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Board of Administration Agenda    

 

REGULAR MEETING 
 

TUESDAY, JULY 9, 2019 
 

TIME:   10:00 A.M.  
 

MEETING LOCATION:  
 

LACERS Ken Spiker Boardroom 
202 West First Street, Suite 500 
Los Angeles, California 90012-4401 
 
Live Board Meetings can be heard at: (213) 621-CITY (Metro), 
(818) 904-9450 (Valley), (310) 471-CITY (Westside), and  
(310) 547-CITY (San Pedro Area). 
 
Sign Language Interpreters, Communication Access Real-
Time Transcription, Assistive Listening Devices, or other 
auxiliary aids and/or services may be provided upon request. 
To ensure availability, you are advised to make your request at 
least 72 hours prior to the meeting you wish to attend. Due to 
difficulties in securing Sign Language Interpreters, five or more 
business days’ notice is strongly recommended. For additional 
information, please contact: Board of Administration Office at 
(213) 473-7169. 

 
President:                      Cynthia M. Ruiz 
Vice President:    Vacant 
 
Commissioners:            Annie Chao 
                                      Elizabeth Lee 
  Sandra Lee 
                                      Nilza R. Serrano  
                                      Sung Won Sohn 
                                      Michael R. Wilkinson 
                                
Manager-Secretary:  Neil M. Guglielmo 
 
Executive Assistant: Ani Ghoukassian 
 

Legal Counsel: City Attorney’s Office 
                                     Public Pensions General      
                                     Counsel Division 
 
 

 

I. PUBLIC COMMENTS ON MATTERS WITHIN THE BOARD'S JURISDICTION 
 

II. APPROVAL OF MINUTES FOR REGULAR BOARD MEETING OF JUNE 25, 2019 AND 
POSSIBLE BOARD ACTION 

 
III. BOARD PRESIDENT VERBAL REPORT 

 
IV. GENERAL MANAGER VERBAL REPORT 

 
A. REPORT ON DEPARTMENT OPERATIONS 

 
B. UPCOMING AGENDA ITEMS 

 
V. RECEIVE AND FILE ITEMS 

 
A. BENEFITS PAYMENTS APPROVED BY GENERAL MANAGER 
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B. MARKETING CESSATION NOTIFICATION 
 

C. COMMISSIONER SOHN BOARD EDUCATION EVALUATION ON MIT CERTIFICATE 
PROGRAM IN REAL ESTATE FINANCE AND DEVELOPMENT, CAMBRIDGE, MA; 
JUNE 17-21, 2019 

 
D. COMMISSIONER ELIZABETH LEE BOARD EDUCATION EVALUATION ON IFEBP 

CERTIFICATE OF ACHIEVEMENT IN PUBLIC PLAN POLICY PENSIONS PART I 
AND PART II, BOSTON, MA; JUNE 18-21, 2019 

 
E. LEGISLATIVE UPDATE OF JULY 2019 
 

VI. CONSENT AGENDA 
 

A. TRAVEL AUTHORITY – COMMISSIONER CYNTHIA M. RUIZ; PRINCIPLES FOR 
RESPONSIBLE INVESTMENT IN PERSON 2019, PARIS, FRANCE; SEPTEMBER 
10-12, 2019 AND POSSIBLE BOARD ACTION 

 
VII. BOARD/DEPARTMENT ADMINISTRATION 

 
A. CONTRACT AWARD TO SEGAL CONSULTING FOR ACTUARIAL SERVICES AND 

POSSIBLE BOARD ACTION 
 

VIII. INVESTMENTS 
 

A. CHIEF INVESTMENT OFFICER VERBAL REPORT 
 

B. PRESENTATION BY TORREYCOVE, LLC REGARDING PRIVATE EQUITY 
INVESTMENT MANAGEMENT 

 
IX. DISABILITY RETIREMENT APPLICATION(S) 
 

A. CLOSED SESSION PURSUANT TO GOVERNMENT CODE SECTION 54957(b) TO 

CONSIDER THE DISABILITY RETIREMENT APPLICATION OF LINDA CHEATHAM 

AND POSSIBLE BOARD ACTION 
 

X. OTHER BUSINESS 
 

XI. NEXT MEETING: The next Regular meeting of the Board is scheduled for Tuesday, July 23, 
2019 at 10:00 a.m. in the LACERS Ken Spiker Boardroom, 202 West First Street, Suite 500, 
Los Angeles, CA 90012-4401. 
 

XII. ADJOURNMENT 
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                                                  MINUTES OF THE REGULAR MEETING 
BOARD OF ADMINISTRATION 

LOS ANGELES CITY EMPLOYEES' RETIREMENT SYSTEM 
 

LACERS Ken Spiker Boardroom 
202 West First Street, Fifth Floor 

Los Angeles, California 
 

June 25, 2019 
 

10:04 a.m. 
 

PRESENT: President: Cynthia M. Ruiz 
 
 Vice President:                   (arrived at 10:50 a.m.) Elizabeth L. Greenwood 
 
 Commissioners:                Elizabeth Lee 
  Sandra Lee  
  Nilza R. Serrano 
  Michael R. Wilkinson 
                                    
 Manager-Secretary:     Neil M. Guglielmo 
           

 Executive Assistant:  Ani Ghoukassian 
  

 Legal Counsel:            Anya Freedman 
   James Napier 
 
ABSENT: Commissioner Sung Won Sohn 
  
 

The Items in the Minutes are numbered to correspond with the Agenda.  
 

I 
 

PUBLIC COMMENTS ON MATTERS WITHIN THE BOARD’S JURISDICTION – President Ruiz asked 
if there were any persons who wished to speak on matters within the Board’s jurisdiction, to which there 
was no response and no public comment cards were received.   
 
 

II 
 
APPROVAL OF MINUTES FOR REGULAR BOARD MEETING OF JUNE 11, 2019 AND POSSIBLE 
BOARD ACTION – A motion to approve the Regular Board Meeting minutes of June 11, 2019 was 
moved by Commissioner Serrano, seconded by Commissioner Wilkinson, and adopted by the following 
vote:  Ayes, Commissioners Elizabeth Lee, Sandra Lee, Serrano, Wilkinson, and President Ruiz -5; 
Nays, None. 
 
James Napier, Deputy City Attorney, was present during the Disability Retirement Application 
discussion. 
 

 

Agenda of:  July 9, 2019 
 
Item No:        II       

 
 

 
 

Item Number       II 
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Commissioner Greenwood arrived at the Regular Meeting at 10:50 a.m., during the Disability 
Retirement Application discussion. 
 

III 
 

DISABILITY RETIREMENT APPLICATION(S) 
 
A. CONSIDER THE RETURN TO WORK REQUEST OF RETIREE HAGOP TCHAKERIAN AND 

POSSIBLE BOARD ACTION (HEARING) – Anna Ingram, Management Analyst with Retirement 

Services Division and Hagop Tchakerian, Retiree were present and discussed this item.  After 

hearing witness testimonies, the Board gave direction to staff and asked that this item be 

reintroduced at a future Board Meeting. 

President Ruiz recessed the Regular Meeting at 11:40 a.m. for a break and reconvened the Regular 
Meeting at 11:49 a.m. 
 

IV 
 
BOARD PRESIDENT VERBAL REPORT – President Ruiz stated that City Council approved her 
reappointment to the LACERS Board for another five-year term. 
 

V 
 

GENERAL MANAGER VERBAL REPORT   
 

A. REPORT ON DEPARTMENT OPERATIONS – Neil M. Guglielmo, General Manager, discussed 
the following items: 
 

 Data Sharing with Other Agencies 

 Revenue Management Commission request for expense breakdowns 

 CalPERS visit to LACERS 

 Staff representatives will be trained in emergency preparedness 

 Update on office expansion 

 Internal reorganization for FY 20  

 Updated Board Report format 

 Transparency of key statistical data 
 

B. UPCOMING AGENDA ITEMS – Mr. Guglielmo stated that Cyber Liability Insurance would be on 
an upcoming Board agenda. 

 
C. RECOGNITION OF SERVICE FOR COMMISSIONER ELIZABETH L. GREENWOOD – Neil M. 

Guglielmo, General Manager and President Ruiz recognized Vice President Greenwood’s 10-
years of service on the LACERS Board.   

 
VI 

 
RECEIVE AND FILE ITEMS 
 



  3   

A. MONTHLY REPORT ON SEMINARS AND CONFERENCES (MAY 2019) – The report was 
received by the Board and filed. 

 
B. COMMISSIONER RUIZ BOARD EDUCATION EVALUATION ON HISPANIC HERITAGE 

FOUNDATION INVESTORS FORUM, OAKLAND, CA; JUNE 6, 2019 – The report was received 
by the Board and filed. 

 
VII 

 
COMMITTEE REPORT(S) 
 
A. BENEFITS ADMINISTRATION COMMITTEE VERBAL REPORT ON THE MEETING OF JUNE 

11, 2019 – Commissioner Wilkinson stated that the Committee was presented with the 2020 
Health Plan Contract Renewal update. 

 
B. INVESTMENT COMMITTEE VERBAL REPORT ON THE MEETING OF JUNE 11, 2019 – 

Commissioner Elizabeth Lee stated that the Committee approved the Investment Manager 
Contract termination with AJO LP and the Committee decided to table any action on the Private 
Credit Investment Manager Search. 
 

VIII 
 
BOARD/DEPARTMENT ADMINISTRATION 
 
A. CHIEF ACCOUNTING EMPLOYEE SIGNATURE AUTHORITY AND POSSIBLE BOARD 

ACTION – Commissioner Wilkinson moved approval of the following Resolution: 
 

CITY EMPLOYEES’ RETIREMENT SYSTEM 
CHIEF ACCOUNTING EMPLOYEE 

FISCAL YEAR 2019-20 AND THEREAFTER 
 

RESOLUTION 190625-A 
 
WHEREAS, pursuant to the Los Angeles Administrative Code Section 21.8, each City 
department is required to appoint a chief accounting employee to “perform those duties imposed 
upon him or her by the Charter, by ordinance, or by the board.”;  and 
 
WHEREAS, the Administrative Code also allows for the authorization of designees in case the 
chief accounting employee is absent or unable to perform her duties; 
 
NOW, THEREFORE, BE IT RESOLVED, that the Board hereby re-authorizes Mikyong Jang, 
Departmental Chief Accountant IV, to continue to serve as chief accounting employee for the 
Los Angeles City Employees’ Retirement System (LACERS), with all the responsibilities 
attendant upon that position and authorizes JoAnn Peralta, Principal Accountant I, and Lilian 
Buranabul, Senior Accountant I, two of Ms. Jang’s subordinate staff members to serve as 
designees of LACERS chief accounting employee. 
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Endorsed __________________________________ 
                     Mikyong Jang 
           Departmental Chief Accountant IV 

                                                    Chief Accounting Employee 
 
 

Endorsed _________________________________ 
                  JoAnn Peralta 
                   Principal Accountant I 

 
 
 

Endorsed __________________________________ 
                    Lilian Buranabul 
                       Senior Accountant I 

 
 
Which motion was seconded by Commissioner Serrano, and adopted by the following vote: 
Ayes, Commissioners Elizabeth Lee, Sandra Lee, Serrano, Wilkinson, Vice President 
Greenwood, and President Ruiz -6; Nays, None. 

 
IX 
 

INVESTMENTS 
 
A. CHIEF INVESTMENT OFFICER VERBAL REPORT – Bryan Fujita, Chief Operating Officer, 

reported on the portfolio value, $17.73 Billion as of June 24, 2019.  Mr. Fujita discussed the 

following items: 

 No notification of sexual harassment lawsuit with TCW 

 LACERS Facebook exposure is $67.2 million 
 Future agenda items: Private Credit Investment Manager Search, Private Equity 

Education by TorreyCove, Investment Manager contracts up for renewal 
 

X 
 

DIVISION SPOTLIGHT 
 
 
A. MEMBER PROCESSING UNIT – Karen Freire, Chief Benefits Analyst and Shari Hernandez, 

Benefits Specialist with Retirement Services Division presented this Spotlight to the Board.  

XI 
 

OTHER BUSINESS –  There was no other business 
 

XII 
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NEXT MEETING – The next Regular meeting of the Board is scheduled for Tuesday, July 9, 2019 at 
10:00 a.m. in the LACERS Ken Spiker Boardroom, 202 West First Street, Suite 500, Los Angeles, CA 
90012-4401. 
 

XIII 
 

ADJOURNMENT – There being no further discussion before the Board, President Ruiz adjourned the 
meeting at 12:42 p.m. in the memory of Maggie Whelan, Retired and former General Manager of Los 
Angeles City Personnel Department who passed away on June 6, 2019.  
 
 
 
 ______________________________________ 
 Cynthia M. Ruiz 
 President 
 
________________________________________ 
Neil M. Guglielmo 
Manager-Secretary 
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LACERS Private Equity Education



Agenda

• Private Equity ‐ Secondary Market

• Private Equity ‐ Co‐Investments

• Private Equity – Benchmarking

• Conclusion ‐ Potential Next Steps



• Private equity 
investments are 
illiquid investments 
where investor 
capital is typically 
tied up for 10+ years

• An investor’s 
situation and 
strategic focus may 
change over time, 
often times creating 
a need for early 
liquidity
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Private 
Equity 
Fund

LP

LP Different 
LP

At Some Time In The Future (“Secondary Transaction”):

$150

$100

Initial Fund Commitment (“Primary”):

10%

10%

WHAT IS A SECONDARY TRANSACTION?

• A Secondary Transaction allows an investor to sell their individual limited partnership 
interest in a fund that includes:

‐ The Net Asset Value (“NAV”) of underlying investments (as of a specific date)

‐ Assumption of any Unfunded Commitments (including management fees)

• A seller can sell individual fund interests or a portfolio of fund interests

PRIVATE EQUITY: SECONDARY MARKET



FUND INTERESTS OF ALL MATURITIES CAN BE BOUGHT AND SOLD
• For all secondary 

transactions, proceeds 
go to the selling 
limited partner and 
the buyer receives an 
existing limited‐
partner interest

• No new capital is 
raised for investments
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PRIVATE EQUITY: SECONDARY MARKET



WHY DO LIMITED PARTNERS SELL THEIR FUND INTERESTS?
• Secondary 

transactions can be 
mutually beneficial 
for both sellers and 
buyers
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Manage Portfolio Exposure 
Proactively

• Realign sub‐asset class exposure
• Realign underlying geographic or industry exposure
• Reduce vintage year risk
• Proactively manage exposure to regulatory, strategic or other 
unexpected changes

Refocus on 
Best GPs

• Increase exposure to core relationships
• Exit poorly performing managers

Lock 
In Returns

• Capture returns achieved through existing portfolios
• Redeploy capital into more productive assets

Increase
Liquidity

• Immediate liquidity rather than orderly sell down of portfolio

Reduce Administrative Burden • Reduce the number of GP relationships that must be managed

PRIVATE EQUITY: SECONDARY MARKET



WHY DO INVESTORS PURCHASE FUND INTERESTS?
• Secondaries 

generally exhibit 
less upside return 
potential as well as 
less volatility
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Potential Returns • Opportunity to buy assets at a discount to book value

Additive to Portfolio Construction
• Ability to manage the portfolio diversification by manager, 
vintage, geography, strategy, etc.

Helps Alleviate
J‐Curve Effects

• If purchased at a discount, value creation is immediate
• Focuses on shorter duration investments

Mitigate Blind 
Pool Risks

• Focus on an existing portfolio and valuations
• Maturing assets may provide visibility to potential exits
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The "J Curve"

Negotiated Discount to Net
Asset Value leads to an 
Increased Rate of Return

PRIVATE EQUITY: SECONDARY MARKET



WHAT DOES THE ACTIVITY LEVEL IN THE SECONDARY MARKET LOOK LIKE?
• Dry powder represents 
the amount of capital 
raised in excess of the 
capital deployed and 
committed capital on 
the sidelines waiting to 
be spent

• Despite increasing deal 
volumes in the 
secondary market, dry 
powder remains at all 
time highs
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PRIVATE EQUITY: SECONDARY MARKET
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WHO ARE THE SELLERS OF THEIR FUND INTERESTS TODAY AND WHY? 
• Increasingly, secondary 
transactions are being 
driven by “active 
portfolio management” 
rather than a true need 
for liquidity

• “Dry Powder” is capital 
that has been raised by 
funds but has yet to be 
invested

• Leading secondary 
buyers include: Ardian, 
Lexington, Coller, 
Strategic Partners, 
Goldman Sachs, 
HarbourVest
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PRIVATE EQUITY: SECONDARY MARKET
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Other
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SECONDARY INTERESTS ARE TYPICALLY PURCHASED AT A DISCOUNT:
• Secondary interests 
generally trade at a 
discount to Fair Market 
Value

• Over time, as more 
capital has been raised 
and the secondary 
market has matured, 
the discounts 
demanded by 
purchasers has come 
down significantly
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PRIVATE EQUITY: SECONDARY MARKET



GENERAL CONSIDERATIONS AND COSTS OF A SECONDARY PORTFOLIO SALE:

Benefits

• Secondary sales are a useful tool to rebalance exposures and optimize the portfolio from a 
Return on Equity (“ROE”) standpoint.

‐ The ROE is not static over the life of a private equity fund.

‐ An optimal portfolio reduces exposure to low ROE opportunities and increases exposure 
to higher ROE opportunities (considering risk related to ROE as well).

‐ Even successful investments, as measured by IRR, can be strong candidates for sale 
consideration if their recent incremental return is not satisfactory.

• Portfolio sales are a useful tool to manage legacy relationships in an effort to manage staff’s 
time and resources.

Costs

• The transaction will require a significant time commitment from staff and the process can last 
for several months. Furthermore, the LACERS Board needs to review and approve the sale 
process, which will add to the time commitment. 

• The eventual sale price will likely be at a discount to recent fair market value.

• Secondary sales usually involve an intermediary to help market the portfolio and coordinate the 
transaction; these services have a fee related to them.

• For many limited 
partners, the benefits 
of a secondary sale 
outweigh the costs 
associated with the 
transaction
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PRIVATE EQUITY: SECONDARY MARKET



• LACERS’ portfolio 
contains a relatively 
high number of GP 
relationships and a 
significant proportion 
of these relationships 
are considered non‐
core going forward

• For LACERS, a 
portfolio sale would 
exacerbate the 
private equity 
underweight relative 
to the 14.0% target
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PRIVATE EQUITY: SECONDARY MARKET

LACERS’ SPECIFIC CONSIDERATIONS FOR A PORTFOLIO SALE:

Factors Impact on Discount LACERS’ Portfolio

Size • A larger portfolio sale will attract a 
larger universe of buyers which 
should translate into a lower discount

• LACERS has a portfolio of adequate size 
to attract a relatively large universe of 
buyers

GP Quality • Higher quality GP’s trade at smaller 
discounts

• Often sellers are forced to combine 
higher quality GP’s with lower quality 
GP’s to improve bundled pricing

• LACERS has a number of high‐quality 
relationships that can augment a 
portfolio sale that includes a large 
number of non‐core relationships

Strategy • Buyout and Growth‐focused funds 
tend to trade for smaller discounts

• Venture funds typically trade at larger 
discounts

• LACERS has relatively large exposure to 
Venture funds

• LACERS also has a good mix of Buyout 
and Growth funds

Maturity • Very old funds tend to trade at 
steeper discounts

• Newer funds tend to trade closer to 
par 

• LACERS has a large number of non‐core 
relationships that are approaching or 
have exceeded their 10‐year terms

• However, the bulk of the NAV is in 
vintage years from 2011 to 2016

Other • North America and Europe tend to 
have lower discounts than funds 
focused on other geographies 

• LACERS portfolio is largely made up of 
U.S. and Europe‐focused firms
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Banks/Senior 
Lenders

Senior 
Secured Debt

Mezzanine 
Lenders

Subordinated
Debt

Private Equity 
Funds Equity

Limited Partners Co‐Investment

CO‐INVESTMENTS – AN ILLUSTRATIVE EXAMPLE:

Capital Source







Co‐investments
Equity investments 
made alongside a 
private equity fund.

Participation is through 
an invitation from 
the sponsoring firm.

PRIVATE EQUITY: CO‐INVESTMENTS

• A co‐investment is an 
equity investment 
alongside a private 
equity fund directly 
into a portfolio 
company Capital Structure





WHY DO GENERAL PARTNERS OFFER CO‐INVESTMENTS?

13

Flexibility • Co‐investment capital enables larger equity checks, allowing a 
General Partner to close a deal or control a deal which it otherwise 
might not based on its fund size

Risk Management • GPs can manage fund‐level concentration risk by syndicating co‐
investments to limited partners or other firms

Incentive for Limited Partners • GPs use co‐investments to reward existing investors and to 
establish relationships with prospective fund investors.

• Co‐investments allow 
general partners to 
diversify and manage 
risk across investments 
while simultaneously 
rewarding limited 
partners

PRIVATE EQUITY: CO‐INVESTMENTS



WHY DO LIMITED PARTNERS PURSUE CO‐INVESTMENTS?
• Co‐investing can be a 

logistical challenge, 
but many investors 
believe the potential 
benefits are enough 
to overcome the 
issues
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Economic Incentives • Direct co‐investments are often done on a no‐fee, no‐carry basis or 
a reduced‐fee basis

• Indirect co‐investments can often be accessed at lower fees than 
traditional private equity funds

Ability to Manage Portfolio 
Exposure Proactively

• Allows for greater control over the pace of investment
• Allows for greater control of vintage year exposure
• Allows for greater control over geographic and sector exposures

Increased Appeal as a Limited 
Partner

• Co‐investments help bridge a “gap” for General Partners, allowing 
them to pursue larger investments while maintaining diversification 
at the fund‐level.

• Providing co‐investments may help with primary fund access

Ancillary Due Diligence Benefits • Co‐investing alongside a firm is excellent due diligence on that 
firm’s processes, investment insights and execution.

Helps Alleviate
J‐Curve Effects

• There is effectively no j‐curve effect for co‐investments, which helps 
mitigate the j‐curve of the broader portfolio.

PRIVATE EQUITY: CO‐INVESTMENTS
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Committed Capital (fund)/Invested Capital (co‐investments) $  100.0 $ 100.0

Management Fees: 1.5% per year for five years (7.5) 0.0

Capital for Investment $   92.5 $ 100.0

Gross Return: 2.0x invested capital $  185.0 $  200.0

Carried interest (20% of profits after repayment of all contributed capital) (17.0) 0.0

Cash returned from investment $ 168.0 $ 200.0

THE FINANCIAL BENEFITS OF CO‐INVESTMENTS:
Illustrative Example:

FUND 
INVESTMENT

CO‐
INVESTMENT

47% Profit Improvement $   68.0    $ 100.0

PRIVATE EQUITY: CO‐INVESTMENTS



SOME IMPORTANT STRUCTURAL QUALITIES OF CO‐INVESTMENTS:

• Co‐investors generally participate in the same securities as the private equity fund, on either
a “no‐fee and no‐carry,” or reduced‐fee basis.

• Co‐investments are generally passive. In most cases, once a co‐investment is made you do
not have a “sell decision.” You are contractually obligated to sell your securities at the same
time that the fund sells its securities.

• Holding periods are, on average, three to five years.

• If co‐investing alongside a firm with which you have made a fund commitment, you will have
exposure to a company in two ways, as part of the fund and directly through the co‐
investment.

• Co‐investors generally can exercise independent voting rights with regard to their shares.

• Co‐investors will often be able to negotiate board observer rights or information rights to
help monitor their investments.
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• Co‐investors are 
contractually obligated 
to sell their securities 
at the same time that 
the fund sells its 
securities. Holding 
periods are, on 
average, three to five 
years.

PRIVATE EQUITY: CO‐INVESTMENTS



• Generating deal flow requires active and ongoing communication with General Partners of the
desire to co‐invest.

• The speed of execution required to co‐invest can vary significantly (from two weeks to two
months), which requires a deep and flexible investment team. It also depends on the LACERS
Board approval process and the amount of discretion staff has in making co‐investment
decisions.

• Assessing the attractiveness of a co‐investment opportunity requires primary investment
experience and the ability to review and stress test financial models, speak with company
management, and synthesize third‐party consultant reports.

• Assessing the firm’s capabilities and deal fit requires due diligence on the fund manager with
regard to industry expertise and overall capabilities.

• For some investors, the shorter timeline for investment review, consideration, and approval
can be incompatible with the timeline required for co‐investment deals.

• The direct exposure to an investment increases the risk potential for adverse selection issues
and strategy drift.

THE BIGGEST CHALLENGES OF CO‐INVESTMENTS:
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PRIVATE EQUITY: CO‐INVESTMENTS

• Co‐investments can be 
a good way to increase 
exposure to high‐
quality General 
Partners with a 
compelling fee 
proposition



• For investors that can’t 
pursue an internal co‐
investment program, 
there are a variety of 
options for outsourced 
solutions

18

PRIVATE EQUITY: CO‐INVESTMENTS

THE DIFFERENT WAYS LIMITED PARTNERS CAN APPROACH CO‐INVESTING:

Internal Program Stapled Co‐Investment 
“Sleeve”

Outsourced Solution

Benefits • Low cost
• Highly customizable
• Concentrates exposure with 

high conviction managers
• Drives in‐depth knowledge 

of managers

• Low cost
• Concentrates exposure with 

high‐conviction managers

• Ability to deploy capital 
quickly

• Moderately 
customizable

Drawbacks • Time intensive
• Takes time to build a 

diversified portfolio

• Not customizable
• Potential for adverse 

selection

• Reintroduction of fee 
and carry 

Challenges • Generating deal flow
• Speed of execution
• Approval process
• Ongoing monitoring

• Generating deal flow • General Partner 
selection



BENCHMARKING A PRIVATE EQUITY PORTFOLIO:

• Private equity has not been a very transparent asset class historically

‐ Large databases of return information simply didn’t exist until recently

• Given that most private equity funds invest in the equity of companies, the stock market 
was the most natural benchmark

– The Russell 3000 has been the most popular index for private equity benchmarking

– Private equity investors tend to use Russell 3000 +300 bps as an illiquidity premium

– Other benchmarks may include: S&P 500 +250 bps, CPI +400 bps, MSCI ACWI +300 bps

• However, there are material issues with using stock‐market indices for benchmarking private 
equity funds

• Private equity and venture capital benchmarks have also become more widely available in 
recent years

• Given the illiquid and 
opaque nature of 
private equity, 
benchmarking funds 
has proven to be a 
relatively difficult 
exercise
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PROPERTIES OF AN IDEAL BENCHMARK:

Source: Section 5 of “Evaluating Portfolio Performance”, by Bailey, CFA, Richards, CFA, and Tierney, 2014  CFA Curriculum, Level 3, Volume  6, Reading  34. “Managing Investment 
Portfolios: A Dynamic Process”, Third Edition, John L.Maginn, CFA, Donald L.Tuttle, CFA, Jerald E. Pinto, CFA, and Dennis W. McLeavey, CFA, editors. Copyright 2007 by CFA Institute.

An effective benchmark is designed to represent an equivalent risk opportunity cost to the investor in a fund. 
Failure to possess one or more of the following qualities compromises its effectiveness and utility
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Unambiguous • The identities and weights of securities or factor exposures constituting the 
benchmark are clearly defined

Investable • It is possible to forgo active management and simply hold the benchmark

Measurable • The benchmark's return is readily calculable on a reasonably frequent basis

Appropriate • The benchmark is consistent with the manager's investment style or area of 
expertise

Reflective of current 
investment options

• The manager has current investment knowledge of the securities or factor 
exposures within the benchmark

Specified in advance • The benchmark is specified prior to the start  of an evaluation period and 
known to all interested  parties

Accountable • The investment manager is aware of and accepts accountability for the 
constituents and performance of the benchmark.

PRIVATE EQUITY: BENCHMARKING



PUBLIC INDICES VERSUS PRIVATE BENCHMARKS AS A BENCHMARK FOR PRIVATE EQUITY
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Unambiguous

Investable

Measurable

Appropriate

Reflective of current 
investment options

Specified in advance

Accountable

Public Indices Private Benchmarks

PRIVATE EQUITY: BENCHMARKING



• Not all private 
benchmarks are 
created equally, and a 
careful review of the 
available benchmarks 
is warranted
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WHICH PRIVATE BENCHMARKS ARE AVAILABLE AND HOW TO CHOOSE ONE

• There are currently five leading private equity benchmarking services:

‐ Cambridge

‐ Preqin

‐ State Street

‐ ILPA

‐ Burgiss / Private IQ

• The primary factors to consider when deciding which private benchmark is best suited:

‐ Total number of funds contained in the benchmark

‐ Vintage years available for benchmarking

‐ Average number of funds per vintage year

‐ Ability to customize

‐ Number of return measures available

‐ Underlying source of the information

‐ Potential biases such as survivorship bias or the use of fund‐level lines of credit



• Supplementing the 
existing benchmark 
with a private equity‐
specific benchmark 
can be done in 
relatively short order

• A secondary sale and 
the implementation of 
a co‐investment 
program are longer‐
term initiatives
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CONCLUSION: POTENTIAL NEXT STEPS

Secondaries

• Consultant and staff conduct a portfolio review to establish 
“core” relationships vs. “non‐core” relationships

• Consultant and staff solicit non‐binding bids from several 
third parties for a hypothetical portfolio sale

Co‐investments

• Consultant and staff evaluate the various ways to increase 
exposure to co‐investments and the feasibility of 
implementation

• Consultant and staff develop and propose investment 
processes and procedures

• Potential outcomes include: (i) increase staff, (ii) expand 
consulting relationship, or (iii) engage a third party

Benchmarking

• Consultant and staff evaluate in greater detail the pros and 
cons of the various private equity specific benchmarks

• Work with general consultant to formalize and adopt the 
use of a complimentary private equity‐specific benchmark
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