ERS

Public Agenda Item #8a

Review, Discussion and Consideration of
the Hedge Fund Program:

Market Update and Program Overview

August 16, 2016

Robert C. Lee III, CFA, CHP, Director of Hedge Funds

Anthony Curtiss, CFA, Hedge Fund Portfolio Manager
James Walsh, Partner, Portfolio Analyst, Albourne America



Hedge Fund Program: Overview
Agenda
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e Staffing Update

» Hedge Fund Portfolio Overview

e Absolute Return Portfolio

* Directional Growth Portfolio

e Other Hedge Fund Allocations

e Industry Review presented by Albourne Partners
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Hedge Fund Program: Overview
Staffing Update
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e Current Staff
- Robert C. Lee Il - Director of Hedge Funds
- Anthony Curtiss — Portfolio Manager
- Panayiotis Lambropoulos — Portfolio Manager
- Nicholas Maffeo — Analyst
e Consultant
- Albourne Partners
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Hedge Fund Program Overview
Hedge Fund Portfolios

» Absolute Return Portfolio
- Risk-Reducing Hedge Fund Portfolio
- Diversification and low correlation
- Low beta to Trust, low volatility
e Directional Growth Portfolio
- Return-Seeking Hedge Fund Portfolio
- Complementary to external managers
- Directional and tactical market beta
e Other Hedge Funds
- Within asset classes as appropriate
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Hedge Fund Program Overview

R
Performance Metrics k w0 S
Annualized Information Sharpe
Stats (ITD through 5/31/16) Return St.Dev. Ratio Ratio
Absolute Return Portfolio 5.23% 2.63% 1.89
90-day T-Bills + 400bps 4.25% 0.09% 0.42 43.55
HFRI FOF Composite 3.30% 3.58% 0.95 0.85
HFRX Global Index 0.76% 3.72% 1.94 0.13
Directional Growth 11.20% 11.24% 0.97
MSCI ACWI TR 4.75% 10.96% 3.44 0.41
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Hedge Fund Program Overview ERS

Performance Ouverview %
Absolute Return Portfolio Directional Growth Portfolio
12-month | 36-month | ITD (46 mo) 12-month ITD (26 mo)
Absolute Return Portfolio | 0.04% 11.67% 21.60% Directional Growth 0.69% 25.86%
90-day T-bills + 400bps 4.53% 13.27% 17.32% MSCI ACWI TR Index (5.00%) 10.57%
HFRI FOF Composite (5.89%) 4.93% 13.27%
HFRX Global (6.99%) (3.21%) 2.93%
Strategy Breakdown
ERS Relative Value (1.47%) 6.17% 16.93%
HFRX Relative Value (7.63%) (7.99%) (3.96%)
ERS Event Driven (5.43%) 6.48% 18.38%
HFRX Event Driven (7.48%) (4.65%) 6.27%
ERS Equity Long/Short* 4.09% 28.42% 32.37%
HFRX ELS (7.74%) 0.69% 3.37%
ERS Macro 2.91% 7.52% 12.28%
HFRX Macro (4.53%) 0.41% (0.67%)
ERS Opportunistic* 4.26% 18.51% 18.51%
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Hedge Fund Program Overview
Absolute Return Portfolio - Performance
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Inceptlon to Date — Value Added Monthly Index (ITD VAMI)
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Hedge Fund Program Overview
Absolute Return Portfolio
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Absolute Return vs Trust
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Hedge Fund Program Overview

Absolute Return Portfolio - Strategy VAMI
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Hedge Fund Program Overview ERS

Absolute Return Portfolio - Correlations

Strategy Relative Event Equity -
. . Macro Opportunistic
Correlation Value Driven Long/Short

Relative Value 1.00 0.55 (0.00) 0.18 0.42

Event Driven 0.55 1.00 (0.01) 0.35 (0.04)

Macro (0.00) (0.02) 1.00 0.33 (0.26)

Equity Long/Short 0.18 0.35 0.33 1.00 (0.05)
Opportunistic 0.42 (0.04) (0.26) (0.05) 1.00
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Hedge Fund Program Overview
Directional Growth - Performance
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Hedge Fund Program Overview
Directional Growth Portfolio
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Directional Growth vs Trust
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Hedge Fund Program Overview ERS
5

Allocation Summary

Manager Summary Initial Allocation NAV Return
Manager Strategy Sub-Strategy Geographic Focus $ (millions) Date 5/31/16 (millions) | ITD (5/31/16)
Arrowgrass Multi RV/ED US/Europe S 80.00 20120731| $ 122.61 24.21%
Southpaw Event Driven Distressed us S 80.00 20120731 S 95.97 19.96%
Aspect Macro CTA Global S 30.00 20121130 S 38.09 26.96%
Conatus Equity Long/Short [Equity Long/Short Global S 60.00 20130228| $ 58.92 30.04%
MW TOPS Equity Long/Short |Equity Long/Short  |Europe $ 60.00 20130228| $ 78.03 35.12%
Pentwater Event Driven Merger Arb US/Europe S 50.00 20130531| $ 25.22 3.88%
Stone Lion Opportunistic Liquidations us S 80.00 20130531 S 29.29 25.64%
Glazer Enhanced |[Event Driven Merger Arb us S 45.00 20130731 S 112.81 32.13%
Iguazu Relative Value Credit Long/Short Emerging S 100.00 20131129 S 118.91 18.91%
Magnetar Relative Value Structured Credit Global S 100.00 20131231| $ 109.41 13.28%
Taconic Event Driven Multi-ED Global S 100.00 20140331 $ 101.75 1.75%
Pharo Macro Global Discretionary |Global S 60.00 20140430| $ 63.91 6.52%
Northwest Relative Value Convert Arb Emerging S 50.00 20140530| $ 72.68 8.33%
Castle Creek Relative Value Convert Arb us S 100.00 20141031| $ 103.71 3.71%
GKC Opportunistic Factoring US/Europe S 120.00 20141231| S 44,51 7.44%
Stone Lion Il Opportunistic Liquidations uUs S 40.00 20150227 S 19.03 -15.57%
Absolute Return Portfolio S 1,194.86

MW TOPS World |Equity Long/Short |Equity Long/Short |Global $250.00 20120428 $314.61 25.58%
Directional Growth Portfolio $314.61
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Hedge Fund Program Overview
Fee Savings
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* Management Fee: 1.09%
e Incentive Fee: 19.29%

e Funds with Hurdle Rate: 48.51%
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Hedge Fund Program: Overview
Other Hedge Fund Allocations
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e Public Real Estate

- Full redemption as of February 2016
e Credit

- One Credit-Oriented Event-Driven strategy

- One Opportunistic strategy focused on liquidations
 Fee Savings (realized savings from negotiations)

- $17.4 million since inception

- $4.2 million Fiscal Year-to-Date through May 2016
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Albourne Annual Hedge Fund Update

Employees Retirement System of Texas

James Walsh August 16, 2016




Overview

* ERS Program Comments

— Performance: exceeded strategic objective since inception and exceeds tactical
benchmark over latest 12-months

— Beneficial fee arrangements estimated to have reduced costs by 61bp over past
12-months, or $5.9m

— Consistent outperformance of Dynamic Beta (implementable) benchmark

« Strategy Outlook
— Challenging environment
— Outlook with structurally higher volatility
— Thoughts on outlook

* Trends & Observations
— Resetting the fee discussion in a lower return environment
— Co-investments & bespoke mandates to align portfolio needs and force down fees
— Risk transparency

ALBOURNE



Strategy Outlook |

* Narrower range more negative outcomes
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Strategy Outlook ||

ALBOURNE

* Lower beta, improved alpha, greater downside risk
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Trends & Observations

* Resetting the fee discussion in a lower return environment
— Returning the appropriate performance/fee split
— Not paying for beta (and alternative beta) and extending out crystalisation
— Dynamic beta provides a key benchmarking and implementation tool

« Co-investments and Bespoke mandates:
— ERS continues to actively and creatively embrace these customized investments
— Developing Strategic relationships — better alignment & information flow
— Sourcing a manager’s highest conviction positions and lowering the overall fee load

* Risk transparency — Open Protocol* update:
— ERS requires all Hedge Funds to report on Open Protocol format
— Over 666 funds are reporting with combined assets greater than $1.3 trillion
— Total hedge fund assets of the reporting firms is now greater than $2.2 trillion

*Open Protocol ( ) is a consistent framework for the collection, collation and communication of risk
exposures. The template, allowing for different levels (grades) of transparency, and a detailed manual to ensure consistent calculation
of risk metrics, are publically available.

ALBOURNE


http://www.theopenprotocol.org/

BINENlE

Important Notice

The information in this report or presentation (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 Japan, Albourne Partners (Asia)
Limited, Albourne Partners (Singapore) Pte. Ltd., Albourne Partners
Deutschland AG and Albourne Partners (Bermuda) 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. 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.

ALBOURNE

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 in the event of any conflict
between such terms and those contained in this notice, the terms of this notice
shall prevail.

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 any third party 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 service provider or such fund. The Information
contains information (including, but not limited to, any data, estimate, forecast
or opinion) obtained from third parties which has not been independently
verified by the Albourne Group and accordingly such information may be
incorrect, incomplete, inaccurate or misleading. 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 data, estimate, forecast or opinion, or from the Information generally.



Disclaimer

The Information contains various forward-looking statements and forecasts
in relation to the occurrence of certain events, results, expected
performance or otherwise (“Outcomes”), each of which is are based on
current beliefs, assumptions, expectations, estimates, and projections, as
such there can be no assurance or guarantee that such Outcomes will be
achievable in future; past performance is not necessarily indicative of, or a
guarantee of, future performance and returns. Whether or not a particular
Outcomes will occur, and therefore the relative success, future performance
or otherwise of any particular strategy or sector, will be subject to risks,
uncertainties and other factors, which are beyond the Albourne Group’s
control and are difficult to predict. Consequently, Outcomes could differ
materially from those expressed, implied or forecasted in the Information
which may result in any person or entity suffering a loss. No representation
or warranty is made as to the reasonableness or completeness of the
assumptions made or that the assumptions used in the Information have
been correctly stated or fully considered. For the reasons mentioned above,
the Information is for illustrative purposes only and should not be used as
the basis of any investment decisions. Any opinions, views and analyses in
the Information are expressed at the time of publication and are subject to
change without notice and nothing in this Information creates any
obligation on the part of the Albourne Group to update any information or
opinion provided in the Information.

While Albourne Group policy prohibits its staff from making any new
investments in alternative investment funds, please note that any director,
officer, consultant or employee of any Albourne Group Company may own
or have positions in any other investments mentioned in the Information or
related thereto and may, from time to time, add to or dispose of any such
investment(s); such positions may be contrary or opposite to the views
expressed in the Information.
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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, interests 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.

ALBOURNE is a registered trade mark of Albourne Partners
Limited and is used under licence by its subsidiaries.

© Albourne Partners Limited 2013. All rights reserved. February
2013 Version.
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