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Introduction: Investment Strategy Setting Cycle

Asset-Liability Study: 
Return-Seeking vs. Risk-
Reducing Exposure

• Primary driver of long-term 

success

• Important to set strategy in 

the context of plan liabilities

• Recent 2025 study confirmed 

illiquidity tolerance and 78% 

return-seeking risk posture

Asset Allocation Review: 
Asset Class Utilization

• Translate results of A-L study 

into actionable strategic asset 

allocation

• Return-seeking portfolio includes 

public equity, return-seeking 

fixed income, diversifying, private 

debt, real assets, private equity, 

and the opportunity fund

• Risk-reducing assets include U.S. 

fixed income

Ongoing Review: 
Performance as planned; 
no surprises

• Proactive assessment of 

portfolio and risks

• Related oversight functions: 

performance reporting, 

securities lending, proxy 

voting, etc.

Structure Review: 
Implementation of Asset 
Classes

• Implement asset allocation 

that conforms with stated 

objectives and risk tolerance

○ Risk-focused approach

○ Efficient, cost-effective 

implementation

○ Scheduled for September 

and November 2025

3 – 5 years Annually Annually Ongoing

The 2025 Asset Allocation Study resulted in modest changes to the long-term policy

• Shift 1% into each Infrastructure and Diversifying form Real Estate and Public Equity

• Adopt a Total Public Equity policy approach

• Modify Opportunity Fund strategic weight to 0% and allow up to 5% max allocation

Today’s objective: Reaffirm or refine, as needed, the implementation of each asset class

Implementing the Recently Approved Asset Allocation Policy
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Risk Management Summary: Portfolio Structure

▪ Portfolio structure refers to the implementation of the long-term strategic asset allocation

▪ Like asset allocation, once thoughtfully set, portfolio structure should not change materially or frequently

▪ The below table highlights the hierarchy of investment risks and the tools and procedures in place to address 
these risks

Risk Management Tool Risks Addressed

1.Asset Liability Study
• Stochastic and deterministic scenario analysis
• Efficient frontier analysis
• Stress tests
• Liquidity analysis/stress test

• Ability to pay promised benefits
• Assets (return + contributions) do not grow with liabilities
• Liquidity

2.Asset Allocation Study
• Mean variance analysis
• Historical scenario analysis 
• Forward looking (stochastic) scenario analysis
• Deterministic scenario analysis

• Return shortfall
• Diversification / Concentration Risk
• Left tail risk

3.Structure Review
• Market coverage 
• Active / Passive
• Active risk contribution
• Active manager review and ‘fit’ analysis
• Core / Non-Core targets
• Other implementation guardrails & benchmarking

• Unintended biases
• Concentration Risk (active risk, geographic, style, size, etc.)
• Active management



Today’s focus is to approve the structure of publicly traded asset classes and Real Estate

SDCERS’ portfolio structure has been well-crafted with a deliberate allocation of active risk

The below recommendations are primarily focused on areas related to the recently approved asset allocations changes

Next Steps: 

1. Review manager lineup in greater depth to identify potential areas for improvement – particular focus on Non-U.S. Equity, 
U.S. Fixed Income and Diversifying

2. Complete Private Market structure review at November meeting, including Private Equity, Infrastructure and Private Debt
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SDCERS: Recommendation Summary

Portfolio Structure Recommendation Summary

1 Public Equity Structure
• Recommend a modest increase to Global Equity from 17% to 20% of Total Public Equity to align with area of 

high conviction for value-add

2
Adopt Total Public 
Equity Guidelines

• Recommend rebalancing policy that includes a static target to Global Equity and dynamic weights to U.S. and 
Non-U.S. Equity based on the MSCI ACWI IMI weights to facilitate the intended globally oriented Public Equity 
portfolio 

3
Approve New 
Diversifying Structure

• Recommend initiating manager searches focused on Relative Value, Multi-strategy and Macro themes to build 
a complementary, diversified 5% allocation

4
Modify Real Estate 
Structure Targets

• Recommend changing core/non-core targets from 70/30 to 60/40, allowing for more flexibility to invest in 
compelling non-core opportunities

5
Revise Opportunity 
Fund Policy & 
Benchmark

• Recommend using Total Fund Policy benchmark as Opportunity Fund benchmark to reflect opportunity cost
• Recommend sourcing funds from return-seeking assets, though primarily from liquid holdings



Active Risk Discussion
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What is Active Risk (Tracking Error)?

Active risk defines the range of expected returns of a fund relative to the return of its policy benchmark 

Measured as the standard deviation of excess returns of a fund relative to the return of the policy benchmark (also 

referred to as tracking error)

An Illustration: Total Fund Active Risk = 1.0%

Distribution of 

excess returns 

around 

benchmark

What does an active risk of 1.0% mean?

In two out of every three years, the Fund’s return can be expected 

to lie within +/- 1.0 percentage points (one standard deviation) of 

its benchmark return

In nine out of every ten years, the Fund’s return can be expected to 

lie within +/-2.0 percentage points (two standard deviations) of its 

benchmark
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How Active Risk Policies Are Used 

▪Asset allocation policy is the primary determinant of investment performance

▪Active risk measures the deviation from policy, but is only applicable to publicly traded asset classes

▪Active risk policies offer Trustees a tool to:

–Manage the risk of deviating too far from policy 

–Monitor the implementation of the policy 

–Manage relative performance expectations

▪Active risk policies offer the Investment Team a tool to:

–Guide implementation of the policy according to the Board’s risk tolerance

–Monitor sources of active risk

▪Across peers, actual active risk and active risk policies vary in formality and structure

▪SDCERS’ IPS specifies an active risk budget (maximum) for public markets of 1.75% relative to the Fund’s 
Policy Benchmark

9



SDCERS: Active vs. Passive

▪Currently, nearly 80% of the Total Fund is actively managed

▪Approx. 60% of the public equity portfolio is passively managed to gain efficient exposure to public equity beta

▪Active management has been focused in areas where the probability for value-add is greatest; recent changes 
include greater active management within non-US equity and fixed income

*Alternatives includes diversifying, private equity, real assets, private debt, and opportunity fund
1 As of 6/30/25

10

$0 $2,000 $4,000 $6,000 $8,000 $10,000 $12,000 $14,000

Total Fund

Alternatives*

Return-Seeking FI

U.S. Fixed Income

Public Equity

SDCERS: Active vs. Passive

($ Million, As of 6/30/25)

Active Passive
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SDCERS: Total Fund Active Risk

SDCERS’ IPS specifies an active risk budget 1.75%; Current active risk of SDCERS’ portfolio is in compliance at 0.6%

Overall, SDCERS has been deliberate with its active risk allocation, considering the meaningful allocation to private markets and 
focusing on areas believed to be most rewarded

➢ Global and Non-U.S. Equity contribute the most to active risk, primarily driven by high levels of active management

➢ Fixed Income shifted 100% active which doubled the active risk expectation and aligns with high conviction for value-add

Public Market Asset Class Allocation 
(%)

Asset Class 
Active Risk 

(%)

Contribution to 
Total Fund 
Active Risk 

(%)

U.S. Equities 31.5% 0.4% 4.5%

Non-U.S. Equities 20.9% 1.7% 42.5%

Global Equity 9.3% 3.5% 36.2%

U.S. Fixed Income 30.9% 1.0% 15.9%

Return-Seeking Fixed Income 7.5% 1.1% 1.0%

Total Public Market Active Risk → 0.6% 100.0%

Notes: Figures above reflect SDCERS’ Policy as of June 2025. Manager composite data was used for this analysis in instances 
where SDCERS’ manger specific returns have limited history. Actual allocation was set to equal policy to eliminate any noise due 
to small deviations from policy targets



Liquid Markets

- Public Equity
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SDCERS: U.S. Equity Portfolio Snapshot

▪ Role: Growth
▪ Long-Term Target: part of 38% Public Equity allocation
▪ Observations:

─Style & size neutral
─Majority is passively managed

▪ Recommendation:
─Maintain current structure

Portfolio Snapshot (As of 6/30/2025)

Asset class benchmark Russell 3000 Index 

Current Allocation 22.2% / $2.7B

Active/Passive mix 6% / 94%

Number of active managers 1

Annual investment management fees 5 bps (approx. $1.3 million)*

Projected tracking error (active risk) 0.4% 

Historical 3-Year Annualized Return / Alpha 19.9% / -0.20%

*Based on investment management fee schedules and asset values as of 6/30/2025

BlackRock Russell 

1000 Index, 94%

William Blair SMID 

Core, 6%



Passive, 40%

Brandes, 14%

William Blair, 

14%

AQR, 4.50%

Artisan, 4%

Fidelity, 4.50%

PGIM, 4.75%

Lazard, 4.75%

Driehaus, 4.75%

Templeton, 4.75%
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SDCERS: Non-U.S. Equity Portfolio Snapshot

▪ Role: Growth, Diversification

▪ Long-Term Target: part of 38% Public Equity allocation

▪ Observations:

─  Size, style & regionally neutral

─  60% actively managed

─Structure and manager line-up implemented July 2024

▪ Recommendation:

─Maintain current structure

─Review of managers forthcoming

Portfolio Snapshot (As of 6/30/2025)

Asset class benchmark MSCI ACW ex-U.S. IMI Index

Current Allocation 14.7% / $1.8B

Active/Passive mix 60% / 40%

Number of active managers 9

Annual investment management fees 32 bps (approx. $5.8 million)*

Projected tracking error (active risk) 1.7% 

Historical 5-Year Annualized Return / Alpha 10.6% / 0.40%

* Based on investment management fee schedules and asset values as of 6/30/2025
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SDCERS: Global Equity Portfolio Snapshot

▪ Role: Growth, Diversification, Alpha

▪ Long-Term Target: part of 38% Public Equity allocation

▪ Observations:

─ Current underweight to U.S. market

─ Slight value and small/mid cap tilts

─ Style/size tilts may not persist given flexibility of 
active mandates to invest across styles

▪ Recommendation:

─Maintain current structure

Portfolio Snapshot (As of 6/30/2025)

Asset class benchmark MSCI All Country World Index

Current Allocation 6.5% / $802 million

Active/Passive mix 100% Active

Number of active managers 3

Annual investment management fees 52 bps (approx. $4.2 million)*

Projected tracking error (active risk) 3.5% 

Historical 5-Year Annualized Return / Alpha 14.2% / 0.50%

*Based on investment management fee schedules and asset values as of 6/30/2025

Dodge & Cox 

Global Stock, 

30%

Walter Scott 

Global Equity, 

30%

Arrowstreet 

Global, 40%
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SDCERS: Total Equity Portfolio Snapshot

▪ Role: Growth, Diversification, Alpha

▪ Long-Term Target: 38% 

▪ Observations:

─  Market cap and style neutral vs the benchmark

─  Mostly passive in U.S., equating to roughly 60% passive 
across Total Equity

▪ Recommendation:

─Slightly increase Global Equity to a static 20% of Public 
equity, aligning with high conviction area for value-add

─No change to underlying sub-category structures

Portfolio Snapshot (As of 6/30/2025) Current New*

Asset class benchmark MSCI All Country World IMI Index MSCI All Country World IMI Index

Current Allocation 43.4% / $5.3 billion 43.4% / $5.3 billion

Active/Passive mix 40% / 60% 40% / 60%

Number of active managers 13 13

Annual investment management fees 21 bps (approx. $11.2 million)* 22 bps (approx. $11.8 million)**

Projected tracking error (active risk) 1.0% 1.0% 

*Based on 20% global equity weight and a 51% / 29% split between US and Non-US equity to achieve allocations in line with the global opportunity set (MSCI ACWI IMI)
**Based on investment management fee schedules and asset values as of 6/30/2025. Proposed fees are estimated.

Recommendation 1: Public Equity Structure

51%

29%

20%

50%

33%

17%

0% 20% 40% 60%

U.S. Equity

Non-U.S. Equity

Global Equity

Current vs. Proposed Public Equity

Current New*
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SDCERS: Total Public Equity
Recommendation 2: Guideline Recommendation

At the July IC meeting, a Total Public Equity policy was approved which comprises the existing US, Non-US, and Global 
Equity portfolios

• The total public equity approach offers a more efficient approach to maintaining exposures in line with global markets

• Aon recommends the following to maintain the intended global equity exposure (defined by MSCI ACWI IMI)

1. No change to sub-category structures including U.S. Equity, Non-U.S. Equity and Global Equity 

2. Sub-category guidelines (U.S., Non-U.S., and Global) to maintain global orientation at Total Public Equity level

— Includes slight uptick from current Global Equity weight due to high conviction for value-add

• Recommended guidelines equate to the following splits as a percentage of the Total Fund based on 6/30 market 
weights: 19.2% U.S. Equity, 11.2% Non-U.S. Equity, 7.6% Global Equity

Sub-Region
Current 
Policy

Example 6/30/25 
Targets

Recommended Guidelines for Total Equity
Allowable 
Ranges

U.S. Equity 50% 51% 80% * MSCI ACWI IMI weight to US stocks +/- 5%

Non-U.S. Equity 33% 29% 80% * MSCI ACWI IMI weight to Non-US stocks +/- 5%

Global Equity 17% 20% 20% +/- 5%

Total Public Equity 100% 100%



SDCERS Total Equity – Holdings Based Analysis
No Material Biases – new guidelines align with global market and improve contribution to 
active risk

18

CURRENT NEW▪ Proposed guidelines:

➢ Offer simple approach to maintain global orientation

➢ Improve contribution to active risk from stock selection, 

which is desired

▪ Holdings-based analysis indicates no other material biases in 

the portfolio* 

Recommendation: Adopt following structure and rebalancing 

guidelines:

➢ Set Global Equity target weight at 20%

➢ Staff to align U.S. and Non-U.S. exposure with global market

Sub-Region % of Total Public Equity
Allowable 
Ranges

U.S. Equity
80% * MSCI ACWI IMI weight 
to US stocks

+/- 5%

Non-U.S. Equity
80% * MSCI ACWI IMI weight 
to Non-US stocks

+/- 5%

Global Equity 20% +/- 5%

*Please see appendix for additional holdings bases analysis



Liquid Markets

- Return-Seeking Fixed Income
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SDCERS: Return Seeking Fixed Income Portfolio Snapshot
▪ Role: Diversification, Exposure to Credit Premium, Income
▪ Long-Term Target: 5%
▪ Observations:

─100% actively managed
─Multi-asset credit mandates allow managers to rotate between 

credit sectors, adding an additional source of return potential 
to security selection

─Well-diversified portfolio via strategy, investment process and 
credit exposures

─Controlled tracking error relative to benchmark 
▪ Recommendation

─  Maintain current structure
─  Refer to IPS memo for benchmark provider change

Portfolio Snapshot (As of 6/30/2025)

Asset class benchmark 33% ICE BofA High Yield Index, 33% Morningstar US Leveraged 
Loan Index, 33% EMD Benchmark*

Current Allocation 5.3% / $650 million

Active/Passive mix 100% Active

Number of active managers 5

Annual investment management fees 49 bps (approx. $3.2 million)**

Projected tracking error (active risk) 1.1% 

Historical 5-Year Annualized Return / Alpha 2.6% / 0.30%

*EMD Benchmark consists of 40% JPM GBI EM Global Diversified in LC, 30% JPM EMBI Global Diversified, 30% JPM CEMBI Broad Diversified
**Based on asset values as of June 30, 2025

Apollo, 25%

Ares, 20%
Wellington, 

20%

PIMCO , 20%

Guggenheim, 

15%



Structured 

Credit

23%

Investment 

Grade Credit

10%

High Yield 

Credit

32%

Bank Loans

20%

Real Estate

1%

EMD

10%

Government

3%

Other/Cash

1%
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Return Seeking Fixed Income Characteristics Relative to Benchmark

SDCERS’ Return-Seeking Fixed Income Custom Benchmark*

Duration 3.0 years 2.7 years

Yield to Maturity 7.4% 7.0%

Credit Quality

Apollo: BB-
Ares: B+
Wellington: BB+
PIMCO: BBB+
Guggenheim: BBB

25% Investment Grade
28% BB
36% B
6% Below B
5% Not Rated

High Yield, 

33.3%

Bank Loans, 

33.3%

Emerging 

Markets Debt, 

33.3%

*33% ICE BofA HY Index, 33% S&P Leveraged Loan, 33% EMD Custom Benchmark - which contains 40% JPM GBI EM Diversified, 30%JPM EMBI Global Diversified, 30% JPM CEMBI Broad Diversified

Portfolio Exposure as of 6/30/25 RSFI Benchmark



Liquid Markets

- U.S. Fixed Income
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PIMCO Total 

Return

25%

TCW Total 

Return

20%

BlackRock 

Total Return

25%

Loomis Core

30%
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SDCERS: U.S. Fixed Income Portfolio Snapshot

▪ Role: Risk-Reducing - reduce volatility, limit downside risk and provide liquidity 
▪ Long-Term Target: 22%
▪ Observations:

─100% actively managed 
─Blends core (30%) and core plus (70%) allowing favorable balance of alpha 

and safety
─Slightly lower credit quality due to core plus exposure and similar duration 

relative to benchmark
─Current tilts to structured and mortgages as managers view these sectors 

more attractive than gov’t and credit
▪ Recommendation:

─Maintain current structure which was recently implemented in 2024

─Review of managers forthcoming

Portfolio Snapshot (As of 6/30/2025) Current

Asset class benchmark Bloomberg Aggregate Bond Index

Current Allocation 21.7% / $2.7B

Active/Passive mix 100% Active

Number of active managers 4

Annual investment management fees 16 bps (approx. $4.4 million)*

Projected tracking error (active risk) 1.0% 

Historical 5-Year Annualized Return / Alpha 0.2% / 0.3%

* Based on investment management fee schedules and asset values as of 6/30/2025

Core

Core Plus
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Current U.S. Fixed Income: Positioning Relative to Benchmark
As of 6/30/25

Credit Quality SDCERS Total 
Fixed Income

Bloomberg Agg 
Bond Index

Cash -4.8% 0.0%

Aaa/AAA 6.9 3.4

Aa/AA 64.6 73.4

A/A 12.2 11.4

Baa/BBB 16.0 11.9

Total Investment Grade 94.8% 100.0%

Ba/BB 3.4 0.0

Not Rated 1.8 0.0

Total Non-Investment 
Grade

5.2% 0.0%

Total 100.0% 100.0%

Effective Duration 6.1 Years 5.9 Years

Current Yield 4.5% 3.8%

Yield to Maturity 4.8% 4.5% -10.0 0.0 10.0 20.0 30.0 40.0 50.0

Cash

Emerging Market

High Yield Credit

Asset Backed

Mortgage Backed

Credit

Government

Bloomberg US Aggregate Total SDCERS FI



Quasi-Liquid Markets

- Diversifying
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Diversifying Allocation: Introduction

▪ The Board approved increasing the Diversifying allocation from 4% to 5% during the 2025 Asset Allocation Study 

▪ Role of Diversifying Allocation: “diversify the equity and credit beta in the return-seeking portfolio and to provide a return that 

is uncorrelated to traditional markets and is above that of the risk-reducing allocation.” – as defined in the IPS 

▪ Over the long-term, SDCERS current allocation to managed futures satisfies this mandate, but we believe the structure can be 

improved with complementary strategies

▪ Today, we focus on identifying strategies that complement the existing portfolio and serve to fulfill the Diversifying mandate

• Diversifying strategies can come in a variety of different flavors

Risk ProfileConservative Aggressive

Low 
Cost

ExpensiveFees

Niche 
Strategies

Institutional
Firms

Size

Diversifying Return
Enhancing

Return Stream

ComplexityStraight
Forward

Complicated
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Diversifying Allocation: SDCERS Current Portfolio Snapshot 

Lynx Systematica

Strategy 
Highlights

100% systematic trading across 

several traditional markets and two 

models: Trend and Diversifying

Provides exposure to 

predominantly trends in 

alternative markets

Complementary 
Qualities

• More aggressive strategy 

seeking higher returns 

• Diversification through multiple 

models and use of non-trend 

following models 

• Strong diversifier to traditional 

trend following strategies via 

use of alternative markets

Considerations
• Higher volatility may lead to 

notable drawdowns around 

market reversals

• May look different than broad 

managed futures peer group

Volatility Target 18.0% 12.5%

Markets Traded ~100 ~250

Liquidity Monthly Monthly 

Fees 0.8% + 18% perf fee 1.5% + 20% perf fee

Aon Rating Buy Buy

▪ The Diversifying portfolio is allocated 100% to managed futures (or trend following) across two complementary managers

• Managed futures are a systematic (quantitatively-driven, rules-based) strategy which makes money in rising or falling 

markets, as long as the initial trend remains in place

Systematica

60%

Lynx

40%

Current Diversifying Portfolio: 

100% Managed Futures



Diversifying Allocation: Strategy Themes

Relative Value

Profits from price 

discrepancies across related 

securities

- Credit L/S

- Structured Credit

- Convertible Arbitrage

Takes positions based on 

macro-economic or top-down 

views on markets

- Discretionary Macro

- Systematic Macro (ex. 

Managed Futures)

Macro Event Driven

Investments based on events or 

market dislocations

- Merger Arbitrage

- Distressed / Activist

- Event Driven

▪ Strategies that fit within the Diversifying allocation will generally have one of the following themes

▪ Some strategies exhibit multiple themes, such as Multi-Strategy funds

28

Involves taking both long and 

short positions in equities, aiming 

to profit from stock selection 

while managing market risk

- Equity Long/Short

- Equity Market Neutral

Equity Hedge

Good fit for SDCERS

- Reduces volatility

- Return profiles complement 

other strategies due to trade 

structure

Good fit for SDCERS

- Already check this box with 

managed futures allocation

- Very low equity beta and 

correlation to public markets

Suitable for SDCERS

- Reduces volatility

- Potential to have imbedded 

credit beta

- Less complementary to managed 

futures than RV & Macro

Poor fit for SDCERS as 

standalone allocation

- Higher equity beta and 

correlation to public markets

- Higher volatility of returns

   Multi-Strategy  →
Good Fit for SDCERS due to suite of complementary strategies with less embedded market beta which smooths returns & reduces volatility
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Diversifying Allocation: Potential Strategies for Consideration

Multi-Strategy Relative Value Event Driven
▪ Offers exposure to multiple underlying strategies 

run by different portfolio manager teams

▪ The structural benefit allows tactical shifts across 

strategies based on both top down and bottom-up 

analysis.

▪ Diverse strategy holdings offer the potential for 

smoother return streams as strategies can have 

differentiated return cycles based on fundamental 

opportunities.

▪ Seek to benefit from mispricing in 

related market securities/financial 

instruments.  

▪ Can use significant leverage where 

mis-pricings are small and many 

strategies are based on the notion 

of "mean reversion".

▪ Seek to benefit from corporate actions and 

restructurings including a focus on 

companies in bankruptcy or going through 

financial distress.

▪ Distress securities tend to trade at significant 

discounts in those events including forced 

sellers that are constrained to hold such 

securities in their investment mandate.

▪ Aon considered a wide variety of strategies

▪ Considering SDCERS Diversifying mandate and the 

existing managed futures allocation, Aon believes 

the three strategies below could be additive to the 

SDCERS portfolio

▪ In general, each of these strategies have low to no 

correlation with traditional markets and low equity 
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Global Equity 1.00 0.70 0.47 -0.25 0.05 0.35 -0.10 0.42

Global Bonds 0.70 1.00 0.34 -0.47 -0.29 0.06 -0.38 0.18

Multi-Strategy 0.47 0.34 1.00 -0.19 0.14 0.33 -0.20 0.54

Lynx -0.25 -0.47 -0.19 1.00 0.87 0.20 0.74 0.22

Diversified Hedge Fund Allocation 0.05 -0.29 0.14 0.87 1.00 0.58 0.76 0.55

Event Driven 0.35 0.06 0.33 0.20 0.58 1.00 0.26 0.50

Systematica -0.10 -0.38 -0.20 0.74 0.76 0.26 1.00 0.12

Relative Value 0.42 0.18 0.54 0.22 0.55 0.50 0.12 1.00



Diversifying Allocation: Portfolio Analysis
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all distributions and do not reflect fees and 
expenses. Please see appendix for index definitions and other general disclosures. Portfolios use representative strategies for Relative Value, Multi-Strategy and Event Driven. See Appendix for 
specific strategy weights.
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▪ Charts below illustrate the impact of incrementally adding new strategies to managed futures

➢ Expect results that align with Diversifying’s strategic role, and that improve the current portfolio’s characteristics

➢ Trade-offs exist, including potentially additional line-items and higher fees

-30%

-20%

-10%

0%

10%

20%

Annualized Volatility Max Monthly Loss Max Drawdown

Impact on Portfolio Statistics

Historical Analysis: Trailing 5-years

Current: 100% MFs Add 50% Relative Value Add 38% Relative Values & 38% Multi Strategy Add 25% Relative Value, 25% Multi-Strategy & 25% Event Driven

-0.5

0.0

0.5

1.0

1.5

2.0

Correlation to Global

Equity

Beta to Global Equity Annual Sharpe Ratio

Impact on Portfolio Statistics

Historical Analysis: Trailing 5-years

Similar correlation and Beta to Equity

Better Sharpe Ratio

Reduces volatility

Improves max drawdown
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▪ Manager results can vary widely, even within a similar strategy type; thus, it is important to vet specific
managers/strategies when considering portfolio construction

▪ Manager selection is extremely important due to the wide dispersion of manager skill

▪ Institutional quality managers with proven track records that truly have an edge are hard to come by and narrow the
investment options for consideration

Recommendation & Next Steps

▪ Aon recommends initiating manager searches with a focus on Relative Value, Macro and Multi-Strategy themes, to
construct a complementary, diversified portfolio for the 5% target

o Focus areas provide strong diversification benefits, expectations to reduce the volatility and drawdowns of
managed futures while maintaining desired correlation and beta to global equity

▪ Aon recommends further collaboration with SDCERS Investment Team to study various portfolio combinations and to
come back to the Board with specific strategy weights and manager recommendations

o Due to the dispersion of manager strategies, additional due diligence is needed to identify the most appropriate
weighting and manager line up

o Analysis will consider various portfolio combinations, and trade-offs, including re-evaluation of existing managed
futures managers and weights
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Diversifying Allocation: Manager Universe, Recommendation & Next Steps
Recommendation 3: Diversifying Structure

Manager Universe 



Illiquid Markets

- Real Estate
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Approved in 2024
SDCERS Real Estate: Current Target Structure

Target Portfolio Allocations

Core Value-Add Opportunistic

33

Objective Generate income and provide diversification benefits to the total portfolio, while providing 
competitive returns relative to the benchmark

Geographic Focus
Primary focus on U.S. markets, with flexibility for non-U.S. investments of up to 15%

Expected Long-Term 
Return 5 - 7% net IRR for Core Real Estate; 7 – 15%+ net IRR for Non-Core Real Estate

70% Core
(55 - 85%)

30% Non-Core
(15% - 45%)

Core Plus

90% Equity 10% Debt

10% Debt
(0% - 20%)

Core & Non-Core

Opportunities for direct secondaries and co-investments can span the strategy spectrum and should be considered as complimentary as opportunities arise 



Recommendation 4: For Approval – Changes in Red
SDCERS Real Estate: Recommended Structure

Target Portfolio Allocations

Core Value-Add Opportunistic

34

60% Core 
(50 - 80%)

40% Non-Core
(20% - 50%)

Core Plus

90% Equity 10% Debt

10% Debt
(0% - 20%)

Core & Non-Core

Opportunities for direct secondaries and co-investments can span the strategy spectrum and should be considered as complimentary as opportunities arise 

Recommends shifting core / non-core real estate equity targets to 60/40 from 70/30 as outlined in the table below

• The current challenging market environment may bring attractive opportunities, particularly in the non-core space

• A higher target to non-core allows for greater potential to capitalize on compelling thematic investment opportunities and
distress in real estate markets (ex. secondary market trade discounts in the 15-50% range)

• Aon believes a 60% Core / 40% Non-Core Real Estate split balances Real Estate’s intended roles of offering
diversification, inflation protection, steady income, and return potential

o Moving from 70/30 to 60/40 split slightly improves expected risk-adjusted returns1

1Based on Aon’s 10-year 3/31/25 Capital Market Assumptions



Opportunity Fund
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Opportunity Fund
Recommendation 5: IPS Recommendations

Consideration Current Proposed

Role 

➢ Return enhancement

➢ Investments that don’t fit within existing asset classes

➢ Investments that share characteristics of more than one asset class

➢ Truly opportunistic

Source of Funds Public equity Liquid return-seeking asset classes

Benchmark Primary Total Fund Policy benchmark ex Fixed Income
Total Fund Policy benchmark (true opportunity cost 

benchmark)

Benchmark Secondary Weighted average of strategy-specific benchmarks

Implementation IC/Board approval by strategy / manager and allocation size

At the July IC meeting, the IC approved altering the Opportunity Fund to a 0% target with a maximum allowable allocation of 5% of the 

Total Fund

• This change requires a few policy updates which are outlined below:

○ Widening the Opportunity Fund bands to 0-5% of the total Fund while maintaining a 0% overall target

○ Sourced from any public return-seeking asset class, though primarily will be public equity

○ Benchmarking updated to compare performance to the Total Fund Policy which represents a true opportunity cost benchmark
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SDCERS Current Total Equity – Holdings Based Analysis
No Material Biases – underweight U.S. primarily driven by previous policy targets
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Source: Aon, Style Research. Portfolio Skyline Data as at 30 June 2025. 

Distribution and TE Data as at 30 June 2025. Benchmark: MSCI ACWI IMI Index
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SDCERS Proposed Total Equity – Holdings Based Analysis
Reduce U.S. Underweight and Increase Stock Selection Impact 
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Source: Aon, Style Research. Portfolio Skyline Data as at 30 June 2025. 

Distribution and TE Data as at 30 June 2025. Benchmark: MSCI ACWI IMI Index
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Diversifying Allocation: Managed Futures Investment Characteristics

Attractive investment characteristics include:

▪ Long-term positive returns

▪ Low long-term correlation to traditional and alternative strategies

▪Diversification during market stress

▪Shallower draw-downs and quicker recoveries than global
equities

However, managed futures also:

▪Often struggle during non-trending markets or periods of quick
market reversals

▪Can experience periods of negative performance, especially over
the short term

Therefore, it is important to:

▪Remain patient with the strategy with a long-term perspective

▪ Identify strategies that will diversify the higher volatility

Note: past performance is no guarantee of future results; index performance for global equities (MSCI ACWI), IG fixed income (Barclays US Aggregate), high yield (BofA ML US High Yield 

Master II) and managed futures (BarclayHedge BTOP50 Index). Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all distributions and do not reflect 

fees or expenses. Period 1990-2016 for bottom chart.

40

Rolling 1-year Return Comparison: Managed Futures vs. Global Equities
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Diversifying Allocation: Narrowing Potential Strategies

Benefits Considerations

Multi-Strategy

• Diverse holding of core hedge fund strategies
• Tactical strategy allocation changes based on each

strategy’s fundamental outlook
• Strategy diversification can create smoother return stream

based on differentiated sources of alpha

• Complex multiple investment strategies to understand and
monitor

• Strategy allocations can differ by manager and individual
manager selection is critical

Relative Value

• Differentiated strategies, seeking return from truly
diversified sources

• Wide variety of strategies
• Offers downside protection as well as upside potential
• Seeks lower net exposure with use of leverage

• Complex investment strategies to understand and monitor
• Strategy / manager selection critical
• Narrow universe of buy rated institutional managers to

consider

Event Driven

• Strategy can exploit market inefficiencies created by
mergers, acquisitions, and spin-offs

• Correlations with broader markets is reduced as corporate
events and not market fluctuations control the outcome of
the investment’s performance

• Distressed debt investments can profit from volatility in the
credit market

• Event driven strategies face regulatory risks as
governmental approval is often needed for events to be
completed

• There is deal risk as a proposed merger or emergence from
bankruptcy that fails will weight against returns

• Manager selection and skill are critical to a consistent
success of the strategy



SDCERS Diversified Portfolio Analysis Details - Trailing 5 Years
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Past performance is no guarantee of future results. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all distributions and do not reflect fees and 
expenses. Please see appendix for index definitions and other general disclosures. Representative portfolios used for Relative Value, Multi-strategy and Event Driven
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Current Add Relative Value
Add Relative Value & Multi-

Strategy

Add Relative Value & Multi-

Strategy & Event Driven

60% Systematica/40% Lynx 25% Lynx/25% Systematica/50% 

Relative Value

25% Lynx/37.5% Multi-

Strategy/37.5% Relative Value

25% Lynx/25% Relative Value/25% 

Multi-Strategy/25% Event Driven

Annualized Return 6.88% 9.69% 10.04% 10.73%

Annualized Volatility 14.84% 8.51% 5.95% 6.22%

Ann. Downside Deviation (vs 0%) 9.29% 4.38% 2.37% 2.47%

Correlation to MSCI ACWI -0.20 -0.10 -0.05 -0.03

Correlation to Bloomberg Global Aggregate Bond Index -0.46 -0.39 -0.33 -0.33

Beta to MSCI ACWI -0.19 -0.06 -0.02 -0.01

Beta to Bloomberg Global Aggregate Bond Index -0.86 -0.42 -0.25 -0.26

Annual Sharpe Ratio (Rf= 0.25%) 0.45 1.11 1.65 1.68

Normal monthly VaR 99% -9.32% -4.91% -3.18% -3.31%

Modified monthly VaR 99% -9.93% -5.04% -2.53% -2.65%

Conditional monthly VaR 99% -11.95% -6.33% -3.24% -3.32%

Max Monthly Loss -11.95% -6.33% -3.24% -3.32%

Max Drawdown -25.47% -8.08% -3.78% -3.63%

Date Max Drawdown 5/31/2025 5/31/2025 3/31/2023 3/31/2023

Return during 2025 (June YTD) -12.03% -3.97% 0.48% 0.08%

Return during 2024 -3.39% 4.87% 8.35% 8.91%

Return during 2023 -5.33% 0.72% 2.73% 2.32%

Return during 2022 31.81% 20.76% 16.86% 16.37%

Return during 2021 17.07% 12.68% 8.01% 11.32%

Return during 2020 4.18% 9.73% 10.73% 11.42%
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Historical Projected Tracking Error*
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*Based on Aon’s Active Risk Model: Forward looking projections based on then current targets using 60 months of historical returns
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