etc.
Important Risk Information:
Securities	with	floating or variable interest rates	may	decline	in	value	if	their	coupon	rates	do	not	keep	pace	with	comparable	market	interest	rates.	
Narrowly	focused	investments	typically	exhibit	higher	volatility	and	are	subject	to	greater	geographic	or	asset	class	risk.	The	Fund	is	subject	to	credit	risk,	
which	refers	to	the	possibility	that	the	debt	issuers	will	not	be	able	to	make	principal	and	interest	payments.
Bonds	generally	present	less	short-term	risk	and	volatility	than	stocks,	but	contain	interest	rate	risk	(as	interest	rates	rise,	bond	prices	usually	fall);	issuer	
default	risk;	issuer	credit	risk;	liquidity	risk;	and	inflation	risk.	These	effects	are	usually	pronounced	for	longer-term	securities.	Any	fixed	income	security	
sold	or	redeemed	prior	to	maturity	may	be	subject	to	a	substantial	gain	or	loss.
Non-diversified funds	that	focus	on	a	relatively	small	number	of	securities	tend	to	be	more	volatile	than	diversified	funds	and	the	market	as	a	whole.
Passively managed funds	hold	a	range	of	securities	that,	in	the	aggregate,	approximates	the	full	Index	in	terms	of	key	risk	factors	and	other	characteristics.	
This	may	cause	the	fund	to	experience	tracking	errors	relative	to	performance	of	the	index.
While	the	shares	of	ETFs	are	tradable	on	secondary	markets,	they	may	not	readily	trade	in	all	market	conditions	and	may	trade	at	significant	discounts	in	
periods	of	market stress.
ETFs	trade	like	stocks,	are	subject	to	investment	risk,	fluctuate	in	market	value	and	may	trade	at	prices	above	or	below	the	ETFs	net	asset	value.	Brokerage	
commissions	and	ETF	expenses	will	reduce	returns.
	
Distributor:	State	Street	Global	Advisors	Funds	Distributors,	LLC,	member	FINRA,	SIPC,	an	indirect	wholly	owned	subsidiary	of	State	Street	Corporation.	
References	to	State	Street	may	include	State	Street	Corporation	and	its	affiliates.	Certain	State	Street	affiliates	provide	services	and	receive	fees	from	
the	SPDR	ETFs.
Before investing, consider the funds' investment objectives, risks, charges and expenses. To obtain a prospectus or 
summary prospectus which contains this and other information, call 1-866-787-2257 or visit www.spdrs.com. Read it 
carefully.
                                                                         Not FDIC Insured • No Bank Guarantee • May Lose Value

ETF-FLRN







 

 

KENTUCKY RETIREMENT SYSTEMS 
INVESTMENTS 

 
  

To: KRS Investment Committee 

From: Richard Robben, Interim Executive Director of Investments 

Date: February 6th, 2018 

Subject: Requested changes or exemptions to IPS guidelines 

  

 

 

 

Staff is requesting waivers from current Investment Policy Statement guidelines for the reasons 

presented: 

 

 

 
 

Staff is requesting the removal of the following Investment Policy Statement guidelines, as they 

cannot be enforced: 

 

 

 

Item IPS Location Current IPS Requirement Language Request Reason Staff Note
1 Section 3: C Monitoring and assessing service providers, 

including not less than annual onsite visits, to 

assure that they meet expectations and 

conform to policies and guidelines.

Waiver Due to a shortage of Investment 

Staff, some managers have not had 

an on-site vist by staff within the last 

12 months.

Staff is requesting a formal 

waiver from this 

requirement. The waiver will 

be reviewed and renewed at 

each subsequent Investment 

Committee meeting

2 Section VIII: 

Paragraph 3

Staff shall reallocate the assets when the 

actual asset class allocation deviates from the 

policy plus any tactical shift by a minimum of 

1%, and a maximum of 15% of the allocation 

target (if target allocation is 20% then action 

required when +/- 3%).

Waiver Due to current valuations within the 

real estate sector, staff has been 

unable to find new investments in 

this area. 2. Because of the ongoing 

restructuring of the Absolute Return 

portfolio, and the changing of 

Investment Consultants, staff has not 

been able to make any new 

investments in this area.

Staff is requesting a formal 

waiver from this 

requirement for the Real 

Estate, Absolute Return, and 

Fixed Income asset classes.  

The waiver will be reviewed 

and renewed at each 

subsequent Investment 

Committee meeting

3 Section VIII: 

Section X Pg. 

27

On an annual basis, a comprehensive review 

of each asset class and underlying portfolios 

shall be conducted by the staff and presented 

to the Investment Committee.  The review 

shall consist of an organizational, 

performance and compliance assessment.

Waiver Annual Asset Class Reviews were last 

presented to the Investment 

Committee in September 2015 at the 

last Board Retreat. Due to the 

changes in board membership during 

2016 and the changing of Investment 

Consultants in 2017, annual asset 

class reviews were not produced.

Staff is requesting a formal 

waiver from this 

requirement until the May 

1st Investment Committee 

meeting.



W i l s h i r e  P r i v a t e  M a r k e t s

WILSHIRE ASSOCIATES

February 6, 2018

K e n t u c k y  R e t i r e m e n t  S y s t e m s  – E x i s t i n g  P r i v a t e  E q u i t y  
P o r t f o l i o  A n a l y s i s  a n d  F u t u r e  I m p l e m e n t a t i o n
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This Presentation contains confidential and proprietary information of Wilshire Private Markets (“WPM”), a business unit of Wilshire Associates,
and is intended for the exclusive use of the person to whom it is provided. It may not be disclosed, reproduced or redistributed, in whole or in
part, to any other person or entity without prior written permission from WPM. This presentation is for information only and is being provided
exclusively to recipients reasonably believed to be qualified to invest, as defined in the relevant jurisdiction of the prospective investor, in the
types of investments discussed and as generally managed or recommended by WPM. This presentation is a marketing communication. It is not
intended to represent investment research or investment advice. This Presentation is not an offer to sell, or a solicitation to an offer to buy, any
security or to adopt any specific investment strategy. Nothing contained herein should be considered a recommendation or advice to purchase or
sell any security or to adopt any specific investment strategy. By accepting this information you agree you have a duty to keep confidential the
information contained herein.

Third party information contained herein has been obtained from sources believed to be reliable. WPM makes no representations or warranties
as to the accuracy of such information, and WPM accepts no responsibility or liability (including for indirect, consequential or incidental damages)
for any error, omission or inaccuracy in such information and for results obtained from its use. Information and opinions are as of the date
indicated, and are subject to change without notice. This Presentation is intended for informational purposes only and should not be construed
as legal, accounting, tax, investment, or other professional advice.

Past performance does not guarantee future returns.

Any opinions expressed in this Presentation are current only as of the time made and are subject to change without notice. WPM assumes no
duty to update any such statements. Any holdings of a particular company or security discussed herein are under periodic review by the author
and are subject to change at any time, without notice. This Presentation may include estimates, projections and other "forward-looking
statements." Due to numerous factors, actual events may differ substantially from those presented.

These materials do not disclose all the risks and other significant issues related to an investment in any proposed transactions described herein.
Prior to entering into any such transactions, potential investors should ensure that they fully understand the terms of that proposed transaction
and any applicable risks, some, but not all, of which are described in more detail in any offering documents, if applicable, or may be discussed
with representatives of WPM.

WPM, its officers, directors, employees or clients may have positions in securities or investments mentioned in this presentation, which positions
may change at any time, without notice.

Wilshire® is a registered service mark of Wilshire Associates Incorporated, Santa Monica, California. All other trade names, trademarks, and/or
service marks are the property of their respective holders. Copyright © 2017 Wilshire Associates Incorporated. All rights reserved.

W i l s h i r e  P r i v a t e  M a r k e t s

IMPORTANT INFORMATION





EXISTING PORTFOLIO  
PENSION













PACING & PORTFOLIO 
CONSTRUCTION - PENSION
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W i l s h i r e  P r i v a t e  M a r k e t s

PRIVATE EQUITY PORTFOLIO 
ALLOCATION - PENSION
• The Pension plan has a 10% target to private equity investments based on its current

Investment Policy Statement

• The current private equity portfolio includes investments into buyout,
venture/growth capital, and special situations managers

• The Pension’s current allocation to private equity is approximately 10%, or at target,
based on its current Net Asset Value (“NAV”)

• With steady annual commitments of $200 million, the Pension Plan is expected to
maintain its target allocation going forward, with minimal expected deviation

• Pacing has removed the KERS and SPRS plan commitments and total values
from the Total Fund portfolio and assumes no future commitments from either
plan

• The Plan is modeled to have no Total Fund nominal asset growth over the
projected time period

• New commitments should be diversified by type within each vintage year,
including buyout, distressed / special situations, and venture/growth investments

• New commitments should be diversified across the US, Europe, and Asia-Pacific







EXISTING PORTFOLIO 
INSURANCE







PACING & PORTFOLIO 
CONSTRUCTION - INSURANCE
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W i l s h i r e  P r i v a t e  M a r k e t s

PRIVATE EQUITY PORTFOLIO 
ALLOCATION - INSURANCE
• The Insurance Plan has a 10% target to private equity investments based on its

current Investment Policy Statement

• The current private equity portfolio includes investments into buyout,
venture/growth capital, and special situations managers

• The Insurance Plan’s current allocation to private equity is approximately 10%, or at
target, based on its current Net Asset Value (“NAV”)

• With steady annual commitments of $100 million, the Insurance Plan is expected to
maintain its target allocation going forward, with minimal expected deviation

• The Plan is modeled to have no nominal asset growth over the projected time
period

• New commitments should be diversified by type within each vintage year,
including buyout, distressed / special situations, and venture/growth investments

• New commitments should be diversified across the US, Europe, and Asia Pacific







PRIVATE EQUITY PORTFOLIO 
SAMPLE IMPLEMENTATION –

PENSION & INSURANCE
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W i l s h i r e  P r i v a t e  M a r k e t s

KRS PRIVATE EQUITY PORTFOLIO 
IMPLEMENTATION – PENSION & INSURANCE

* For this presentation, Future Commitment is defined as KRS’ allocations within the four-year pacing and portfolio implementation horizon (e.g. 2018-2021).  Future Allocation should be 
+/- 5% of KRS’ target allocations. WPM has excluded the KERS and SPRS plan commitments and total values from the portfolio pacing and implementation analysis

Fund General Partner Geography Vintage
Future 

Commitment 
Pension ($M)*

Future 
Commitment 

Insurance 
($M)*

Total Future 
Commitment 

($M)*

Target 
Allocation 
Percent

Total 200 100 300 25%

Buyout 120 60 180 15%

Reserved Buyout U.S. 2018 TBD U.S. 2018 56 25 81 7%

Reserved Buyout U.S. 2018 TBD U.S. 2018 16 9 25 2%

Reserved Buyout Europe 2018 TBD Europe 2018 17 9 26 2%

Reserved Buyout Europe 2018 TBD Europe 2018 11 6 17 1%

Reserved Buyout Asia-Pacific 2018 TBD Asia-Pacific 2018 20 10 30 3%

Distressed / Special Situations 40 20 60 5%

Reserved Distressed / Special Situations U.S. 2018 TBD U.S. 2018 20 10 30 2.5%

Reserved Distressed / Special Situations Europe 2018 TBD Europe 2018 20 10 30 2.5%

Venture / Growth 40 20 60 5%

Reserved Venture / Growth U.S. 2018 TBD U.S. 2018 29 14 43 4%

Reserved Venture / Growth Europe 2018 TBD Europe 2018 11 6 17 1%



FUNDS FOR CONSIDERATION







APPENDIX
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W i l s h i r e  P r i v a t e  M a r k e t s

APPENDIX A:  PENSION PRIVATE EQUITY 
PLAN ALLOCATIONS 

PE Allocation Total Plan Market 
Value ($M)

Over / (Under) Allocation

Market Value ($M) Allocation % Dollars ($M) Allocation %

KERS 244.7 12.0% 2,042.2 40.5 1.98%

KERSH 58.9 9.2% 637.2 (4.9) -0.76%

CERS 626.1 8.9% 7,021.6 (76.0) -1.08%

CERSH 212.2 9.1% 2,337.4 (21.5) -0.92%

SPRS 20.7 8.1% 254.7 (4.8) -1.87%

Total 1,162.7 9.5% 12,293.0 (66.6) -0.54%

Total ex-KERS & SPRS 897.2 9.0% 9,996.2 (102.4) -1.02%
Data is as of January 1, 2018 as provided by KRS

• Other than the KERS plan, each of the KRS Pension Plans are under allocated to private equity

• Excluding the KERS and SPRS Pension Plan segments, the private equity market value is
approximately 9% and is underfunded relative to the target allocation

• The KERS and SPRS Plans are no longer making commitments to private equity fund
vehicles







 
 

Staff is requesting that the following Investment Policy Statement guidelines be modified as 

presented: 

 

 

 
 

 

Motion: To grant the guideline waivers as requested, and to accept the recommended changes 

guideline changes as presented. 

 

 

 

 

 

 

 

 

 

Item IPS Location Current IPS Requirement Language Request Reason Staff Note
4 Section VIII: 

Section D

No more than 20 % of total net assets of the 

private equity portfolio may be invested in a 

single industry within a particular sector.

Removal In reality, staff has no way to control 

the industries into which a private 

equity fund invests, and has no 

remedy for enforcing this restriction.

Staff is requesting that this 

guideline be removed from 

the IPS. 

5 Section VIII: 

Section D

No more than 10% of total net assets of the 

private equity portfolio may be invested in any 

single equity or debt related assets.  

Removal In reality, staff has no way to control 

the industries into which a private 

equity fund invests, and has no 

remedy for enforcing this restriction.

Staff is requesting that this 

guideline be removed from 

the IPS. 

Item IPS Location Current IPS Requirement Language Request Reason Staff Note
6 Section 4: 3 Total assets assigned to the selected manager 

shall not exceed 25% of that firm’s total assets 

under management and shall not exceed 25% 

of a firm’s total assets under management in a 

commingled product. Separate accounts or 

funds of one are not included in this 25% 

limitation for commingled products

Modification On-going monitoring of this 

requirement would require staff to 

know the total AUM of every external 

invesment manager at all times. 

1. Add "At Time of Purchase" 

to the guideline.  2. Remove 

the Separate Account or 

Fund of One exclusion

7 Section VIII: 

Section F Pg 20

No more than 50% of the total net assets of 

the Real Return portfolio may be invested in 

any one registered investment vehicle, mutual 

fund, or separately managed account

Modification This requirement can be monitored 

when a new investment is made, but 

provides staff no remedy to enforce 

in an on-going fashion.

Add "At time of purchase" to 

the guideline

8 Section VIII: 

Section F Pg 21

No more than 20% of the total net assets of 

the Real Return portfolio may be invested in 

any single closed-end or open-end limited 

partnership or other unregistered investment 

vehicle. 

Modification This requirement can be monitored 

when a new investment is made, but 

provides staff no remedy to enforce 

in an on-going fashion.

Add "At time of purchase" to 

the guideline

9 Section VIII: 

Section H Pg. 

24

At all times, at least 25.0% of the Absolute 

Return portfolio as a whole is to be available 

in quarterly or better liquidity vehicles

Modification This requirement can be monitored 

when a new investment is made, but 

provides staff no remedy to enforce 

in an on-going fashion.

Remove "At all times" and 

replace with "At time of 

purchase" 

10 Section VIII: 

Section H Pg. 

24

At all times, no more than 50.0% of the 

Absolute Return portfolio as a whole is to be 

committed to vehicles that provide liquidity on 

a greater than annual basis.

Modification This requirement can be monitored 

when a new investment is made, but 

provides staff no remedy to enforce 

in an on-going fashion.

Remove "At all times" and 

replace with "At time of 

purchase" 



W i l s h i r e  C o n s u l t i n g

WILSHIRE ASSOCIATES

February 6, 2018

B e n c h m a r k i n g  A n a l y s i s
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• The current KRS Pension Plan and Insurance Plan benchmarks are highlighted below

W i l s h i r e  C o n s u l t i n g

PENSION & INSURANCE BENCHMARKS

Pension Insurance
(%) (%)

U.S. Equity Russell 3000 Index 23.6% 24.5%

Non-U.S. Equity MSCI ACWI ex U.S. IMI Index ($Net) 23.2% 24.5%

Global Fixed Income Bloomberg Barclays Universal Index 9.0% 8.0%

Credit Fixed Income Bloomberg Barclays U.S. High Yield Index 9.0% 8.0%

Real Estate NCREIF ODCE Index (Net) 5.0% 5.0%

Absolute Return HRFI Diversified FoF Index 10.0% 10.0%

Short Term (<5 Yrs): Actual Performance
Long Term (>5 Yrs): CPI + 3%
Short Term (<5 Yrs): Actual Performance
Long Term (>5 Yrs): Russell 3000 Index + 3%

Cash Citi Group 3-Month Treasury Bill 2.2% 2.0%

Private Equity

IndexAsset Class

10.0% 10.0%

Real Return 8.0% 8.0%

*October 1, 2017 to present
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• Total Fund benchmarks to reflect strategic asset allocation policy

– One benchmark for each of 10 underlying Pension/Insurance Plans

– Weighted roll up of five Pensions into one master Pension Plan

– Weighted roll up of five Insurance plans into one master Insurance Plan

» Wilshire supports this approach and will recommend going forward

• Policy targets in Total Fund benchmark should remain static (some exceptions)

– Allows effect of over/under weight allocations to contribute to tracking error

» Provides for more robust attribution of relative performance differences

» Improves ability to manage risk within Total Fund

– Avoids letting benchmark “chase” allocation

– Systematic changes to target weights in Total Fund benchmark can make sense if 
reflective of a planned implementation of asset allocation over a stated time period

» Established and agreed upon in advance

W i l s h i r e  C o n s u l t i n g

TOTAL FUND BENCHMARKS
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• U.S. Equity

– Russell 3000 Index

– Current structure analysis in progress modeled relative to Russell 3000

» Wilshire supports

• Non-U.S. Equity

– Recently revised to MSCI ACWI ex US IMI ($Net) Index

– Current structure analysis in progress modeled relative to MSCI ACWI ex US IMI ($Net) 

» Wilshire supports

• Global Fixed Income and Credit Fixed Income

– Bloomberg Barclays Universal Index and U.S. High Yield Index

» Evaluating both as part of Fixed Income structure analysis in progress 

W i l s h i r e  C o n s u l t i n g

ASSET CLASS BENCHMARKS
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• Real Estate

– NCREIF ODCE Index

– Reflective of broad open ended universe of core real estate funds

» Wilshire supports

• Absolute Return

– HFRI Diversified Fund-of-Funds Index

– Currently evaluating as part of overall hedge fund structure and objectives review

• Real Return

– Actual performance utilized for periods less than 5 years

– CPI + 3% utilized for periods greater than 5 years 

– Currently evaluating as part of overall real return structure and objectives review

W i l s h i r e  C o n s u l t i n g

ASSET CLASS BENCHMARKS
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• Private Equity

– Actual performance utilized for periods less than 5 years 

– Russell Index + 3% utilized for periods greater than 5 years 

– Benchmarking challenges given public market volatility vs. private market valuation 
adjustments based on accounting

– Challenge in how differences contribute to Total Fund relative performance over short 
periods

» Lag in valuations can cause tracking error, over/under performance in short term

o Leads to misunderstanding of Total Fund success

» Using actual performance neutralizes impact on Total Fund relative performance

o Allows for separate focus on actual private equity results

» Public markets plus a premium = good measure over very long term

– Internal Rate of Return (IRR) analysis is critical

– Public Markets Equivalent (PME) and private peer universe comparisons for robust 
interpretation of results

W i l s h i r e  C o n s u l t i n g

ASSET CLASS BENCHMARKS



W i l s h i r e  C o n s u l t i n g

WILSHIRE ASSOCIATES

February 7, 2018

A s s e t  L i a b i l i t y  A n a l y s i s  – P r o c e s s  U p d a t e
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W i l s h i r e  C o n s u l t i n g

ASSET LIABILITY ANALYSIS
• End Goal

– May 2018 Investment Committee meeting

» Recommend and approve the asset allocation policy

• Where are we currently?

– Modeling Liabilities

» Received actuarial valuations from KRS’ actuary

» Working to model projected future cash flows and benefit payments for all plans

– Modeling Assets

» Evaluating constraints and considering additional asset classes for inclusion

» Testing illiquidity impact of the current policy allocation to meet cash flow needs

» Focusing on the role of hedge funds in the policy allocation





 

 

 

KENTUCKY	RETIREMENT	SYSTEMS	

INVESTMENTS 

   

To: Investment Committee – Kentucky Retirement Systems 

From: Anthony Chiu, Investment Officer 

Date: February 6, 2018 

Subject: Hedge Fund Redemptions Update 

   

 
All, 
 
Starting in late 2016, KRS has been refining its hedge fund portfolio. Funds that were deemed to have 
excess beta, high fees relative to their opportunity, or AUM concerns have been redeemed. This helped 
increase the concentration of the portfolio and is something that we are continuing to do so that each 
remaining investment can be more impactful - rather than diluted through overdiversification. 
 
During the 4th quarter of 2017, KRS staff asked Wilshire (our recently hired consultant) to evaluate our 
direct hedge fund holdings. After reviewing their recommendations and KRS staff calls and meetings with 
each manager, we have decided to redeem from the following six managers: Anchorage, BlackRock GAO, 
Coatue, HBK, Karya, and Tide Point. Detail on each manager is below.  
 
 
  



 
 
Anchorage  
Strategy:  Event driven / distressed equity and credit 
 
Fund assets:  $14.4 billion 
Firm assets:  $17.1 billion 
 

   
  

 
KRS investment: $38 million ($27 million Pension; $11 million Insurance) 
KRS initial direct investment date: 7/1/2016 
 
Redemption Commentary 
The 2 year lockup that resets later this year was a significant consideration. Additionally, Anchorage has 
a reputation as a credit manager, but a closer look at the portfolio reveals significant event-driven equity 
exposure. This includes two top positions that are illiquid and have been held for several years like a 
private equity investment. The fund’s size also reduces its opportunity set, while allowing Anchorage to 
collect a significant fee stream regardless of performance (which has been underwhelming in recent years). 
 
Performance 

 
 
  

Anchorage
HFRX ED: Credit 
Arbitrage Index S&P 500 MSCI ACWI

2017 7.5% 6.8% 21.8% 24.0%
2016 2.3% 10.3% 12.0% 7.9%
2015 1.3% -4.3% 1.4% -2.4%
2014 9.1% 2.9% 13.7% 4.2%
2013 20.2% 12.7% 32.4% 22.8%



 
 
BlackRock Global Alpha Opportunities (GAO) Fund  
Strategy:  Equity market neutral 
 
Fund assets:  $0.9 billion 
Firm assets:  $6,300 billion 
 

   
   

 
KRS investment: $40 million ($29 million Pension; $11 million Insurance) 
KRS initial direct investment date: 7/1/2016 
 
Redemption Commentary 
Our portfolio is not large enough to require three equity market neutral managers, and we did not view 
the fund as significantly differentiated compared to peers. Alignment is also a significant issue, as the 
success or failure of this fund is immaterial to BlackRock overall and the firm’s $100 billion Systematic 
Active Equity platform. 
 

Performance 

 
  

BlackRock GAO

HFRX EH: Equity 
Market Neutral 

Index S&P 500 MSCI ACWI
2017 5.8% 1.7% 21.8% 24.0%
2016 -10.1% -5.1% 12.0% 7.9%
2015 19.2% 5.5% 1.4% -2.4%
2014 -1.2% 3.6% 13.7% 4.2%
2013 11.4% 1.7% 32.4% 22.8%



 
 
Coatue  
Strategy:  Long / short equity focused on the technology, media, and telecommunications sectors 
 
Fund assets:  $9 billion 
Firm assets:  $12 billion 
 

   
  

 
KRS investment: $28 million ($21 million Pension; $7 million Insurance) 
KRS initial direct investment date: 7/1/2015 
 
Redemption Commentary 
The 3 year lock that resets at the end of June was a significant consideration. While Coatue deserves credit 
for capturing a significant amount of the tech stock rally in recent years, this is an expensive way to invest 
in large tech stocks like Facebook, Apple, Tencent, and Alibaba which are also the top holdings of 
inexpensive technology ETFs. Coatue’s size also constrains its opportunity set, especially on the short 
side. This is perhaps why the short book includes S&P and Nasdaq puts alongside an overly broad portfolio 
of 80 stocks, which is down from 250 in early 2016. 
 
Performance 

 
 
 
 
  

Coatue 
(1 and 20)

HFRX EH: 
Fundamental 
Growth Index S&P 500 MSCI ACWI

2017 25.2% 20.1% 21.8% 24.0%
2016 1.7% -6.6% 12.0% 7.9%
2015 10.2% -2.3% 1.4% -2.4%
2014 -2.1% 3.4% 13.7% 4.2%
2013 18.6% 4.2% 32.4% 22.8%



 
 
HBK  
Strategy:  Multi-strategy – event driven, corporate credit, quantitative strategies, structured credit 
 
Fund assets: $8.0 billion 
Firm assets: $10.7 billion 
 

   
  

 
KRS investment: $63 million ($45 million Pension; $18 million Insurance) 
KRS initial direct investment date: 11/1/2013 
 
Redemption Commentary 
While HBK is a multi-strategy fund, the largest allocation is to event-driven equity, an area where we are 
reducing exposure due to excess beta and lack of differentiation. Given HBK’s size, they are compelled 
to be in the largest, most trafficked trades, such as Yahoo / Alibaba, Tencent / Naspers, NXP 
Semiconductors / Qualcomm, and Shire / AbbVie. The fund’s decision making process is unusual, as it 
involves co-CIOs that oversee 15 separate portfolio management teams. Finally, performance has been 
underwhelming despite significant fund-level leverage (3-4x notional).  
 
Performance  

 
 
 
  

HBK
HFRX EH: Multi-

Strategy Index S&P 500 MSCI ACWI
2017 5.2% 7.9% 21.8% 24.0%
2016 8.4% 8.1% 12.0% 7.9%
2015 -2.7% 7.3% 1.4% -2.4%
2014 3.1% 1.9% 13.7% 4.2%
2013 7.6% 16.5% 32.4% 22.8%



 
 
Karya 
Strategy: Global macro 
 
Fund assets:  $0.6 billion 
Firm assets:  $1.0 billion 
 

  
   

 
KRS investment: $24 million ($17 million Pension; $7 million Insurance) 
KRS initial direct investment date: 4/1/2017 
 
Redemption Commentary 
Several of the factors that led to Karya’s redemption are structural. The CIO is the sole decision maker 
and owner of the firm, which enhances an already high level of firm risk. The firm also has a concentrated 
investor base, with the top five investors comprising nearly 80% of assets. Karya also seems to have 1 or 
2 bad months (-3% or worse) every year that dampen returns and were attributed to correlations breaking 
down – which is ideally a time that a global macro manager could shine. Finally, Wilshire believes there 
are stronger peers available in this strategy. 
 
Performance 

 
 
  

Karya 
(2 and 20)

HFRX Macro: 
Active Trading 

Index S&P 500 MSCI ACWI
2017 10.5% -0.8% 21.8% 24.0%
2016 3.8% 5.6% 12.0% 7.9%
2015 2.3% -0.1% 1.4% -2.4%
2014 10.9% 6.5% 13.7% 4.2%
2013 2.5% 3.4% 32.4% 22.8%



 
 
Tide Point 
Strategy:  Long / short equity focused on the industrial, materials, and energy sectors 
 
Fund assets:  $1.3 billion 
Firm assets:  $1.3 billion 
 

   
  

 
KRS investment: $23 million ($16 million Pension; $7 million Insurance) 
KRS initial direct investment date: 4/1/2017 
 
Redemption Commentary 
Tide Point invests in cyclical sectors like energy and materials that have been significantly out of favor in 
recent years. However, the fund’s short timeframe (average holding period of 3-6 months) can be a setup 
for getting whipsawed, rather than profiting from the behavioral foibles of other investors in cyclical 
sectors. The short side also appears to be an afterthought, with SPY puts representing the fund’s top 
holding on its latest 13F and little mention of single name shorts during diligence. Finally, the firm’s 
trading orientation adds to the high fees, as the entire portfolio typically turns over on a dollar basis in less 
than two months. 
 
Performance  

 
 

Tide Point

HFRX Equity 
Hedge: 

Energy/Basic 
Materials Index S&P 500 MSCI ACWI

2017 -3.5% 9.3% 21.8% 24.0%
2016 16.2% 6.6% 12.0% 7.9%
2015 -2.4% 3.2% 1.4% -2.4%
2014 18.1% -1.1% 13.7% 4.2%
2013 20.7% 7.0% 32.4% 22.8%
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1. Review existing exposures and classify each managers as immediate termination, 
likely replace, potentially replace, maintain investment
- Completed: 12/6 Committee meeting

2. Assess Prisma Daniel Boone custom fund of one
– Targeted Completion: End of Q1-2018

3. Asset Allocation Phase: 
– Work collaboratively with KRS to determine the most appropriate use and 

role for Marketable Alternatives on an integrated basis
– Update the KRS investment policies as necessary.
– Targeted Completion: End of Q1-2018 

4. Investment Structuring
– Specific manager and sizing recommendations
– Develop timeline to full implementation
– Targeted Completion: Q2/Q3 2018

W i l s h i r e  C o n s u l t i n g

Current  Engagement  Plan
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• Wilshire was directed to review the current 
hedge fund manager exposures:

– A preliminary qualitative review of the 
direct investments is complete

– As detailed in the attached report, 
Wilshire does not recommend any 
immediate terminations

• Due to the compressed time frame and 
limited accessibility, Wilshire was not able to 
assess the Daniel Boone exposures in time for 
this committee meeting.

W i l s h i r e  C o n s u l t i n g

Review of  Current  Di rect  Investments
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• Of the 15 direct hedge fund investments reviewed, Wilshire will likely 
recommend retaining 11.

• The current direct portfolio is heavily skewed towards Diversifying 
Strategies, inline with previous committee mandates.

• The Directional strategies tend to be less reliant on market beta then 
many peers

• Only five managers have track records through the crisis: Anchorage, 
Davidson Kempner, HBK, SRS, and Systematica

• Consistent with a risk based approach, managers with higher 
volatility tend to have lower allocations while the three multi-
strategy managers all have allocations over 10%

• Equity Market Neutral strategies are a large portion of the 
Diversifying allocation, increasing stock selection risk

• Systematic Macro & Risk Premia are under-represented

W i l s h i r e  C o n s u l t i n g

Di rect  Investment  Observat ions



PRELIMINARY STRUCTURING 
REVIEW
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W i l s h i r e  C o n s u l t i n g

ABSOLUTE RETURN PORTFOLIO SUMMARY
Manager Strategy Sub-Strategy As of 8/31/2017 Post
Directional HFs PROGRAM Redemptions

SRS Partners US Equity Hedge Sector- Technology $10,551,457 0.9% 1.1%
Tide Point Partners Equity Hedge Sector- Cyclicals $22,939,363 2.0% 2.4%
Anchorage Capital Event Driven Distressed $36,798,869 3.2% 3.9%
Governors Lane Fund Event Driven Multi-Strategy $39,880,584 3.5% 4.3%
Tricadia Select Event Driven Credit $6,573,733 0.6% 0.7%

TOTAL DIRECTIONAL $240,781,086 21.0% 12.4%
Diversifying HFs

Blackrock GAO Fund Equity Hedge Equity Market Neutral $39,657,122 3.5% 4.2%
Systematica BlueMatrix Fund Equity Hedge Equity Market Neutral $17,207,174 1.5% 1.8%
Gotham Neutral Strategies Equity Hedge Equity Market Neutral $22,370,255 2.0% 2.4%
Davidson-Kempner LP Event Driven Multi-Strategy $53,105,667 4.6% 5.7%
Liquidalts H20 Force Macro Systematic Diversified $22,745,536 2.0% 2.4%
Karya Fund LLC Macro Discretionary Thematic $21,839,052 1.9% 2.3%
Myriad Opportunities Macro Asia $47,008,500 4.1% 5.0%
Credit Suisse SPF Relative Value Structured Credit $41,502,343 3.6% 4.4%
HBK II Relative Value Multi-Strategy $63,502,578 5.5% 6.8%
Prudential GLRV Relative Value Fixed Income-Arb $22,513,139 2.0% 2.4%

TOTAL DIVERSIFYING $367,838,963 32.1% 37.5%
TOTAL DIRECT MANAGERS # of Managers 28 $608,620,049 53.1% 0.0%

Directional Managers in Redemption $124,037,079 10.8%
Diversifying Managers in Redemption $16,387,598 1.4%

DIRECT - POST REDEMPTIONS # of Managers 15 $468,195,372 40.9% 49.9%

PRISMA CAPITAL $535,525,416 46.7% 50.1%
In Redemption $66,009,000 5.8%

Other FoFs $1,496,900 0.1% 0.0%
TOTAL MARKETABLE ALTERNATIVES $1,145,642,366 100.0% 100.0%

TOTAL ALTS - POST REDEMPTIONS/FOF CLOSURES $937,711,789
$16,790,994,603 6.8% 5.6%

Weight

TOTAL PLAN
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W i l s h i r e  C o n s u l t i n g

DIRECT PORTFOLIO CAPITAL Vs.  RISK
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W i l s h i r e  C o n s u l t i n g
PERFORMANCE SUMMARY:  D IRECT PORTFOLIO

Notes:

Period Jan-08 to Jul-17

Fund Name Strategy YTD 1 Year 3 Year 5 Year
S&P 500 
Correl

S&P 500 
Beta

Std Dev 2016 2015 2014 2008

S&P 500 SP500 11.60% 16.06% 10.9% 14.8% 1.00 1.00 15.4% 12.0% 1.4% 13.7% (37.0%)
BAML ML 10+ Year US Treasury Index 4.69% (9.46%) 5.1% 2.0% (0.29) (0.23) 11.9% 1.2% (1.0%) 24.4% 24.4%
HFRI - Diversifying Strategies- Fund Weighted HFRI 1.16% 0.52% 2.5% 2.3% 0.29 0.06 3.2% 2.2% 0.6% 5.4% 2.7%
HFRI - Directional Strategies- Fund Weighted HFRI 6.71% 10.94% 3.6% 6.6% 0.87 0.49 8.5% 7.3% (2.1%) 2.0% (27.5%)
HFRI Macro: Systematic Diversified Index HFRI (1.53%) (7.50%) 1.7% (0.1%) (0.09) (0.04) 7.5% (1.4%) (2.4%) 10.7% 18.1%
Barclays US High Yield Index Index 6.10% 10.97% 5.3% 6.7% 0.72 0.51 10.8% 17.1% (4.5%) 2.5% (26.2%)
SRS Partners Master Fund LP Directional 8.93% 17.03% 6.6% 12.0% 0.26 0.18 10.7% (1.5%) 14.8% 14.9% (1.0%)
Tide Point Capital Directional (10.34%) (4.62%) 0.1% 7.6% 0.45 0.25 8.5% 16.2% (2.4%) 18.1%
Anchorage Capital Offshore, Ltd Directional 2.75% 4.86% 2.5% 8.4% 0.50 0.21 6.4% 2.3% 1.3% 9.1% (14.4%)
Governors Lane Fund Directional 6.93% 12.39% 0.54 0.18 5.1% 10.5%
Tricadia Credit Strategies Fund LP Directional 4.08% 5.97% 0.5% 4.3% 0.46 0.16 5.4% (1.5%) (1.9%) 4.0% 2.6%
BlackRock GAO Fund Ltd. Diversifying 2.68% (3.96%) 3.9% 3.6% 0.40 0.18 6.9% (10.5%) 18.8% (1.6%)
Systematica BlueMatrix Fund Limited Diversifying (0.61%) 3.78% 3.3% 5.0% 0.25 0.12 7.4% (2.7%) 7.9% 10.4% 8.8%
Gotham Neutral Fund LP Diversifying (3.29%) 1.42% 0.5% 2.7% 0.23 0.08 5.3% 7.5% (4.8%) 7.6%
Davidson Kempner Institutional Partners, L.P. Diversifying 4.15% 7.35% 3.6% 6.1% 0.62 0.16 3.9% 6.8% 1.6% 4.5% (9.7%)
H20 Alpha Ten Diversifying 4.84% 20.74% 8.3% 13.4% 0.15 0.11 12.0% (2.3%) 18.3% 8.9%
Karya Fund LLC Diversifying (1.47%) (4.41%) 2.4% 7.3% 0.14 0.10 10.6% 3.8% 2.3% 10.9%
Myriad Opportunities Fund Diversifying 9.05% 12.40% 10.9% 12.2% 0.29 0.10 5.4% 3.9% 3.1% 20.5%
Credit Suisse Securitized Products Fund Diversifying 7.09% 10.22% 6.8% 10.8% 0.33 0.06 2.8% 4.7% 6.1% 10.7%
HBK Master Fund Diversifying 1.81% 4.40% 1.9% 4.1% 0.51 0.14 4.3% 8.2% (2.6%) 3.2% (16.2%)
Prudential Global Liquidity Relative Value Diversifying 7.11% 12.08% 9.6% 0.60 0.12 3.2% 10.9% 9.9%

PERFORMANCE RISK ANNUAL PERFORMANCE
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W i l s h i r e  C o n s u l t i n g

DIRECT:  ROLE IN PORTFOLIO - Tra i l ing  5  Years

Notes: Excluded due to short track record: Governors Lane, Prudential GLRV
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W i l s h i r e  C o n s u l t i n g

DIRECT: ROLE IN PORTFOLIO- Al l  Managers

Notes: Governors Lane track record begins June 2015.
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W i l s h i r e  C o n s u l t i n g

DIRECT: ROLE IN PORTFOLIO- Cr is is

Notes: Only five of the 15 current direct exposures have track records through the crisis and recovery. 
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W i l s h i r e  C o n s u l t i n g

DOWNSIDE RISK – LAST FIVE YEARS

Notes: Only five of the 15 current direct exposures have track records through the crisis and recovery. 
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W i l s h i r e  C o n s u l t i n g

DOWNSIDE RISKS – CRISIS PERIOD

Notes: Only five of the 15 current direct exposures have track records through the crisis and recovery. 



ASSET ALLOCATION
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Wilshire Consulting has been a pioneer in objectively identifying and quantifying investment risks for 
more than four decades. Our experience has shown repeatedly that effectively managing risks and 
costs are critical factors in achieving long-term investment objectives.

Understanding Risk Drives our Investment Process

• Risk should be compensated: Risk and return go hand-in-hand, but not all risks are rewarded 
equally. Be extremely selective.

• Downside and behavioral risks should be managed: Investors are enamored with potential 
returns and often underestimate the associated risks. Drawdowns destroy long-term wealth 
potential. Actively manage risk exposures.

• Market timing can be dangerous: "Tactical" investments may create more risk than 
return...use tactical positioning only when the potential reward is compelling.

• Costs matter: In a world of uncertain outcomes, fees and expenses are risks that are known 
with near-perfect insight and are a hurdle between the portfolio and its objectives. Be an 
extremely disciplined buyer.

• The illiquidity risk premium varies and, alone, may be insufficient to justify private 
investments: Tailor alternative investment strategies to take advantage of specific markets or 
managers that offer unique opportunities.

W i l s h i r e  C o n s u l t i n g

FUNDAMENTAL RISK BELIEFS
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W i l s h i r e  C o n s u l t i n g

WILSHIRE CONSULTING HEDGE FUND 
INVESTMENT PHILOSOPHY
• Hedge funds are an implementation tool used to achieve portfolio objectives. 

• Hedge funds are not homogenous and have varying levels of directionality, risk and liquidity. 

• Manager structuring and selection is highly dependent on investor objectives, risk tolerances, 
and governance capabilities.

Therefore…

• Instead of “hedge fund”, lets talk in terms of marketable alternatives.

• Benchmark agnostic strategies and/or funds with investment lives of < 5 years.

• Instead of building a diversified portfolio of hedge fund investments (typical mentality), let’s 
invest in a diversified set of strategies to achieve one or more outcomes: 

• Drive returns (Growth)

• Hedge downside risks (Diversifiers) 

• Protect against inflation (Real Assets)

• Focus on Downside Risks: A reminder from 2008 is that qualitative considerations and 
potential tail risks can be more important than volatility and historical correlation relationships.
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W i l s h i r e  C o n s u l t i n g

STRUCTURING MARKETABLE ALTERNATIVES
ROLE DRIVEN INVESTING

Wilshire Consulting recommends segregating the hedge fund universe of strategies into 
Directional and Diversifying sub-groups.

Directional Alternatives
• Strategies that tend to be directionally long risk assets and exhibit higher equity 

correlations, though many exhibit low beta
• Allocations factored into overall directional risk in portfolio
• Most Equity Hedge and Event Driven (Spec Sits & Distressed) with some Relative Value
• Trailing 5 year:  Equity correlation of 0.87. Equity beta of 0.45.

Diversifying Alternatives
• Strategies that rely on arbitrage opportunities, dynamic directional exposures or specific 

market inefficiencies to generate returns. Generally low beta AND low equity correlations
• Designed to diversify versus Policy over most rolling periods > one year
• Strategies: All Global Macro, Equity Market Neutral, Merger Arbitrage, some Relative 

Value, some Credit, direct lending, opportunistic. 
• Trailing 5 year:  Equity correlation of 0.30. Equity beta of 0.05.





INVESTMENT BELIEFS
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W i l s h i r e  C o n s u l t i n g

MARKET ALTERNATIVES BELIEFS

• Hedge funds are not an asset class. Return drivers & risk levels vary
• Every investment should have a role in the portfolio: drive returns, 

hedge inflation, hedge downside risks. Every investment should 
compete for capital on this basis

• Correlation matters at least as much as beta
• Diversifying investments need not be low volatility
• Managing to volatility levels is not enough: downside risks exacerbate 

behavioral risks and governance missteps
• Over-diversification is a common structuring mistake and increases risk 

of achieving mediocre index returns
• Most strategies have an identifiable beta or risk premia. Don’t overpay.
• Minimize fixed costs while being willing to pay for edge and upside 
• Selection alpha is rare. Focus on structural inefficiencies, control 

strategies, unique markets/risks, and strategies with tail winds.
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• Selection Alpha – Alpha derived from active
security selection with measurable skill versus
peers and passive options. Can come from
multiple sources and extremely rare.

• Control Alpha – Alpha derived from a
manager’s direct involvement with an
investment, e.g., Activist, Distressed for
control.

• Illiquidity Premium – Premium derived from
being a longer term capital provider, i.e., direct
lending, whole loan purchases; can have a
transitory & or opportunistic element, i.e., bank
regulatory relief.

• Alternative Beta - Former Alpha strategies
that have become more readily accessible due
to research and creation of new investment
vehicles.

• Traditional Beta - Returns derived from being
a provider of capital via securities or owning
hard assets.

Def in ing Alpha and Beta Return Components

CONTROL
ALPHA

ILLIQUIDITY 
PREMIUM

ALTERNATIVE BETA

TRADITIONAL BETA

SELECTION 
ALPHA

W i l s h i r e  C o n s u l t i n g
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W i l s h i r e  C o n s u l t i n g

D ivers i fy ing  Investments  ≠Lower  Returns
Modern portfolio theory says higher risk (i.e. equity risk) =  higher return. The fine print: no 
leverage, no shorting, perfect information, etc. The reality is structural and behavioral 
inefficiencies create opportunities for unconstrained, opportunistic managers

Why does this matter? Equity risk doesn’t have to be a key driver of returns. Regardless of if 
they meet or beat risk assets, diversifying investments give investors additional degrees of 
freedom to manage portfolios, i.e., providing liquidity to buy under-valued assets in 2008

Source: HFR and Wilshire. All manager/fund results normalized  to the volatility of the S&P 500 for the period January 2008 to June 2016.

• 2008-2016, the average 
Equity Hedge manager 
has returned 3.4% while 
Systemic Macro 
managers averaged 
5.4%

• Manager selection is 
critical: Equity Hedge 
managers exhibited 
higher dispersion than 
the Macro managers
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• Tight credit spreads, relatively rich equity markets, and consistently low volatility levels 
point to a possible downturn in the current market cycle.

• Wilshire currently favors true “diversifying” strategies or those less correlated to risk assets.

– CTA Strategies

– Market-Neutral Strategies

– Multi-Strategy Funds

– Relative Value Strategies

– Structured Credit Strategies

• When considering “growth” investments, Wilshire favors directional strategies that have some 
barriers to entry or have a control/catalyst element.

– Activist Strategies

– Private Credit Strategies

– Sector-Specific Strategies

– Small/Mid Cap Strategies

– Migration away from large cap, long-biased equity and high yield strategies

W i l s h i r e  C o n s u l t i n g

Market  Out look and Strategy Focus



INVESTMENT STRUCTURING
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W i l s h i r e  C o n s u l t i n g

Opt imiz ing Hedge Fund Risk Al locat ions
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The information included in this Presentation relates to the services provided by Wilshire Consulting (“WC”) and Wilshire Private Markets (“WPM”)
both divisions of Wilshire Associates Incorporated (“Wilshire”). Opinions and practices described herein are those of WC and WPM and may be
similar to or different from those of other Wilshire divisions. Any views expressed in this Presentation are current only as of the time made and are
subject to change without notice. Wilshire assumes no duty to update any such statements. Any holdings of a particular company or security
discussed herein are under periodic review and are subject to change at any time, without notice. This Presentation may include estimates,
projections and other "forward-looking statements." Due to numerous factors, actual events may differ substantially from those presented.

This Presentation contains confidential and proprietary information of Wilshire Associates Incorporated and is intended for the exclusive use of the
person to whom it is provided. It may not be disclosed, reproduced or redistributed, in whole or in part, to any other person or entity without prior
written permission from Wilshire. This presentation is a marketing communication. It is not intended to represent investment research or
investment advice. This Presentation is not an offer to sell, or a solicitation to an offer to buy, any security or to adopt any specific investment
strategy. This presentation is being provided exclusively to recipients reasonably believed to be qualified to invest, as defined in the relevant
jurisdiction of the prospective investor, in the types of investments discussed and as generally managed or recommended by Wilshire. By
accepting this information you agree you have a duty to keep confidential the information contained herein. This material is intended for
informational purposes only and should not be construed as legal, accounting, tax, investment, or other professional advice.

Third party information contained herein has been obtained from sources believed to be reliable. Wilshire makes no representations or warranties
as to the accuracy of such information, and Wilshire accepts no responsibility or liability (including for indirect, consequential or incidental
damages) for any error, omission or inaccuracy in such information and for results obtained from its use. Information and opinions are as of the
date indicated, and are subject to change without notice.

Past performance does not guarantee future results.

These materials do not disclose all the risks and other significant issues related to an investment in any proposed transactions described herein.
Prior to entering into any such transactions, potential investors should ensure that they fully understand the terms of that proposed transaction and
any applicable risks, some, but not all, of which are described in more detail in any offering documents, if applicable, or may be discussed with
representatives of Wilshire.

Wilshire, its officers, directors, employees or clients may have positions in securities or investments mentioned in this presentation, which
positions may change at any time, without notice.

In the creation and provision to you of this informational document, Wilshire is not acting in an advisory or fiduciary capacity in any way, including
without limitation with respect to the Employee Retirement Income Security Act of 1974, as amended or the Department of Labor rules and
regulations thereunder, and accepts no fiduciary responsibility or liability with respect to this information or any decision(s) that may be made
based on the information provided.

Wilshire® is a registered service mark of Wilshire Associates Incorporated, Santa Monica, California. All other trade names, trademarks, and/or
service marks are the property of their respective holders. Copyright © 2017 Wilshire Associates Incorporated. All rights reserved. 171009 E1117

W i l s h i r e  C o n s u l t i n g

IMPORTANT INFORMATION



 

 

 

KENTUCKY	RETIREMENT	SYSTEMS	

INVESTMENTS 

   

To: Investment Committee – Kentucky Retirement Systems 

From: Anthony Chiu, Investment Officer 

Date: February 6, 2018 

Subject: Investment Recommendation – Strategic Value Special Situations Fund IV 

   

 
KRS staff and Wilshire are proposing a commitment to Strategic Value Situations Fund IV, a $2.5 billion 
distressed debt fund that invests in North America and Europe. The Strategic Value Partners (SVP) team 
has produced attractive, consistent returns over its first three drawdown funds which date back to 2008. 
SVP has an operationally intensive investment process that focuses on 30-40 companies that they can 
influence over a multi-year holding period and initial visibility into 
what will be a concentrated portfolio are also favorable. Our recommendation is timely as the fund is 
planning to have its final close in April and is likely to be oversubscribed.  
 
Business / People:  

SVP was formed in 2001 by Victor Khosla in Greenwich, CT and makes distressed and restructuring 
investments through a hedge fund vehicle (~$2 billion of assets) and drawdown funds (~$5 billion of 
assets). The firm has 103 employees, 39 of which are investment professionals. Khosla owns 100% of the 
firm, but has allocated more carried interest in Fund IV to key members of the Deal Underwriting, Deal 
Operating, and Global Sourcing teams. 

Investment Process and Portfolio:  

 
 
 

   
 

 
 
 
 
 
 
 

  



 
Performance:  

 

Conclusion: Staff is recommending an investment of $65 to $70 million (depending on allocation) in 
Strategic Value Special Situations Fund IV to be shared between the following plans: KERSH, CERS, 
CERSH, and all 5 Insurance plans. Because of the illiquid nature of this opportunity, we do not recommend 
it for the KERS or SPRS pension plans. 

 
Investment and Terms Summary 

  
 

    
 

   
 

  
  

 
 

  
 

   
 

   
 

 
      

   

   
 
 

 

Fund Vintage

Size 

($MM)

Gross

IRR 

Gross

Multiple

Net

IRR 

Net 

Multiple

SVSS I 2008 $346 18.9% 2.3x 16.3% 2.0x

SVSS II 2010 $918 18.7% 2.0x 15.5% 1.8x

SVSS III 2013 $1,310 19.2% 1.5x 14.6% 1.4x

Source: SVP as of 9/30/17





General Disclaimers 

2 

This Presentation is not an offer to sell or a solicitation of an offer to buy any 
interest in any fund or account managed by Strategic Value Partners, LLC or its 
affiliates (“SVP”). Any such offer may only be made by the Confidential Explanatory 
Memorandum or Confidential Private Placement Memorandum which contains 
summary information relating to, among other things, the numerous risks and 
conflicts of interest involved in such investment, including the illiquidity of such 
investment and the risk of a total loss of the amount invested. Any reference to 
“We” or “Our” throughout the presentation refers to SVP. 

This Presentation is confidential and intended only for the person to which it is 
delivered (the “Recipient”) and the Recipient’s professional advisers, subject to 
customary undertakings of confidentiality.  

For Endnote and Source references please refer to the end of this presentation. 
Please also see “General Disclosure Notes” for a complete understanding of this 
presentation. 
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Strategic Value Partners – The Team 

Kevin Lydon, 47 

Greg Braylovskiy, 38 

Hannah Cusworth, 35 

Victor Khosla, CIO, 59    

David Geenberg, 34 

Daniel Han, 39 

Michael Schwartz, 39 

John Brantl, 34 

HJ Woltery, 52 

Florian Kawohl, 45 

Bryan Kelly, 42 

Jason Clarke, 47 

Anthony O’Carroll, 43 

Christoph Majeske, 38 

+ 

7 Chairmen of Portfolio 
Companies 

Advisory 
Council 

Flip Huffard (US) 
Goran Puljic (US) 

José Barreiro (EU) 
Sir David Cooksey (EU) 

Dr. Bernd Farholz (EU) 
Ian Guthrie (EU) 

David Weaver (EU) 
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Firm Infrastructure 
Fund Accounting, Operations, Legal, 

Business Development 

Michael Hewett, 48 

Edward Kelly, COO, 49 

David Charnin, GC & CCO, 43 

Jim Dougherty, CFO, 41 64 

US 

EU 

102 Professionals 
+ 

7 Advisory Council 

Sourcing 
8 

Deal Analysis & 
Financial 

Restructuring 
24 

Operating 
Professionals 3 

Total Investment Team 38 

Investment team has grown from 34    38 in 2017. Most notable: steady leadership, 
rise of the next generation 

Risk Management Jon Kinderlerer, 44 3 
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Senior Investment Team 

Victor Khosla 
CIO, Founder & 
Senior Managing 
Director 
 

Mr. Khosla, 59, established SVP in 2001, and has built it into one of the major firms in distressed debt and private 
equity investments with $7.1 billion in assets under management.  Mr. Khosla has 28 years in the industry. He 
got his start at Citibank (1989-1993) and subsequently built and managed the distressed proprietary trading 
business at Merrill Lynch (1993-1998). At the time of his departure from Merrill Lynch, Mr. Khosla had investment 
authority for $2 billion in corporate and real estate investments and headed a team of 40 analysts and traders 
based in New York, Tokyo, London and Hong Kong. After leaving Merrill Lynch, Mr. Khosla had leadership roles at 
two well-known funds; he was President of Cerberus Capital (1998-1999) and ran MooreSVP (1999-2002), a JV 
with Moore Capital, which invested in distressed debt in Japan. Mr. Khosla graduated with a first class Bachelors 
of Commerce (Honors) degree from Delhi University, a MA in Economics from Vanderbilt University, as well as a 
MBA from the University of Chicago. He is a member of the Management Council at the University of Chicago 
Booth School of Business. 

Kevin Lydon 
Managing Director 

Mr. Lydon, 47, is Global Head of Sourcing for the Firm.  From 2005 to 2007, Mr. Lydon was a Managing Director 
and Co-Head of European and Asian Special Situations in London at Credit Suisse.  From 1997 to 2005, Mr. Lydon 
was at Merrill Lynch, most recently serving as a Managing Director and Co-Head of European Leveraged Finance 
Trading in London, and previously in New York, where he managed a book of distressed loans.   Prior to that, Mr. 
Lydon worked as an Analyst at Fitch Investment Services in New York from 1993 to 1997.  Mr. Lydon received a 
BA in Economics from Washington and Lee University in 1992 and an MBA in Finance from New York University in 
2000. 

David Geenberg 
Managing Director 
 

Mr. Geenberg, 34, is Co-Head of the North American investment team.  Since joining SVP in 2009, Mr. Geenberg 
has led the firm’s investment efforts in the infrastructure, energy, and power sectors in North America and has 
served on the steering committees of over a dozen significant restructurings.  Previously, Mr. Geenberg worked at 
Goldman, Sachs & Co., most recently in the Infrastructure Investment Group and Principal Investment Area 
focused on energy and transportation infrastructure businesses, and, prior to that, in the investment bank’s 
Natural Resources Group.  Mr. Geenberg received a BA in Economics summa cum laude from Dartmouth College 
in 2005.  Mr. Geenberg is on the Board of Directors of SilverBow Resources (formerly Swift Energy) and 
previously served on the Boards of Directors of Bicent Power and White Energy. 

Daniel Han 
Managing Director  
 

Mr. Han, 39, is Co-Head of the North American investment team.  From 2002 to 2014, Mr. Han was with 
Wellspring Capital Management, most recently as a Principal and one of four deal team leaders where he led 
transactional execution and portfolio company management.  Mr. Han was a member of Wellspring’s Investment 
Committee and a member of the Board of Directors of investments since 2006.  From 2000 to 2002, Mr. Han was 
an Investment Banking Analyst in the Mergers and Acquisitions Group at J.P. Morgan.  Mr. Han received a BS from 
the University of Virginia McIntire School of Commerce with a concentration in Finance in 2000. Mr. Han is on the 
Board of Directors at SH-130, Wastequip and Orleans Homebuilders, and was formerly on the Board of Directors 
at Aromair (formerly the US division of Jeyes) and GSE Environmental. 
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Senior Investment Team 

John Brantl 
Managing Director 
 

John Brantl, 34, is Co-Head of the European investment team.  He joined SVP in 2006 and has been based in 
London since 2012.  Prior to joining SVP, Mr. Brantl worked in investment banking in Goldman, Sachs & Co.’s 
Financial Institutions Group.  Mr. Brantl received an AB in Economics from Princeton University in 2005.  Mr. 
Brantl serves on the Boards of Directors of a number of portfolio companies, including Cory Riverside Energy, 
APCOA PARKING, Genco Shipping and Trading, and Hibu Group. 
 

Jason Clarke 
Managing Director 
 

Mr. Clarke, 47, is Co-Head of the European investment team having joined SVP at the opening of the European 
office in 2004. From 1999 to 2004, Mr. Clarke was an Assistant Director at Close Brothers, a UK advisory firm 
where he led numerous European transactions in the Corporate Restructuring Group. Prior to that, Mr. Clarke was 
as an accountant (ACA) with Arthur Andersen in the corporate tax department from 1995 to 1999. Mr. Clarke 
received a BA in Mathematics from the University of Oxford in 1991, and MSc in Pure Mathematics in 1992 and a 
PhD in Pure Mathematics in 1995 from the University of Leeds. Mr. Clarke is on the Board of Directors of Klöckner 
Pentaplast and is on the Supervisory Board of Pfleiderer.  
 

HJ Woltery 
Managing Director  
 

Mr. Woltery, 52, is Co-Head of the European investment team having joined SVP at the opening of the European 
office in 2004. From 1985 to 2004, Mr. Woltery worked at Deutsche Bank in various roles, most recently as a 
Senior Research Analyst and Head of Research, Germany, in the London Distressed Products Group, where he was 
responsible for covering European credits across a variety of industries and jurisdictions. Mr. Woltery received a 
Diploma in Banking from the Bank Academy in Aachen/Coburg in 1991 and an MBA from the Ashridge 
Management College in 2001. 
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Senior Infrastructure Team 

Jean-Louis Lelogeais 
Co-Founder & Senior 
Managing Director 
 

Mr. Lelogeais, 59, is responsible for strategic relationships. From 1999 to 2001, Mr. Lelogeais oversaw business 

development for Moore Strategic Value Partners, a joint venture with Moore Capital Management LLC. From 1997 

to 1999, Mr. Lelogeais headed Lelogeais & Co., LLC, an advisory firm focused on strategic management issues in 

global wholesale financial services. Prior to that, he was a Managing Director at Chase Manhattan Bank from 

1994 to 1997, where he participated in the Global Bank strategic repositioning, and after the merger with 

Chemical Bank, implemented the merger integration of the Global Client Management business. From 1985 to 

1994, Mr. Lelogeais was a Partner with Booz Allen Hamilton, where he managed the Wholesale Banking and 

Capital Markets practice. During his more than 10 years as a management consultant, Mr. Lelogeais acquired 

significant experience across corporate banking and capital markets businesses and in turnaround and growth 

strategies. Mr. Lelogeais received an MS in Engineering from Ecole des Mines in 1981 and an MS in Management 

Sciences from the Massachusetts Institute of Technology in 1985. 

 

Edward Kelly 
Managing Director & 
Chief Operating 
Officer 

Mr. Kelly, 49, oversees the finance, operations and legal functions of the firm. From 1999 to 2006, Mr. Kelly was 

a Partner and Chief Financial Officer for Sagamore Hill Capital Management. From 1998 to 1999, Mr. Kelly was 

Chief Financial Officer of Croesus Capital Management. Prior to that, Mr. Kelly worked at Goldstein Golub Kessler 

from 1990 to 1998, where he was a Senior Manager specializing in audit, tax and consulting services for hedge 

funds and broker-dealers. Mr. Kelly received a BS in Accounting from State University of New York at Albany in 

1990. 

 

 

Michael Hewett 
Managing Director 
 

Mr. Hewett, 48, is Global Head of Investor Relations. From 2004 to 2010, Mr. Hewett worked at Terra Firma 

Capital Partners most recently as a Managing Director and Head of Investor Relations. From 1999 to 2004, Mr. 

Hewett was part of the senior team of Atlantic-Pacific Capital, an institutional placement firm. From 1991 to 

1999, Mr. Hewett held various positions at Morgan Stanley in London and Tokyo, mostly in the private equity 

area. Mr. Hewett received a BA in 1991 and an MA in 1995 in Politics, Philosophy and Economics from the 

University of Oxford.  
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SVP funds’ Advisory Council 

José Barreiro 

Member – SVP 

funds’ Advisory 

Council 

Mr. Barreiro, 59, is primarily involved in furthering the European franchise, in particular Spanish relationships. Mr. 

Barreiro has more than 30 years of experience in the banking sector. He has held a number of executive positions at 

BBVA from 1998 to 2012, including Global Head of Corporate and Investment Banking from 2005. He was also a 

member of BBVA’s Executive Committee at Group level from 2005 onwards and most recently a Senior Advisor to the 

bank. Prior to BBVA, Mr. Barreiro held senior positions at a number of financial organizations, including Banco 

Santander, Bankers Trust Company and Chase Manhattan Bank. In addition to nonprofit board roles, he was, until 

recently, Deputy Chairman of Bolsas y Mercados Españoles, the operator of all stock markets and financial systems in 

Spain. 

Sir David Cooksey 
Member – SVP 

funds’ Advisory 

Council 

Sir David Cooksey, 77, is primarily involved in furthering the European franchise. Sir David was appointed Chairman 

of UK Financial Investments in 2009 at the height of the financial crisis. He retired from that role in January 2012. He 

is Chairman of Bechtel Ltd and the Francis Crick Institute. Sir David has held a number of senior positions in the 

private and public sectors including nine years as Chairman of the Audit Commission and 11 years as a Director of the 

Bank of England. He has been an advisor to HM Government on innovation policy, leading several taskforces and 

review teams. He has been a Governor of the Wellcome Trust. Sir David previously formed Advent Venture Partners in 

1981, one of the first private equity/venture capital firms in the UK and was a co-founder of Advent International in 

1983. Sir David was knighted in 1993 and appointed a Knight Grand Cross of the Order of the British Empire (GBE) in 

2007. Sir David has a degree in Metallurgy from the University of Oxford. 

Prof. Dr. Bernd 
Fahrholz 
Member – SVP 

funds’ Advisory 

Council 

Prof. Fahrholz, 70, is primarily involved in furthering the European franchise, and in particular, the German franchise. 

Previously, Prof. Dr. Fahrholz served as Deputy Chairman of the Board of Allianz AG and as Chief Executive Officer of 

Dresdner Bank AG. He joined the bank in 1977 and over his career, ran various departments in the corporate and 

investment banking business. Presently, he is, among other activities, serving on several Advisory Boards (e.g. 

Supervisory Board of Fresenius Medical Care, Chairman of the Supervisory Board of Smartrac NV, Amsterdam). He is 

also a Professor at Frankfurt University and studied law at the Universities of Göttingen and Hamburg, receiving his 

doctorate in 1978. 
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SVP funds’ Advisory Council 

Ian Guthrie 
Member – SVP 

funds’ Advisory 

Council 

Ian Guthrie, 44, is primarily involved in furthering the European franchise. Mr. Guthrie has 25 years of banking 

experience in Europe, having previously held a number of executive positions at Lloyds and Halifax Bank of Scotland 

(“HBOS”). During his time in the corporate restructuring and workout environment, he has overseen a significant 

number of transactions of transactions across a number of pan-European asset classes.  He was most recently Managing 

Director and Head of Lloyds’ Real Estate Business Support Unit, where he was responsible for managing a significant 

part of Europe’s largest non-core real estate portfolio, and a member of the real estate Executive Committee of Lloyds’ 

non-core bank. From 2001 to 2009 he worked at HBOS, where his roles included Head of Impaired Assets, Head of 

Equity Origination, Head of Integrated Partnerships, Regional Head of Acquisition & Integrated Finance and he also sat 

on the Bank’s Private Equity Board. He started his career at the Bank of Scotland in 1989. Presently, he is a Senior 

Advisor to Jones Lang LaSalle and also an advisor to H.M. Government on industrial development, providing 

independent and expert business advice to Ministers on large business investment decisions. Mr. Guthrie has a BA 

(Hons) degree in financial services, is a Fellow of the Chartered Institute of Bankers in Scotland and a Fellow of the 

Royal Institution of Chartered Surveyors. 

 

Flip Huffard 
Member – SVP 

funds’ Advisory 

Council 

Flip Huffard, 54, is primarily involved in furthering the North American franchise. Mr. Huffard is a retired Senior 

Managing Director of The Blackstone Group, where he was employed from 1995 to 2014. Mr. Huffard was one of the 

leaders of Blackstone's Restructuring and Reorganization Group, where he provided financial advisory services to 

companies and creditors in a wide range of situations. Among others, he worked on transactions including Patriot Coal 

and Tribune Co. and led Blackstone’s restructuring efforts in the shipping industry with deals such as ZIM Integrated 

Shipping and Excel Maritime. Prior to Blackstone, Mr. Huffard worked at Hellmold Associates, Inc., a distressed 

investment and advisory firm, and in corporate finance at Smith, Barney, Harris Upham & Co. Mr. Huffard is also 

Chairman of the board of Vubiq Networks, Inc., a wireless broadband networking technology company and a member 

of the board at CORE Media Group. He received an AB in Economics from Harvard College in 1985 and an MBA with a 

concentration in finance and accounting from the Kellogg Graduate School of Management at Northwestern University 

in 1992. 
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SVP funds’ Advisory Council 

Goran Puljic 
Member – SVP 

funds’ Advisory 

Council 

Goran Puljic, 52, is primarily involved in furthering the North American franchise.  His primary goal is to help broaden 

relationships with non-bank debt investors to augment SVP’s sourcing capabilities and help identify potential lenders to 

SVP portfolio companies. Mr. Puljic is a retired Partner of Oak Hill Advisors, where, from 2008 to 2016, he was a Portfolio 

Manager and Co-head of the Corporate Structured Products Group focusing on investments in CLOs. He also had 

primary responsibility for the creation of new Oak Hill CLO vehicles in both the US and Europe. In these capacities, he 

managed over $2 billion of CLO investments and was in charge of raising, structuring and placing over a dozen CLOs in 

both the US and Europe since 2011. From 2002 to 2008, Mr. Puljic was a Managing Director at Lehman Brothers Private 

Equity group where he founded and ran the Structured Products Investment Group.  Prior to this, Mr. Puljic was a 

Managing Director at Goldman Sachs for nearly ten years, where he held various roles in derivatives and structured 

products including Head of Fixed Income for Goldman Sachs Germany. He began his career at Morgan Stanley, Westpac 

and Lehman Brothers. Mr. Puljic received a BA in Economics and graduated cum laude from Columbia University in 

1986. 

 

David Weaver 
Member – SVP 

funds’ Advisory 

Council 

David Weaver, 58, is primarily involved in furthering the European franchise. Mr. Weaver has over 34 years of 

experience in the financial services sector, most recently as CEO and Chairman of the Board at Jefferies International, 

where he led the firm's European expansion over a nine year period.  Prior to this, Mr. Weaver was a senior banker at 

Deutsche Bank/Alex Brown & Sons, serving as Global Head of Technology Investment Banking, Head of Europe Client 

Coverage and Head of European Equity Capital Markets.  Mr. Weaver began his career at the Irving Trust and then 

founded and led a public-sector finance group at Sumitomo Bank in New York. Mr. Weaver graduated from Williams 

College in 1982 with a BA in English literature and received an MBA from Harvard Business School in 1990. 
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Important Disclosures 

Unless the context indicates otherwise, the terms “SVP”, “we”, “us”, “our” and similar terms refer to Strategic Value Partners, LLC and its respective affiliates. 

This presentation is being furnished for informational purposes only, and does not constitute an offer to sell, or a solicitation of an offer to buy, any securities, including any securities issued by any 
investment vehicle managed by SVP (each, a “Fund”).  This presentation is subject to a more complete description and does not contain all of the information necessary to make an investment decision, 
including but not limited to, the risks, fees, and investment strategies of the Funds.  Any offering will only be made pursuant to additional documents, including the relevant offering memorandum, a copy 
of the limited partnership agreement, memorandum and articles of association, or similar organizational documents of the Funds and a subscription agreement, all of which must be read in their entirety.  
No offer to purchase interests will be made or accepted prior to receipt by an offeree of these documents, the completion of all appropriate documentation and the meeting of eligibility (and such other) 
requirements as may be determined by SVP.  U.S. persons must, among other requirements, be “accredited investors” and “qualified purchasers,” as defined in the applicable securities laws, before they 
can invest in the Funds. 

The market views and opinions included in this presentation represent the views and opinions of SVP only and should not be construed as investment advice. In connection with the preparation of these 
materials, SVP and its affiliates have relied on certain assumptions, as well as certain information provided by portfolio companies, the accuracy of which has not been verified by SVP. Future performance 
and events could vary materially from the outcomes predicted herein. 

Target return and volatility figures do not, nor are they intended to, constitute a promise of actual results.  Actual returns and volatility may vary significantly from the target figures included in this 
document. 

This presentation includes various forward-looking statements with respect to the Funds.  The words “anticipates,” “projects,” “intends,” “estimates,” “expects,” “believes,” “plans,” “may,” “will,” “should,” 
“could,” and other similar expressions are intended to identify such forward-looking statements.  Forward-looking statements are necessarily speculative, speak only as of the date made, and are subject 
to numerous assumptions, risks and uncertainties, all of which may change over time.  The following factors, among others, could cause actual results to differ materially and adversely from those 
projected by means of such forward-looking statements:  operational factors relating to the performance of the Funds, market conditions, and general economic conditions.  Any statements made that are 
not historical facts should be considered to be forward-looking statements. 

Investments described herein have been selected to demonstrate investment strategies, techniques and modes of analysis utilized by SVP and should not be considered illustrative or typical of the 
investments in funds or accounts managed by SVP. It should not be assumed that the investments purchased by funds and accounts managed by SVP in the future will have similar results as the 
investments discussed in this presentation. 

This presentation and the information included herein is confidential, may include information about investments made by investment vehicles advised or managed by SVP (which may be material 
information which has not been publicly disclosed), and is intended solely for the information and exclusive use of the person to whom it has been provided.  It is not to be reproduced or transmitted, in 
whole or in part, to any other person.  Each recipient of this presentation agrees to treat the presentation and the information included herein as confidential and further agrees not to transmit, reproduce, 
or make available to anyone, in whole or in part, any of the information included herein. 

Past performance is not necessarily indicative of future performance.  Future returns may be higher or lower than the results portrayed in this presentation. The performance information included in this 
presentation relates to the past performance of certain of the Funds.  The investment strategy, goals, credit risk and investment horizons of the Funds going forward may differ from the past, and there 
can be no assurance that similar results will be achieved.  

Non-SVP indices are shown because they are well-recognized measures of the broad markets rather than because there is a close relationship between the investments contained in, and the performance 
of SVP’s global distressed/deep value strategy and the securities comprising these indices.  The investment profile, credit risk and volatility of such indices may be materially different than the portfolios of 
the global distressed/deep value strategy and do not reflect the reinvestment of dividends or deduction of management or other fees. 

In relation to each member state of the EEA (each a “Member State”) which has implemented Alternative Investment Fund Managers Directive (Directive (2011/61/EU)) (the “AIFMD”) (and for which 
transitional arrangements are not/ no longer available), this presentation may only be issued, the Fund may only be marketed and interests may only be offered or placed in a Member State to the extent 
that: (1) the Fund is permitted to be marketed to professional investors in the relevant Member State in accordance with AIFMD (as implemented into the local law/regulation of the relevant Member 
State); or (2) this presentation may otherwise be lawfully distributed and the interests may otherwise be lawfully offered or placed in that Member State (including at the initiative of the investor). 

In relation to each Member State of the EEA which, at the date of this presentation, has not implemented AIFMD, this presentation may only be distributed and interests may only be offered or placed to 
the extent that this presentation may be lawfully distributed and the interests may lawfully be offered or placed in that Member State (including at the initiative of the investor). 

This presentation may only be issued to an EEA Investor who is a “professional client” within the meaning of the EU Directive 2004/39/EC on Markets in Financial Instruments and only if (i) such EEA 
investor is situated in, has its registered office in, or is domiciled in, as applicable, an EEA member state in which the Fund has been registered as being marketed; (ii) such EEA Investor is either a holder 
of interests in the Fund or has requested to receive this presentation at such EEA investor’s own initiative; or (iii) applicable law implementing the AIFM Directive would not deem the communication of 
this presentation to constitute the ‘marketing’ of the Fund to such EEA Investor.  

By taking receipt of this presentation, each recipient acknowledges that the above applies to them or the organization on whose behalf they are receiving this presentation. 

The communication of this presentation to any investor EEA is not intended to be nor shall it be deemed to constitute marketing of the Fund for the purposes of AIFMD as implemented into the local 
law/regulation of the relevant Member State. These presentation materials are being provided on the express basis that they and any related communications (whether written or oral) will not cause SVP 
to become an investment advice fiduciary under ERISA or the Internal Revenue Code with respect to any retirement plan or IRA investor, as each recipient of this presentation is fully aware that SVP (i) is 
not undertaking to provide impartial investment advice, make a recommendation regarding the acquisition, holding or disposal of an investment, act as an impartial adviser, or give advice in a fiduciary 
capacity, and (ii) has a financial interest in the offering and sale of one or more products and services, which may depend on a number of factors relating to SVP’s internal business objectives, and which 
are disclosed to the recipient in each Fund’s offering memorandum and constituent documents.  Nothing set forth herein or any information conveyed (in writing or orally) in connection with these 
materials is intended to constitute a recommendation that any person take or refrain from taking any course of action within the meaning of U.S. Department of Labor Regulation §2510.3-21(b)(1), 
including without limitation buying, selling or continuing to hold any security.  No information contained herein should be regarded as a suggestion to engage in or refrain from any investment-related 
course of action as SVP is not undertaking to provide investment advice in connection with an investment in any Fund, act as an adviser to any plan or entity subject to the Employee Retirement Income 
Security Act of 1974, as amended, individual retirement account or individual retirement annuity, or give advice in a fiduciary capacity with respect to the materials presented herein.  Each recipient is 
advised to contact its own financial advisor or other fiduciary unrelated to SVP about whether any given course of action may be appropriate for such recipient’s circumstances.  The information provided 
herein is intended to be used solely by the recipient in considering the products or services described herein and may not be used for any other reason, personal or otherwise. 

The information included in these presentation materials is often used in conjunction with a verbal presentation that accompanies such materials; in these circumstances, this information is not intended 
to be viewed independently of such verbal presentation. The context of the verbal presentation provides more complete information and these materials should not be relied on as a complete description 
of the information presented therein. 
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KENTUCKY	RETIREMENT	SYSTEMS	

INVESTMENTS 

   

To: Investment Committee – Kentucky Retirement Systems 

From: Anthony Chiu, Investment Officer 

Date: February 6, 2018 

Subject: Investment Recommendation – New State Capital Partners Fund II  

   

 
KRS staff and Wilshire are proposing a commitment to New State Capital Partners Fund II, a $200 million 
leveraged buyout fund that invests in small US companies primarily in the business services, industrial, 
and healthcare sectors. New State has a disciplined and differentiated sourcing process that has historically 
resulted in purchase multiples of 5-6x EBITDA. KRS currently has exposure to New State’s first fund 
through Bay Hills III, which committed $16 million in 2015. New State is planning to close Fund II in 
late February and appears to have investor demand that is significantly above its hard cap of $225 million. 
 
Business / People:  

New State was formed in 2013 by David Blechman in New York City and targets buyout investments in 
US companies with EBITDA of $8 to $15 million. The team consists of 7 mostly senior employees, with 
Principals that have been successful at larger value-oriented private equity firms, including HIG, Sun Capital, and 
Gryphon Investors. New State also utilizes a group of 16 senior industry partners for sourcing, due diligence, 
and advising portfolio companies. The firm also has 3 full-time employees in India dedicated mainly to 
CRM management as well as other tasks typically performed by analysts. Carry and economic ownership 
are shared among four partners, with Blechman having the largest share. 

  

 
 

 

 
 
 
 

  
  





                 

Winter 2017

New State Capital Partners Fund II, LP

CONFIDENTIAL – NOT FOR DISTRIBUTION

































 

 

 

KENTUCKY RETIREMENT SYSTEMS 

INVESTMENTS  

  

To: Investment Committee – Kentucky Retirement Systems 

From: Andy Kiehl, Director of Investments 

Date: February 6, 2018 

Subject: ArrowMark Partners - Regulatory Capital Relief Strategy \ Recommendation 

 

In 2017, KRS staff began substantive conversations regarding the investment strategy known as Regulatory 

Capital Relief.  Although not an extensive list of managers offering a focused strategy, staff engaged in 

detailed conversations with 3 of the most prominent investment teams in the sector.  Additionally, staff 

consulted with industry experts, other institutional investors and consultants regarding all aspects of the 

asset class.  Finally, staff contacted references who currently invest with ArrowMark in this discipline (A 

large university in the Southwest, and the ultra-high net worth unit of one of the largest banks in the US).  

  

Opinion of staff is that ArrowMark offers the best combination of return, alignment of interests, fee 

structure and risk profile for investing in the Regulatory Capital Relief sector. 
 

Type of Investment:  Opportunistic Credit – Regulatory Capital Relief Transactions 
 

Structure:   GP/LP in a Separate Account / Fund of One Vehicle 
 

Target Return:   10% – 12% net-of-fees annual return, distributed quarterly. 
 

Management Fee:  0% 
 

Hurdle Rate:  No hurdle rate or preferred return. 
 

Performance Fee: 15% of net realized profits. 
 

 Term of Structure: To be determined – possible evergreen. 
  

Purpose: Allocate assets to non-correlated investment opportunity with above stated assumed rates  

               of return, favorable risk profile and current quarterly income. 
 

Risks: Credit Risk, Liquidity Risk, Manager Risk, Macro-economic Risk 
 

 

Staff is recommending an initial investment of 1% of total fund assets (approximately $175MM) with 

ArrowMark Partners, to be managed as a Separate Account (Fund of One).  This investment will be shared 

among all plans in both Pension and Insurance.    

 




















































