L/ZCERA 4.

September 1, 2023

TO: Trustees — Board of Investments

FROM: Credit and Risk Mitigation Committee

Vache Mahseredjian, CFA, CAIA, FRM, ASA (W
Principal Investment Officer

FOR: September 13, 2023 Board of Investments Meeting

SUBJECT: RISK REDUCTION AND MITIGATION STRUCTURE REVIEW

RECOMMENDATION

Approve the initiatives and recommendations within the Risk Reduction and Mitigation Structure
Review (Attachment) advanced by the Credit and Risk Mitigation Committee.

BACKGROUND

A structure review for the Risk Reduction and Mitigation functional asset category was presented
at the August 9, 2023 meeting of the Credit and Risk Mitigation Committee (“Committee”). That
review included several recommendations (summarized on page 33 of the Attachment), which the
Committee advanced to the Board of Investments (“BOI”). The recommendations include:

Cash
e Affirm the existing role, objectives, implementation approach, guidelines, and structure

Investment Grade Bonds
o Affirm the current target mix of strategies: 70% Passive / 30% Active
e Adopt the guidelines shown on page 13 of the Attachment

Note: The guidelines provide additional specificity but there are no material changes

Long-Term Treasury Securities
e Affirm the current passive (indexed) implementation approach
e Adopt guidelines shown on page 19 of the Attachment

Note: The Long-Term Treasury allocation was introduced in the 2021 Strategic Asset
Allocation. Therefore, following the 2021 structure review, a search was conducted via RFP
and the BOI selected BlackRock. The guidelines shown on page 19 of the Attachment are
“new” in the sense that they did not exist in the 2021 structure review, but they are consistent
with the guidelines currently in place for the account that BlackRock was selected to manage.
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Hedge Funds
e Continue the current implementation framework

e Adopt the portfolio guidelines shown on page 28 (overall program) and page 29 (emerging
manager program)

Note: changes to the guidelines for the overall hedge fund program include a reduction to the

lower bound of the target risk range from 3% to 2%, and clarification that risk and market

sensitivity calculations will be based on trailing 3-year returns.

Changes to the emerging manager program (“EMP”) guidelines include clarification on the
definition of an emerging manager, as well as timing of graduation or redemption.

DELIBERATIONS AND OPINIONS EXPRESSED BY THE COMMITTEE

There were no questions from Committee members nor follow-up items for staff review.
OPTIONS AVAILABLE TO THE BOARD
The Board may wish to approve, modify, or reject the recommendation.
RISKS OF ACTION AND INACTION
If the Board approves the recommendation, there will be no material structural changes
Should the Board reject the recommendation, the structure of the Risk Reduction and Mitigation
functional category would remain unchanged. Since several of the guidelines for the EMP are new,
if the recommendation is rejected, there would be less clarity regarding the definition of an emerging
manager and potential greater ambiguity about graduation or redemption parameters.
CONCLUSION

The Committee voted unanimously to advance the Risk Reduction and Mitigation structure review to
the Board for approval.

Attachment

Noted and Reviewed:

Jonathan Grabel
Chief Investment Officer
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July 28, 2023

TO: Trustees - Credit and Risk Mitigation Committee

FROM: Vache Mahseredjian, CFA, CAIA, FRM, ASA Chad Timko, CFA, CAIA¢T
Principal Investment Officer (w Senior Investment Officer
Krista Powell #° Quoc Nguyen, CFA
Investment Officer Investment Officer

Jason Choi, CFA 3
Senior Investment Analyst

FOR: August 9, 2023 Credit and Risk Mitigation Committee Meeting

SUBJECT: RISK REDUCTION AND MITIGATION STRUCTURE REVIEW

RECOMMENDATION

Advance the recommendations within the Risk Reduction and Mitigation Structure Review
(Attachment A) to the Board of Investments for approval.

SUMMARY

This Structure Review considers the role, implementation framework, performance, and
initiatives of the Risk Reduction and Mitigation functional asset category. Additionally, it
reviews structure, performance, and portfolio guidelines for portfolio components: cash,
investment grade bonds, long-term government bonds, and hedge funds. The
presentation consists of an introductory overview followed by sections dedicated to each
of the four portfolio components. A concluding section provides a summary of
recommendations (see page 34).

LACERA'’s consultants Meketa Investment Group and Albourne Partners reviewed the
segments of the Structure Review that apply to their respective mandates and are in
support. Albourne reviewed the hedge funds section and Meketa reviewed the rest.
Memos from the consultants are included as Attachments B and C.

Attachments

Noted and Reviewed:
7
//, ALl F

Jonathan Grabel
Chief Investment Officer
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Risk Mitigation: Role

Risk Mitigation

« Source of liquidity * Moderate income and total return

« Capital preservation * Low correlation to growth risks

Investment Grade Long-Term
SCE Bonds Government Bonds ACCED IS
* Primary source of » Secondary source of » Source of liquidity for * Reduce total Fund risk
total Fund liquidity total Fund liquidity the total Fund
* Enhance total Fund
» Capital preservation » Capital preservation * Negative historic diversification
correlation to growth
« Cash and cash * Moderate duration assets * Downside protection
equivalent exposures interest rate risk
exposure * Long duration interest * Low sensitivity to major
rate risk exposure markets
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Risk Mitigation: Allocation Targets

Risk Mitigation:
Long-term

) . e . GovernmentBonds
) LACERAS Risk Mitigation Risk Mitigation: 5% Risk Mitigation:
portfolio has a 19% total Hedge Funds C1ajh
6% %

Fund target allocation with

four sub-categories Risk Mitigation:
Investment Grade
» Target allocations for the B(;?/?S
sub-categories are shown in
the pie chart, totaling 19%
Growth

« Each sub-category has Real Assets 53%
nuanced objectives and 7%
characteristics that are
further described in this Credit
structure review 1%

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Risk Mitigation: Performance

Risk Reduction and Mitigation
Composite

0.5% 0.0%

0.0%
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-2.0%
-2.5%
-3.0%

-0.3%

-1.7%

-2.6%

1-Year Return 3-Year Return

m Risk Reduction and Mitigation Composite
Risk Reduction and Mitigation Custom Benchmark
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70%
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10%

0%

Risk Reduction and Mitigation .
Composite Breakdown

22%

8%

m Investment Grade
Bonds

m Hedge Funds J

Long-term
Government Bonds

Cash

The composite underperformed the
benchmark by 30 bps over the 1-year period
and outperformed by 90 bps annualized
over the 3-year period

The composite’s 3-year returns were
negatively impacted by investment grade
and Long-Term Government Bonds

Diversified hedge funds have delivered
strong risk-adjusted returns over the 3-year
period

Investment Grade Bonds

“0.71% .0.94%

0.0%
-1.0%
-2.0%
-3.0%
-4.0%

-3-73% _3'96%

-5.0%

1-Year Return 3-Year Return

m Investment Grade Bonds Portfolio

Bloomberg Aggregate Bond Index

10.0%
9.0%
8.0%
7.0%
6.0%
5.0%
4.0%
3.0%
2.0%
1.0%
0.0%

m Diversified Hedge Funds Portfolio

Diversified Hedge Funds

6.0%
4.6%

1-Year Return

Data is from State Street as of June 30, 2023. Diversified Hedge Fund Returns are reported on a 1-month lag

8.3%

3.7%

3-Year Return
3-month T-bills + 2.5%
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Long-Term Government Bonds

-4.0%

-9.0% _7_50/0 -6.8%

-14.0%

-19.0% -16.9% 17 7%
Since Inception (Nov
2021)

Bloomberg US Treasury: Long

1-Year Return

m | ong-Term Gov Bonds Portfolio
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Cash: Role, Structure, Objectives, Initiatives

Role

Objectives

Primary source of total
Fund liquidity

Facilitate cash activity to
fund retirement benefits
payments, new
investments, and
expenses as well as
settle redemptions

Paramount to LACERA's .
mission of providing the
promised benefit

Nexus for all rebalancing
Capital preservation

Prioritize liquidity over
outperformance

Structure

Highly liquid to support various total
Fund cash needs

Investment universe of U.S. Treasury
and U.S. Government agency issues,
repurchase agreements (collateralized
with treasury, agency or agency
mortgage-backed securities)
Implemented in a separate account
vehicle managed by State Street

Continuing Initiatives

Cash management tools and
broad Investments division
support to monitor daily cash
create projections

Digitize, automate, and document
custodian cash activity where
possible

Segregation of duties and
approval protocols

Risk Mitigation:

Long-term
GovernmentBonds
Risk Mitigation: 5% Risk Mitigation:
Hedge Funds Cash
6% 1%
Risk Mitigation:
Investment Grade
Bonds
7%
Growth
Real Assets 53%
17%
Credit
11%
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Investment Grade Bonds: Role and Objectives /[,,

Risk Mitigation:
Role Long-term
« Secondary source of near-term GovernmentBonds ek e
. .y Risk Mitigation: o is itigation:
liquidity for the total Fund (after cash) Hedge Funds. Cash

« Generate income 6% e

» Gain interest rate risk exposure Risk Mitigation:
Investment Grade
] ] Bonds
Objectives [
» Provide diversification by
complementing economic growth risk

* Preserve capital when there is a “flight Senl Accots oy
to safety” or investors otherwise seek 17%
high quality assets

+ Reduce total Fund portfolio risk by -~
having a low correlation to growth 1%

assets and low to moderate volatility
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Investment Grade Bonds: Portfolio Structure /[,,

2021 Structure Review: 2023 Recommended Structure:

* Maintain target and allocation ranges
Target Allocation

Allocation Ranges Target Allocation
Passive 70%  |50% - 100% Saacaon, L Ranges
Active 30% 0% - 50% Passive 70% 50% - 100%
Active 30% 0% - 50%
* Legacy core plus (risk-seeking) - Passive strategies closely mirror the
managers were terminated positioning, risk, and return of a

benchmark index
 A70% / 30% target structure

was adopted + Active strategies deviate from
benchmark index positioning in pursuit
of improved risk-adjusted returns

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Investment Grade Bonds: Portfolio Composition

« Below is the positioning as of May 2023:

Sector Weights vs Index Moody's Ratings vs Index
9
US Treasuries Aaa
R
Corporate  —
A -
MBS "B
ABs | A — Benchmark
m Portfolio
Govt Related " Baa-Ba
aa-
cws | —
Others NR [
0% 10% 20% 30% 40% 0% 10% 20% 30% 40% 50% 60% 70%
Portfolio Senchmark » The portfolio closely tracks the benchmark with

predominantly Aaa securities

» Active risk of the portfolio to be further considered
within a strategic asset allocation study, risk

Effective Duration

T T O _ _ budgeting exercise, and/or a future structure review

Portfolio exposure data is from State Street as of June 30, 2023. Risk metric data is from MSCI Barra One as of May 31, 2023. The benchmark is the Bloomberg Barclays U.S. Aggregate Bond Index
LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Investment Grade Bonds: Performance

Trailing 1-year and 3-year returns as
of 6/30/2023

Investment Grade Bonds

- -

-0.7%
-1.0%
’ -0.9%
-2.0%
-3.0%
-4.0% -3.7%
-4.0%
-5.0%
1-Year Return 3-Year Return
m [nvestment Grade Bonds Portfolio Bloomberg Aggregate Bond Index

Data is from State Street as of June 30, 2023
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LACERA's investment grade bonds
portfolio has outperformed its benchmark
over the 1-year and 3-year periods

Investment grade bonds experienced
negative returns over the 1 and 3-year
periods

* Therise in interest rates was the
primary driver of negative returns




Investment Grade Bonds: Portfolio Guidelines /[,,

» The below proposed / recommended portfolio guidelines are an evolution from existing guidelines
* Risk considerations are incorporated into the investment objective
» Additional specificity is added to the eligible investments

Investment Objective

Benchmark
Sectors
Geography
Currency

Quality

Aggregate Duration

Eligible Investments

Prohibited Investments

Leverage

Current

Meet or exceed return of the benchmark net of fees

Bloomberg Barclays U.S. Aggregate Bond Index
Only sectors in the benchmark

Only countries represented in the benchmark
U.S.Dollar denominated

Only bonds rated investment grade

n/a

n/a

n/a

n/a

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION

Proposed / Recommended

Closely achieve the total return and risk exposures of the investment grade bond market and
benchmark

Bloomberg Barclays U.S. Aggregate Bond Index
[remove category; captured in Eligible Investments]
[remove category; captured in Eligible Investments]
[remove category; captured in Eligible Investments]
[remove category; captured in Eligible Investments]
Bechmark duration +/- 0.3 years

Investments consistent with the benchmark, which contains investment grade, U.S. dollar
denominated, fixed rate taxable bonds. Index Sectors include U.S. Treasuries, government-
related and corporate securities, agency Mortgage-backed securities, asset-backed
securities, and commercial mortgage-backed securities. Also eligible are exchange-traded
funds benchmarked to the index, U.S. Treasury bond futures, and money market instruments

Bonds from sectors not included in the index and purchasing securities on margin

Not permitted




Investment Grade Bonds: Summary

« Advancement and approval of this structure review would result in the
following regarding the investment grade bond portfolio:

 Affirm the implementation structure with 70% and 30% target allocations
to passive and active strategies, respectively

« Adopt revised portfolio guidelines as described

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION
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Long-Term Government Bonds: Role and Objectives/[,,

Risk Mitigation:
Role Long-term
» Be a source of liquidity for the total GovernmentBonds
Risk Mitigation: 2 Risk Mitigation:
Fund Hedge Funds Cash

 Generate income 6% 1%

» Gain long duration interest rate risk Risk Mitigation:
Investment Grade
exposure g
7%
Objectives
 Diversify and reduce overall risk to
Growth

total Fund given its negative historic ol Accets rou
correlation to growth assets 17%
* Preserve capital when there is a “flight
to safety” or investors otherwise seek Credit
high quality assets 1%
» Provide capital efficient way to access
interest rate risk exposure

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Long-Term Government Bonds: Portfolio Structure/[,,

* Long-Term Government Bonds are bonds issued by the U.S. government that have maturities longer
than 10 years

« The Long-Term U.S. Treasury bond market is large ($ trillions) with a widely used benchmark that can be
cost-effectively tracked by “passive” management

 LACERA implements this allocation via an indexed separate account mandate after a 2022 RFP process
* The portfolio has the following characteristics as of June 30, 2023:

LA.‘I.:ERA Long- Bloomberg U.S. LACERA Long- Bloomberg U.S.
erm U.S. Term U.S.
Treasury Bond TreaSt:nrde£+ USED Treasury Bond Treasul::;ltT V=T
Index Portfolio Index Portfolio
Market value ($B) | 2.96 2,108.69 Sector breakdown (mkt val %)
# Issues 7T 76 Treasury 99.79 100.00
Characteristics Cash 0.21 0.00
Coupon (%) 2.76 2.67 Walghted avg life breakdown (mkt val %)
Yield to maturity (YTM) (%) 3.98 3.97 0-1 0.21 | 0.00
Weighted avg life (yrs) 22.87 22.97 1-2 0.00 [ 0.00
Effective duration (yrs) ' 15.99 15.98 2-3 0.00 0.00
Convexity ‘ 3.33 3.33 3-5 0.00 0.00
Quality breakdown (mkt val %) 5-7 0.00 0.00
AAA or above 99.79 100.00 r-10 0.00 0.00
NR 021 0.00 10-20 37.25 37.88
20-30 62.54 62.12
30+ 0.00 0.00

Data is from BlackRock as of June 30, 2023
LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Long-Term Government Bonds: Performance /[,,

Trailing 1-year and since inception

returns as of 6/30/2023 » The Long-Term Government Bonds portfolio
underperformed the benchmark over the 1-
year period by 63 bps and outperformed the
benchmark by 80 bps annualized since
portfolio inception

Long-Term Government Bonds

-1.0%
-3.0%
-5.0% . . . .
« The negative return since inception has been

-7.0%

o 6.8% due to the sharp rise in U.S. interest rates
-11.0%
13.0% * Long-term government bond investments still
15.0% provide risk mitigation characteristics as it
17.0% oo allows for capital efficiency for the total Fund
-19.0% A% and has historically performed positively

1-Year Return Since Inception (Nov 2021)

when equity markets perform negatively,
notwithstanding calendar year 2022

| ong-Term Gov Bonds Portfolio Bloomberg US Treasury: Long

Data is from State Street as of June 30, 2023

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Long-Term Government Bonds: Portfolio Guidelines/[,,

* The below proposed portfolio guidelines would all be newly established

« The current portfolio implementation adheres to the below guidelines

Proposed
Investment Objective Closely achieve the total return and risk exposures of the long duration treasury market and benchmark
Benchmark Bloomberg Long U.S. Treasury Bond Index
Aggregate Duration Bechmark duration +/- 0.3 years
Investments consistent with the benchmark such as: U.S. Treasury securities, U.S. Treasury futures,
Eligible Investments U.S. Treasury bond exchange traded funds, money market securities and instruments, cash, and cash
equivalents

Prohibited Investments Purchasing securities on margin and uncovered short sales

Leverage Not permitted

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Long-Term Government Bonds: Summary

« Advancement and approval of this structure review would result in the
following regarding the Long-Term Government Bonds portfolio:

« Continue with “passive” implementation that closely adheres to the
benchmark

« Adopt portfolio guidelines as described

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION
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Hedge Funds

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Hedge Funds: Role and Objectives

Role:
 Reduce total Fund risk
 Enhance total Fund diversification

Objective:

Downside protection Desired

« Low sensitivity to major markets Risk and

L Return
« Frequently positive Profile

* Moderate returns
» Cash + 2.5% per year benchmark

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION



Hedge Funds: Portfolio Structure

* LACERA's hedge fund
portfolio:
. o . Directional Return
* ORtI)S'gCTItégSatlon Portfolios Enhancement
jectiv
» “Absolute return”
approach
 Less risky and less _
directional compared Absolute —  Risk
Return Mitigation

Return

to mar?y hedge fund L/[,CERA Risk Mitigation Hedge Funds
portfolios

Risk

Tail Risk
Hedging Offset

Risk as graphed is a measure of return volatility, market directionality, and overall correlation to LACERA’s total Fund
Absolute Return and Risk Offset are further described in the glossary at the end of this presentation

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Hedge Funds: Portfolio Structure

Portfolio as of 6/30/23 Iniiatives Underway

—— « Continue ramping the size of the emerging
Mn;i;gg;zg manager program towards the board approved

i Manager 1 target of ~15% of hedge fund portfolio

Manager 8
5%
« Continue building a pipeline of potential hedge

Manager 7 fund managers to the extent portfolio

6% adjustments are necessary
Manager 2

15%
» Continue monitoring the portfolio, managers, and

underlying exposures

Manager 6
11%

Initiatives That Would Require Future Approvals

Manager 5 Manager 3
11% 14%
PR + New investments into or terminations from the

main portfolio

» Graduations from the emerging manager

Portfolio in compliance with the existing . ;
program to the main portfolio

hedge fund program guidelines

Hedge funds data is from State Street as of June 30, 2023 reported on a 1-month lag

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Hedge Funds: Risk Composition

Historical Drawdowns
March 2019 - May 2023

6/1/2019 12/1/2019 6/1/2020 12/1/2020 6/1/2021 12/1/2021

0% &

6/1/2022

12/1/2022

6%

-10%

-15%

-20%

The Diversified Hedge Funds portfolio has experienced low downside
volatility as shown in the historical drawdowns and high sortino ratio.

On a three-year trailing basis, the portfolio has low sensitivity to the
equity markets with a beta of 0.04.

On a risk adjusted basis, the portfolio is performing more efficiently
relative to comparable indices.

Risk / Return
March 2019 - May 2023

8% J

25% 7%
L 4
6% L
-30%
e| ACERA Diversified HF ——HedgeRS AW Universal HFRX Global Hedge Fund Index 5%
HFRX RV: Multi-Strategy Index ——Bloomberg U.S. Aggregate 1 SC| ACWI IMI (Net)
4%
Up /Down % of 3%
Diversified Hedge Funds Jensen's Sharpe Sortino Up Down Capture Positive
vs MSCI ACWI (Net) Alpha Beta Ratio Ratio Capture Capture  Spread Months 2%
12-Month 1.3% 0.00 0.2 0.4 3.2% -14.2% 17.5% 67% 1%
O
0%
36-Month 6.7% 0.04 23 6.5 13.4% -21.0% 34.4% 72% 0% 2 & &% - 10% 1% 14% 16% 18% 0%

+ LACERA Diversified HF e HedgeRS AW Universal
HFRX RV: Mulfi-Sirategy Index eBloomberg U.5. Aggregate

» HFRX Global Hedge Fund Index

Data as of May 31, 2023 «MSCIACWI IMI {Net)
Source of returns for LACERA Diversified Hedge Funds is State Street (unlagged by 1-month)
Source of returns for the remaining line items and risk statistics are from Zephyr

Select terms are further described in the Glossary

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Hedge Funds: Performance

Trailing 1-year and 3-year returns as
of 6/30/2023

Diversified Hedge Funds

10.0%
9.0%
’ 8.3%
8.0%
7.0%
6.0%
6.0%
5.0% 4.6%
4.00/0 37%
3.0%
2.0%
1.0%
0.0%
1-Year Return 3-Year Return
m Diversified Hedge Funds Portfolio 3-month T-bills + 2.5%

Trailing 1-year and 3-year returns data as of June 30, 2023 are from State Street lagged by 1-month
Source of returns for LACERA Diversified Hedge Funds is State Street (unlagged by 1-month)
Source of returns for MSCI ACWI is Zephyr

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION

LACERAHedge Fund Performance in Negative Equity Months

1.39% 1.45%
0.76% 0.70% 0.91%
1o0% " 019% 042% I 0.48% 061%
[ | - [ | 5 ™ [ |
] ]
-1.00% -0.367 -0.38
A4.21%
-3.00% 2.41% 2.58% -2.78%
430% -3.68% -3.84%
-5.00% =
4.91%
7.00%
-8.00%
-9.00% -8.43%

-9.57%

-11.00%
9/30/21 11/30/21 1/31/22 2/28/22 4/30/22 6/30/22 8/31/22 9/30/22 12/31/22 2/28/23 5/31/23

m Diversified Hedge Funds  mMSCI ACWI

The hedge fund portfolio underperformed its benchmark over a 1-year period but
has outperformed by 460 bps annualized over a 3-year period

The portfolio delivered a 7.3% return in 2022, when global equity markets (MSCI
ACWI IMI) and the US bond market (Bloomberg US Aggregate) fell 18% and 14%,
respectively, meeting its risk mitigation objectives

The portfolio has mostly performed positively during negative equity months with a
couple of exceptions, notably June 2022 and May 2023 when the portfolio was
slightly negative relative to larger equity drawdowns




Hedge Funds: Emerging Manager Program Update /[,,
Key Takeaways

. , o/ :
Separate Account Manager  Stable Asset Management The Program is .nearly 7.5(" Invgsted relative to
its target allocation and inline with program

Portfolio Net Asset Value! $480 million guidelines
Portfolio Inception 2021
Emerging Managers v . Slnc?e mceptpn, the Program has preserved
. capital while investment grade bonds and global
Revenue Sharing Accounts 6 equities have delivered negative returns,
Beta to Global Equities? -0.05 mitigating total Fund risk
Hedge Fund Emerging M P 1 , ,

sege T mE,Lgo/f,”g anager g « As designed, LACERA would share in the
e success of the emerging managers as revenue
2.0% 0.2% sharing is a component of most mandates
0.0% —_—
igf 2-7/ « One or several managers stand out as
-6.0% ' graduation prospects given good since inception

-8.0% -6.7% i
Annualized Return Since Inception (Sept 2021) performance and return metrics

m Hedge Fund EMP 3-Month T-bills + 2.5% " Hedge Fund EMP data and benchmark data from State Street and reported on a 1-month lag. Bloomberg Aggregate Bond and
MSCI ACWI IMI Index data is from Zephyr
m Bloomberg Aggregate Bond Index ®MSCI ACWI IMI Index 2 The portfolio beta is measured since Program inception and to the MSCI ACWI IMI global equity index and is calculated by Zephyr

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION 27



Hedge Funds: Program Guidelines

» Guidelines are noted below with notes relative to existing guidelines

Proposed Relative to Existing Guidelines

Return Objective & Benchmark Cash + 2.5%; with risk mitigation objectives as guided by the IPS and structure review No change

Risk Target 2-7% standard deviation of program monthly returns on a 3-year trailing basis Adjusted [3-7%] to [2-7%)]; added [3-year trailing]
Market Sensitivity MSCIACWI equity beta less than 0.2 for monthly returns on a 3-year trailing basis Added [3-year trailing]
Geographic Exposure Maximum of 30% invested in non-developed markets No change

Liquidity 100% of capital within 5 years; at least 50% within 3 years No change

Side Pockets Allowed with the reasonable expectation that no side pocket would last beyond 5 years No change

Leverage 10x when aggregating individual funds No change

Manager Count Approximately 10 for each the direct portfolio and the emerging manager portfolio No change

Transparency Position-level or risk-exposure data is required from managers No change

Partnership Size Limits Less than 35% of a commingled fund structure; does not apply to managers defined as emerging  No change

* Modifying the lower bound of the risk target range would support risk mitigation and downside protection objectives of the program
« Adding a specific time frame to measure the risk target and market sensitivity metric benefits compliance
« Additional guidelines for the emerging manager program are considered on the following page

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION




Hedge Funds: Program Guidelines

* Guidelines for the are below
» These guidelines are in addition to the program-level guidelines from the previous page
Proposed Relative to Existing Guidelines
Program Framework Evergreen separate account emerging manager program No change
Allocation Target and Range 15% target allocation with a 10-20% range (of the hedge funds portfolio) No change
Emerging Manager Definition Anemerging hedge fund manager meets the three following criteria at initial investment: Added "at initial investment"
- Organization/team has less than $500 million of assets under management; Added "/team"
- Organization/team has managed external capital in an institutional vehicle for less than 3 years; and  Added "/team"; "in an...vehicle"
- Organization/team is at least 66% owned by managing principals and employees Added "/team"

Graduation entails re-categorizing an investment from LACERA's emerging manager program to

Graduation D ipti
racuation Lescription LACERA's primary portfolio that may adjust the size of the investment

New guideline

Graduation Target Timeframe 3 -7 years after an initial investment noting that this guideline is a target and a goal New guideline
Graduation Authority Graduation would require approval like any new non-EMP investment as articulated in the IPS New guideline
Redemption Description Redemption entails redeeming from an investment in lieu of holding it or a graduation event New guideline

Absent graduation intentions for a particular investment, a redemption event should commence no later

Red tion Guideli e . ; .
edemption uideline than 7 years after an initial investment noting that nuanced circumstances may delay the redemption

New guideline

+ Several new guidelines added above are designed to define and frame approaches to both graduation and redemption
» Merit, objectives, strategic initiatives, context, portfolio fit, and case specifics would be evaluated for graduation or redemption decisions

* Not included in the proposed guidelines is past language that defined an existing manager would no longer be emerging if: 1) organization
assets under management exceed $1 billion for the trailing 24 months and the fund has a 36-month performance track record, 2) LACERA’s
initial investment occurred greater than 5 years ago, or 3) the organization is not at least 66% owned by managing principals or employees
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Hedge Funds: Summary

« Advancement and approval of this structure review would result in the
following regarding the hedge fund portfolio:

« Continue with the current portfolio framework

« Adopt portfolio guidelines as described
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4.

Risk Mitigation
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itigation: Initiatives

Achieved 6% SAA Target in the direct hedge fund program

In Process

@} ® Fund of fund allocation within hedge fund portfolio ~ 97% redeemed
¢ Hedge fund emerging manager program ~10% of total hedge fund allocation (approved target 15%)

Completed

¢ Terminated Core Plus manager investment management agreements Q3 2021

® Implemented a passive / active strategy mix in Investment Grade Bonds within allowable allocation ranges

® Completed manager search for Long Treasurys and invested Q2 2022

[ J
) ¢ Continued buildout of direct hedge fund program pipeline of prospective managers

- Upcoming

Continue to implement the portfolio in accordance with approved guidelines and objectives

Hedge fund emerging manager program - continue development and potential graduations

Continue to enhance cash protocols and operational tools

Initiate RFP search for asset category consultant(s) pending BOI approval of MQs and searches — hedge
fund and credit portfolios
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Risk Mitigation: Summary Recommendations /[,,

« Summarized below are the recommendations in this structure review:

e Affirm role and

Investment Grade Long-Term Hedae Funds
Bonds Government Bonds 9

Affirm role and * Affirm role and + Affirm role and
objectives objectives objectives objectives
* No adjustment » Adopt proposed » Adopt proposed » Adopt proposed
portfolio guidelines portfolio guidelines portfolio guidelines
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Appendix
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Attachment 2 — Glossary of Terms

Term

Absolute Return

Definition
A strategy that is independent of traditional benchmarks such as the S&P 500 Index or the Barclays U.S. Aggregate Bond
Index. These strategies tend to have lower volatility over time and may operate independently of market direction.

A measure of the difference relative to a benchmark. For example, if a portfolio’s return is 5%, and the benchmark’s
return is 3%, then the portfolio’s active return is 2%. A portfolio’s active risk is the risk associated with the volatility of

Active Risk
active returns. Active weight is the portfolio’s weight in an asset minus the benchmark’s weight in the same asset. Active
exposure is the portfolio’s exposure to a factor minus the benchmark’s exposure to that same factor.
A measure of the sensitivity of an asset to movements in the market or other benchmark; thus, a measure of its non-
Beta diversifiable or systematic risk. A beta of one 1.0 indicates that, on average, the asset is expected to move in tandem with
the market or benchmark.
Bps or bps An acronym for basis points where one bps equals one hundredth of one percent or 0.01%.
Correlation Correlation measures how closely related the variances of two return series are.

Down Capture

Measure of an investment’s performance during down markets, calculated as the strategy’s returns divided by the returns
of the benchmark index during the down market. A lower down market capture ratio means an investment was less
negatively impacted during market downturns.

Duration (or Effective
Duration)

A measure of the price sensitivity of bonds with respect to a parallel shift of the discount curve that is particularly useful
for bonds with embedded options (e.g., callable bonds, putable bonds, and mortgage-backed securities).

Jensen’s Alpha

Jensen's alpha measures the risk-adjusted return a portfolio adds above and beyond a referenced benchmark after
adjusting for the risk-free rate and beta of the portfolio.

Maximum Drawdown

The compounded but not annualized maximum loss over a time period.
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Attachment 2 — Glossary of Terms (continued) /[,,

Term

Risk Offset

Definition

Strategies designed to perform well during a significant market downturn. These strategies are similar to buying insurance
where there is a cost of premium associated with receiving a payoff when an adverse market event occurs.

Selection Risk

Risk that is specific to an asset and is uncorrelated (or negligibly correlated) with the risks of other assets. Asset selection
risk is the portion of an asset’s risk that is unexplained by the risk model. Also called specific, unique, idiosyncratic, or
independent risk.

Sharpe Ratio

Measures risk-adjusted performance of an investment compared to a risk-free asset.

Sortino Ratio

Measures risk-adjusted performance by calculating returns per unit of downside risk (standard deviation negative returns).

Standard Deviation

Volatility of monthly returns that measures the average deviation from the mean.

The total (gross) risk to an asset, which is the standard deviation of the asset’s total return distribution, expressed in

Total Risk percent. The total risk for an asset depends on the asset’s exposures to the risk factors, the factor variance/covariance
matrix, and the forecast selection risk of the asset.
Measure of an investment’s performance during up markets, calculated as returns divided by the returns of the

Up Capture benchmark index during the up market. A high up capture ratio means an investment outperformed the index during up

markets.

Up / Down Capture Spread A measurement of the difference between up capture and down capture.
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ATTACHMENT B
5796 Armada Drive 760.795.3450
Suite 110 Meketa.com
Carlsbad, CA 92008
==

INVESTMENT GROUP

MEMORANDUM
TO: Each Member, Credit and Risk Mitigation Committee
FROM: Tim Filla, Aysun Kilic and Imran Zahid
CC: Jon Grabel, CIO - LACERA
DATE: August9, 2023
RE: Risk Mitigation Structure Review

The purpose of this memo is for Meketa Investment Group to formalize its support for the
recommendations related to Investment Grade Bonds and Long-Term Government Bonds
contained in the Risk Mitigation Structure Review.

For Investment Grade Bonds, the 2023 recommended structure remains essentially the same
as the 2021 structure review, employing passive management for 70% of the allocation and
active management for 30%. This mix of active and passive has allowed LACERA's Investment
Grade Bond allocation to closely track and modestly outperform the benchmark (Bloomberg
Barclays US Aggregate). Staff's recommendations include minor changes to the portfolio
guidelines, which Meketa categorized as either clarifications or additional controls. Within
clarifications there is a small wording change to the Investment Objective and a shift to the
affirmative by listing Eligible Investments rather than limitations by category/characteristic.
For additional controls, staff is recommending a duration positioning limit, adding specificity
regarding prohibited investments, and prohibiting use of leverage. Meketa concurs with all of
the recommended changes related to Investment Grade Bonds.

For Long-Term Government Bonds, staff recommends adding a set of portfolio guidelines
using the same framework as Investment Grade Bonds. Meketa concurs with this
recommendation as it provides consistency between asset classes and enhances LACERA's
controls over the portfolio.

If you have any questions, please feel free to reach us at 760-795-3450. We thank you for your
continued trust in Meketa. We look forward to speaking with you soon.

TF/AK/1Z/sf

R ——
BOSTON CHICAGO LONDON MIAMI NEW YORK PORTLAND SAN DIEGO



ATTACHMENT C

ALBOURNE

LACERA Hedge Fund Structure Review Concurrence Memo

July 28, 2023

To: Each Member
Credit and Risk Mitigation Committee
Board of Investments

From: James Walsh, G. Stephen Kennedy
Albourne America LLC
For: August 9, 2023 Credit and Risk Mitigation Committee Meeting

Recommendation: Albourne America LLC (“Albourne”) recommends that the 2023 Structure
Review of LACERA’s Hedge Fund Portfolio be advanced to the Board of Investments for approval.

Background: Staff has prepared the 2023 Hedge Fund Structure Review for the Credit and Risk
Mitigation Committee and the Board of Investments for its consideration and ultimately its
approval. Albourne has reviewed the Structure Review and agrees with the recommendations.

The Structure Review re-asserts the Investment Role and Objectives as updated in August 2021
and approved in September 2021, which emphasize diversification to overall plan, provide
downside protection and to provide non-directional market risk exposures. The Structure Review
notes that, with the approval the portfolio will continue to be built out to a 6% Strategic Target.
The Next Phase of this build out is anticipated to be implemented over 1-3 years adding bench
Managers and to continue the implementation of the Emerging Manager Program.

Conclusion: Staff’s Structure Review outlines the focus on risk mitigation and expanding the size
of the program, and the actions necessary to move in that direction.

Sincerely,

James Walsh G. Stephen Kennedy
Head of Portfolio Group Senior Analyst

For the exclusive use of LACERA
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LACERA Hedge Fund Structure Review Concurrence Memo

Important Notice

The information in this report (the “Information”) is for general informational purposes only and is provided
by an Albourne Group Company. For this purpose, “Albourne Group Company” means Albourne Partners
Limited or one of its subsidiaries and affiliates from time to time, including Albourne America LLC,
Albourne Partners (Canada) Limited, Albourne Partners Japan, Albourne Partners (Asia) Limited, Albourne
Partners (Singapore) Pte. Ltd., Albourne Partners (Bermuda) Limited, Albourne Partners Deutschland AG,
Albourne Partners (Cyprus) Limited and Albourne Cyprus Limited (such companies being, collectively, the
“Albourne Group”).

The Information is not, nor should it be construed as, an invitation, recommendation, inducement, offer or
solicitation in any jurisdiction to any person or entity to acquire or dispose of, or to deal in, any security or
any interest in any fund, or to engage in any investment activity, nor does it constitute any form of tax or
legal advice and it must not be relied upon as such. The Information does not take into account the particular
investment objectives or specific circumstances of any person or entity.

The Information is for the use of an Albourne Group Company client or potential client (the “Intended
Recipient) who is (i) an “Accredited Investor” as defined in Regulation D under the U.S. Securities Act of
1933 and a “Qualified Purchaser” as defined in Section 2(a)(51) of the U.S. Investment Company Act of
1940, (ii) a “Permitted Client” within the meaning of the Canadian National Instrument 31-103, (iii) an
investment professional, high net worth company or unincorporated association, high value trust or other
person specified in articles 19 and 49 of the Financial Services and Markets Act 2000 (Financial Promotions)
Order 2005, or (iv) where lawful in other jurisdictions, a financially sophisticated, high net worth and
professional investor capable of evaluating the merits and risks of fund investments without undue reliance
on the Information. If you are not an Intended Recipient, or if in your jurisdiction it would be unlawful for
you to receive the Information, the Information is not for your use and you should not use or rely on it.

Any Information is also provided subject to: (a) where you are a client of any Albourne Group Company, the
provisions of your service agreements with the relevant Albourne Group Company, as supplemented by any
applicable website terms and conditions of access; and (b) in all other cases, the terms and conditions of
access accepted by you on Albourne’s Investor Portal (as such terms and conditions are as supplemented by
any non-disclosure agreement or other agreement (if any) between you and the relevant Albourne Group
Company) or the terms and conditions otherwise agreed between you and the relevant Albourne Group
Company, in each case such terms prevailing over the terms of this notice in the event of any conflict between
such terms and those contained in this notice.

The Albourne Group makes no representations, guarantees, or warranties as to the accuracy, completeness,
or suitability of the Information provided. Please note the Albourne Group does not provide legal advice to
clients or potential clients or otherwise and the Information is not a comprehensive review of all legal,
regulatory or such developments on the subject discussed herein. None of the Information is a substitute for
seeking actual legal advice from a qualified attorney and in no circumstances should the Information be used
to make any investment or other decision.

This Information may not be reproduced in whole or in part and no part of this material may be reproduced,
distributed, transmitted or otherwise made available to a third party or incorporated into another document
or other material or posted to any bulletin board without the prior written consent of an Albourne Group
Company.

To the extent that any third party (including but not limited to, any service provider or fund) is referred to in
the Information, you should not necessarily view this as an endorsement by the Albourne Group of such third
party. The Information may also contain information obtained from third parties which may not be
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independently verified. The Albourne Group makes no representations or warranties, express or implied, as
to the accuracy or completeness of the Information and disclaims all liability for any loss or damage which
may arise directly or indirectly from any use of or reliance upon any such data, forecasts or opinions, or from
the Information generally.

To the extent that performance information or forecasts are contained in the Information, there can be no
assurance or guarantee that such performance record will be achievable in the future. Past performance is not
necessarily indicative of, or a guarantee of, future returns. In the United States, any funds referred to in the
Information are made through private offerings pursuant to one or more exemptions of the United States
Securities Act of 1933, as amended. Such funds have not been recommended or approved by any federal or
state securities commission or regulatory authority. Furthermore, none of the foregoing authorities has
confirmed the accuracy or determined the adequacy of the Information.

Additionally, you should be aware that any offer to sell, or solicitation to buy, interest in any funds may be
unlawful in certain states or jurisdictions.

You should carefully review the relevant offering documents before investing in any funds mentioned in the
Information. You are responsible for reviewing any fund, the qualifications of its manager, its offering
documents and any statements made by a fund or its manager and for performing such additional due
diligence as you may deem appropriate, including consulting with your own legal, tax, and other advisers.

© 2021 Albourne Partners Limited. All rights reserved. ‘Albourne’ ® is a registered trade mark of Albourne
Partners Limited and is used under licence by its subsidiaries.

For the exclusive use of LACERA




