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AGENDA 

 
 

Date: December 7, 2018 
 
 
The regular meeting of the Dallas Police and Fire Pension System Board of Trustees will be held 
at 8:30 a.m. on Thursday, December 13, 2018, in the Second Floor Board Room at 4100 
Harry Hines Boulevard, Dallas, Texas. Items of the following agenda will be presented to the 
Board: 
 
A. MOMENT OF SILENCE 

 
 

B. CONSENT AGENDA 
 
  1. Approval of Minutes 
 

Regular meeting of November 8, 2018 
 
  2. Approval of Refunds of Contributions for the Month of November 2018 
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  3. Approval of Survivor Benefits 
 
  4. Approval of Service Retirements 
 
  5. Approval of Alternate Payee Benefits 
 
  6. Spouse Wed After Retirement (SWAR) 
 
  7. Approval of Payment of Military Leave Contributions 

 
 
C. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR INDIVIDUAL 

CONSIDERATION 
 
  1. Emerging Markets Debt 
 

a. Emerging Markets Debt Education Session 
b. Emerging Markets Debt Funding 

 
  2. Passive Investment Grade Bond Recommendation 
 
  3. Investment Policy Statement 
 
  4. Third Quarter 2018 Investment Performance Analysis and Second Quarter 

2018 Private Markets & Real Assets Review 
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  5. Portfolio Update 
 
  6. 86th Legislative Session Preview 
 
  7. Monthly Contribution Report 
 
  8. Amendment to Deferred Retirement Option Plan (DROP) Policy 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.071 of the Texas Government Code. 

 
  9. 2019 Budget 
 
10. Trustee meeting with City 
 
11. Professional Services Provider Report 
 
12. Open Records Requests 
 
13. Board approval of Trustee education and travel 
 

a. Future Education and Business-related Travel 
b. Future Investment-related Travel 
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14. Investment Advisory Committee 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.074 of the Texas Government Code. 

 
15. Lone Star Investment Advisors Update 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.071 of the Texas Government Code. 

 
16. Hardship Request 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.078 of the Texas Government Code. 

 
17. Consideration of Granting a Survivor Benefit under the Disabled Child Benefit 

Provisions 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.078 of the Texas Government Code. 

  

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

4



 

5 of 5 

18. Legal issues - In accordance with Section 551.071 of the Texas Government 
Code, the Board will meet in executive session to seek and receive the advice of 
its attorneys about pending or contemplated litigation, or any other legal matter 
in which the duty of the attorneys to DPFP and the Board under the Texas 
Disciplinary Rules of Professional Conduct clearly conflicts with Texas Open 
Meeting laws. 

 
19. Executive Director Compensation 
 

 
D. BRIEFING ITEMS 

 
  1. Reports and concerns of active members and pensioners of the Dallas Police and 

Fire Pension System 
 

  2. Executive Director’s report 
 

a. Associations’ newsletters 
 NCPERS Monitor (November 2018) 
 NCPERS Monitor (December 2018) 

b. City of Dallas Actuarial Audit (Government Code, Sec. 802.1012) 
c. Employee Service Award 

 
 
The term “possible action” in the wording of any Agenda item contained herein serves as notice that the Board may, as permitted by the Texas Government Code, Section 551, in its discretion, 
dispose of any item by any action in the following non-exclusive list: approval, disapproval, deferral, table, take no action, and receive and file. At the discretion of the Board, items on this 
agenda may be considered at times other than in the order indicated in this agenda. 
 

At any point during the consideration of the above items, the Board may go into Closed Executive Session as per Texas Government Code, Section 551.071 for consultation with attorneys, 
Section 551.072 for real estate matters, Section 551.074 for personnel matters, and Section 551.078 for review of medical records. 
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Regular Board Meeting – Thursday, December 13, 2018 

 

ITEM #A 
 

MOMENT OF SILENCE 
 

In memory of our Members and Pensioners who recently passed away 
 

(October 31, 2018 – November 24, 2018) 

 

NAME 
ACTIVE/ 

RETIRED 
DEPARTMENT DATE OF DEATH 

Johnny W. Corum 

E. L. Swindle 

Dick B. Franklin 

Marvin L. Wise 

W. O. Hare 

David W. Walters 

J. L. Lybrand 

Retired 

Retired 

Retired 

Retired 

Retired 

Active 

Retired 

Police 

Fire 

Fire 

Police 

Fire 

Fire 

Fire 

Oct. 31, 2018 

Oct. 31, 2018 

Nov. 4, 2018 

Nov. 4, 2018 

Nov. 15, 2018 

Nov. 23, 2018 

Nov. 24, 2018 
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Dallas Police and Fire Pension System 
Thursday, November 8, 2018 

8:30 a.m. 
4100 Harry Hines Blvd., Suite 100 

Second Floor Board Room 
Dallas, TX 

 
 

Regular meeting, William F. Quinn, Chairman, presiding: 
 
ROLL CALL 
 
Board Members 
 
Present at 8:32 a.m. William F. Quinn, Nicholas A. Merrick, Samuel L. Friar, Blaine 

Dickens (by telephone), Gilbert A. Garcia, Frederick E. Rowe, Tina 
Hernandez Patterson, Robert C. Walters, Joseph P. Schutz,  

 
Present at 9:50 a.m. Kneeland Youngblood (by telephone and in person at 10:20 a.m.) 
 
Absent: Ray Nixon 
 
Staff Kelly Gottschalk, Josh Mond, Kent Custer, Brenda Barnes, John Holt, 

Damion Hervey, Cynthia Thomas, Greg Irlbeck, Carol Huffman 
 
Others Leo Festino (by telephone), Janis Elliston, David Elliston, Kenneth 

Sprecher, Thomas Moorman, Tony Moore, Frank Ruspoli, Joel 
Lavender, Lingburge Williams, Bill Ingram, H. Holland, Zaman 
Hemani 

 
*  *  *  *  *  *  *  * 

 
The meeting was called to order at 8:32 a.m. 
 

*  *  *  *  *  *  *  * 
 
 

A. MOMENT OF SILENCE 
 
The Board observed a moment of silence in memory of active police officer 
Eugene J. Fox, and retired police officers Raymond L. Ysasaga, Alexander P. 
Csaszar, and Jimmy R. Kincaid 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
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B. CONSENT AGENDA 
 

  1. Approval of Minutes 
 

Regular meeting of October 10, 2018 
 
  2. Approval of Refunds of Contributions for the Month of October 2018 
 
  3. Approval of Activity in the Deferred Retirement Option Plan (DROP) for 

November 2018 
 
  4. Approval of Estate Settlements 
 
  5. Approval of Survivor Benefits 
 
  6. Approval of Service Retirements 
 
  7. Approval of Payment of Military Service Contributions 
 
 
After discussion, Mr. Garcia made a motion to approve the minutes of the meeting of 
October 10, 2018.  Mr. Walters seconded the motion, which was unanimously approved 
by the Board. Mr. Youngblood was not present for the vote. 
 
After discussion, Mr. Garcia made a motion to approve the remaining items on the 
Consent Agenda, subject to the final approval of the staff. Mr. Friar seconded the 
motion, which was unanimously approved by the Board. Mr. Youngblood was not 
present for the vote. 
 

*  *  *  *  *  *  *  * 
 
 
C. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR 

INDIVIDUAL CONSIDERATION 
 
  1. Asset Allocation Implementation 

 
Leandro Festino, Managing Principal of Meketa Investment Group (by 
telephone) and Kent Custer, DPFP Chief Investment Officer, discussed 
implementation of the long-term asset allocation that was approved at the October 
10 meeting of the Board. 
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  1. Asset Allocation Implementation (continued) 
 
After discussion, Mr. Merrick made a motion to approve the asset allocation 
implementation plan, subject to receiving more information concerning emerging 
markets debt and conducting a search for an active investment grade bond 
manager within 12 months. Ms. Hernandez Patterson seconded the motion, which 
was unanimously approved by the Board. Mr. Youngblood was not present for 
the vote. 
 

*  *  *  *  *  *  *  * 
 

  2. Portfolio Update 
 
Investment Staff briefed the Board on recent events and current developments 
with respect to the investment portfolio. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
  3. Legislative Consultant Contract Renewal 

 
DPFP’s contract with its legislative consultant HillCo Partners expires November 
30, 2018.  Staff recommended to the Board that DPFP renew the contract on the 
same terms through November 30, 2020. 
 
After discussion, Mr. Friar made a motion to authorize the Executive Director to 
renew DPFP’s contract with HillCo Partners on its current terms for two years.  
Ms. Hernandez Patterson seconded the motion, which was unanimously approved 
by the Board. Mr. Youngblood was not present for the vote. 
 

*  *  *  *  *  *  *  * 
 

  4. Second reading and discussion of the 2019 Budget 
 
The Chief Financial Officer briefed the Board on changes that were made to the 
proposed budget from the first reading. 
 
After discussion, Mr. Garcia made a motion to approve the 2019 budget.  Mr. 
Walters seconded the motion, which was unanimously approved by the Board.  
Mr. Youngblood was not present for the vote. 
 

*  *  *  *  *  *  *  * 
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Mr. Youngblood called in at 9:51 a.m. 

 
*  *  *  *  *  *  *  * 

 
  5. Third Quarter 2018 Financial Statements 

 
The Chief Financial Officer presented the third quarter 2018 financial statements. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
  6. Trustee Absences at October 10, 2018 Board Meeting 
 

Because of the short notice in moving the October Board meeting from October 
11 to October 10, the Chairman is recommending that the all Trustee absences at 
the October Board meeting be considered excused absences under the Board of 
Trustees Governance and Conduct Policy. 
 
After discussion, Mr. Garcia made a motion that all Trustee absences at the 
October 10, 2018 Board meeting be deemed to be excused absences for all 
purposes. Mr. Friar seconded the motion, which was unanimously approved by 
the Board. 
 

*  *  *  *  *  *  *  * 
 
  7. 401(a) Money Purchase Plan and 457(b) Deferred Compensation Plan 
 

DPFP maintains for employees of DPFP a mandatory 401(a) money purchase 
plan and 457(b) voluntary deferred compensation plan. Each plan is administered 
by the Executive Director. The Board is the ultimate fiduciary with respect to 
each plan. 
 
After discussion, Ms. Hernandez Patterson made a motion to appoint a 
committee, chaired by the Executive Director and consisting of all DPFP 
executives, which is authorized to adopt rules with respect to each plan for 
meeting periodically to review the plans and their offerings and fees using the 
Government Finance Officer Association’s relevant Best Practices documents for 
guidance and to report annually to the Board with respect to each plan. Mr. 
Walters seconded the motion, which was unanimously approved by the Board. 
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*  *  *  *  *  *  *  * 
 
  8. Required Training Manual Delivery 
 

Section 3.013(c) of Article 6243a-1 requires the Executive Director to deliver a 
training manual covering certain subject areas set forth in Section 3.013(b). 
 
The Executive Director provided an overview of the contents in the Trustee 
Training Manual and answered questions. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
Mr. Youngblood was present at the meeting 

 
*  *  *  *  *  *  *  * 

 
  9. Internal Controls Review 
 

The Chief Financial Officer presented a brief overview of internal controls in 
place at DPFP and her assessment of the appropriateness of the controls for 
DPFP. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
10. Reconsideration of Board Motion regarding transmittal of CAFR to City of 

Dallas 
 
 The Board discussed its motion from the earlier month concerning the transmittal 

letter of the CAFR to the City of Dallas as well as other methods of 
communicating the intended concerns of the transmittal letter with the City. 

 
After discussion, Mr. Merrick made a motion to rescind its previous motion 
concerning preparation of a letter to the City of Dallas, authorized the Chairman 
to appoint a subcommittee of two mayoral appointees and two member 
appointees to meet with DPFP and City staff regarding the Board’s concern over 
future contribution levels and directed staff to begin reporting monthly to the 
Board the amount of contributions actually received as compared to contribution 
dollars used by DPFP’s actuary in preparing DPFP’s actuarial valuation and 
contributions based on the City Hiring Plan. Ms. Hernandez Patterson seconded 
the motion, which was unanimously approved by the Board.  
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*  *  *  *  *  *  *  * 

 
11. Board approval of Trustee education and travel 
 

a. Future Education and Business-related Travel 
b. Future Investment-related Travel 
 
No discussion was held, and no motion was made regarding Trustee education 
and travel. 
 

*  *  *  *  *  *  *  * 
 

12. Board Members’ reports on meetings, seminars and/or conferences attended 
 
Mr. Dickens reported on the following seminar that he attended: 
 
 IFEBP New Trustee Training Level 1 
 
No motion was made. 

 
*  *  *  *  *  *  *  * 

 
13. Closed Session – Board serving as Medical Committee 
 

Disability application 
 
The Board went into closed executive session – medical at 10:52 a.m. 
 
The meeting was reopened at 10:56 a.m. 
 
Staff presented an application for On-Duty disability pension for consideration 
by the Board in accordance with Section 6.03(f) of the Plan. 
 
After discussion, Mr. Youngblood made a motion to deny an application for On-
Duty disability pension for Police Officer 2018-1 in accordance with Section 
6.03(f) of the Plan. Mr. Garcia seconded the motion, which was unanimously 
approved by the Board. 
 

*  *  *  *  *  *  *  * 
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14. Legal issues - In accordance with Section 551.071 of the Texas Government 

Code, the Board will meet in executive session to seek and receive the advice 
of its attorneys about pending or contemplated litigation, including Open 
Records litigation with the Texas Attorney General or any other legal matter 
in which the duty of the attorneys to DPFP and the Board under the Texas 
Disciplinary Rules of Professional Conduct clearly conflicts with Texas Open 
Meeting laws. 
 
The Board went into a closed executive session – legal at 10:57 a.m. 

 
The meeting was reopened at 11:11 a.m. 
 
After discussion, Mr. Youngblood made a motion to authorize the Executive 
Director and General Counsel to enter into a Settlement Agreement with the 
Texas Attorney General with respect to all active open records cases involving 
Public Information Act requests by the Dallas Morning News. Mr. Walters 
seconded the motion, which was unanimously approved by the Board. 
 

*  *  *  *  *  *  *  * 
 
15. Performance Input to the Executive Director regarding the General Counsel 
 

The Board went into a closed executive session – personnel at 11:13 a.m. 
 
The meeting was reopened at 12:01 p.m. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 
16. Performance Review of Executive Director 
 

The Board went into a closed executive session – personnel at 11:13 a.m. 
 
The meeting was reopened at 12:01 p.m. 
 
The Board reviewed the performance and provided recommendations concerning 
yearly objectives, goals, and performance of the Executive Director. 
 
No motion was made.  
 

*  *  *  *  *  *  *  * 
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D. BRIEFING ITEMS 
 

1. Reports and concerns of active members and pensioners of the Dallas Police 
and Fire Pension System 
 
No active member or pensioner requested to address the Board with concerns. 
 

*  *  *  *  *  *  *  * 
 
  2. Executive Director’s report 

 
Associations’ newsletters 
• NCPERS Monitor (October 2018) 
• NCPERS PERSist (Fall 2018) 

 
The Executive Director’s report was presented. 
 
No motion was made. 
 

*  *  *  *  *  *  *  * 
 

 
Ms. Gottschalk stated that there was no further business to come before the Board. On a 
motion by Mr. Youngblood and a second by Mr. Garcia, the meeting was adjourned at 12:01 
p.m. 
 
 
 

 
  
William F. Quinn 
Chairman 
 
 

ATTEST: 
 
 
 
 
  
Kelly Gottschalk 
Secretary 
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, December 13, 2018 

ITEM #C1 

 

 

Topic: Emerging Markets Debt 
 

a. Emerging Markets Debt Education Session 

b. Emerging Markets Debt Funding 
 

Attendees: Leandro Festino, Managing Principal – Meketa Investment Group 

Aaron Lally, Executive Vice President – Meketa Investment Group 
 

Discussion: In November 2018, the Board approved the Asset Allocation Implementation 

Plan subject to receiving more information concerning emerging markets debt. 
 

a. Meketa will provide education regarding the Emerging Markets Debt asset 

class and its role in the DPFP asset allocation. 
 

b. Staff will discuss funding expectations for Emerging Markets Debt. Based 

on preliminary asset values as of 11/30/18 Staff anticipates an eventual 

contribution of $62 million to the Ashmore Emerging Markets Blended Debt 

Fund, to be sourced from future private market distributions in accordance 

with the Asset Allocation Implementation Plan. 
 

Staff 

Recommendation: Approve funding the Emerging Markets Debt asset class in accordance with the 

Asset Allocation Implementation Plan. 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Overview 

 Emerging Markets Debt (“EMD”) is an asset class that has become common in most institutional investors’ 
portfolios. 

 The primary rationale for investing in EMD is to gain exposure to fast-growing, increasingly creditworthy 
emerging market countries and companies, providing an attractive return/risk opportunity.  

 Over the following slides, we will discuss the reasons why we feel investors should have a strategic allocation 
to EMD. 

 We will set the stage by providing information on the size of the EMD universe relative to the total fixed 
income market, detail the typical EMD exposure within public pension plans relative to DPFP’s target weight, 
and will list some of the risks of the asset class toward the end of the presentation.    

Page 2 of 19 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Size of Emerging Markets Debt Market 

 Emerging market economies include much of Africa, Eastern Europe, Latin America, Russia, the Middle East, 
and Asia (excluding Japan). 

 The asset class has continued to grow over the past decade as capital markets have developed, liquidity has 
increased, and credit quality has improved.  The EMD market has grown more than 15x since 20001.  

 According to Ashmore1, the EMD universe is $24 trillion in assets out of total global bond market of 
$110 trillion. 

 
Proportion of Global Bond Universe 

 
  

                                                                                 
1  Ashmore, Bank of International Settlements, IMF data as of end of 2017. 

EMD
22%

U.S./Developed 
Fixed Income

78%
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Size of Most Pension Plans’ EMD Allocation 

 Investors have increased their allocation to EMD as the market has grown but still maintain much lower 
exposure (on average) than EMD’s proportion of the global universe. 

 The average EMD exposure1 for all public pension plans (as well as the sub-set of public pension plans over 
$1 billion) has ranged between 3% and 4% during the last couple of quarters.   

 This allocation is in line with DPFP’s target weight of 4%. 
  

                                                                                 
1  Investor Force peer universe EMD allocations. 
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Prepared by Meketa Investment Group 

Size of DPFP’s EMD Allocation within Total Fixed Income 

 DPFP has a total fixed income target of 35%1. 

 DPFP has a 4% target to EMD but also has a 4% target to global bonds. 

 If you assume a market weight portion of the global bond allocation is invested in EMD (i.e. 22% of the 
4% global bond target) that adds roughly another 1% of total EMD exposure to DPFP.  

 A 5% allocation to EMD within a total fixed income target of 35% implies roughly 14% of the total fixed income 
exposure will likely be invested in EMD (at target weight).  Again, this is within range of the typical peer 
investor, which has centered around 11% of peer total fixed income exposure.   

 As a proportion of the global bond universe, however, 14% in EMD still represents a below market exposure. 
 

Estimated Allocation to EMD within DPFP’s Total Fixed Income Target 

 
                                                                                 
1  Inclusive of Safety Reserve. 

EMD
14%

U.S./Developed 

Fixed Income
86%
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Prepared by Meketa Investment Group 

Why Invest in Emerging Markets 

 The three most common reasons pension plans have diversified into emerging markets debt include: 

1. Non – Correlated benefits 

- Different regions perform better (or worse) at different times (i.e. non correlated).   
Combining them in a portfolio allows investors to benefit from the assets’ different behaviors 
and reduce risk. 

2. Growth opportunities outside the United States 

- Countries outside of the United States, specifically emerging market and frontier nations, 
have a lower starting point of economic activity and favorable demographics, on average.  
Younger and larger populations that can import technology (cheaply) from developed 
nations may result in large increases in GDP growth over the coming decades.  In addition, 
many emerging market countries (on average) have less debt outstanding vs. their 
developed market counterparts. 

3. Yield advantage relative to U.S. bonds and other developed market bonds 

- Both local currency EMD and hard currency EMD have historically (and currently) offered 
more than a 3% yield advantage relative to U.S. Barclays Aggregate.  However this 
increased yield comes with added risks not found within the U.S. Barclays Aggregate (i.e. 
currency risk, sovereign risk, possibly lower credit quality). 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

1. Non- Correlated Benefits   

 It is impossible to predict which region or asset class will perform the best in any given year. 
 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 
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Hedge 
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0.0% 

High Yield          
-4.5% 

Private 
Equity          
1.8% 

Bonds                
3.5% 

Private 
Equity    
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0.1% 
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2.1% 
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4.7% 
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Equity                 
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Equity             
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TIPS                 
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0.7% 
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1.0% 
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Bonds               
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TIPS             
0.5% 

High Yield     
1.9% 

Emerging 
Equity                   
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0.1% 
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Equity                 
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-17.0% 
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-24.7% 

Cash            
0.2% 

Cash            
0.8% 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Non-Correlated Benefits (continued) 

 Emerging markets debt offers diversification benefits relative to other global assets1. 

 By owning different investments around the world, investors can smooth out their return stream. 

15 Year Correlation Matrix 

 
U.S. High Yield Barclays Agg S&P 500 

EM Sov Debt (USD) 0.79 0.32 0.53 

EM Sov Debt  (Local FX) 0.55 0.14 0.58 

EM Corp Debt (USD) 0.79 0.24 0.55 

 

  

                                                                                 
1  Correlation of monthly returns: covers Jan 2003 through Aug 2018 for each index.  
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

2. Growth Outside the U.S. 

 The size and liquidity of the non-U.S. investable marketplace are both expected to continue to increase. 

 Emerging markets comprise roughly 80% of the world’s population and approximately 40% of global 
economic output1. 

 The size of the EMD universe is expected to grow from $24 trillion to nearly $40 trillion over the next five 
years2. 

EMD Market as Percentage of Total Fixed Income Universe 

  

  

                                                                                 
1  Source: IMF, World Bank. 
2  Source: Ashmore, Bank of International Settlements, IMF data as of end of 2017, forecasts (“f”) are Ashmore’s projections. 

Forecast 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

2. Growth outside the U.S. 

 Within fixed income, emerging market debt has one of the highest long-term return expectation in Meketa 
Investment Group’s asset study.   

 
Meketa Investment Group Long Term Return Projections1 

  

                                                                                 
1 Twenty-year expected returns based upon Meketa Investment Group’s 2018 Annual Asset Study. 

0%

1%

2%

3%

4%

5%

6%

Cash Short-term IGB TIPS Long-term Govt

Bonds

IGB

(Barc Agg)

EMD (USD) Bank Loans EMD

(local currency)

High Yield

20
-y

ea
r 

E
xp

ec
te

d
 R

et
u

rn

Page 10 of 19 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

27



Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

3. The Emerging Markets Debt Yield Advantage 

 Both the local and external currency emerging markets debt indices offer a significant yield advantage over 
the Barclays Aggregate index 

 The yield advantages for the J.P. Morgan EMBI Global and the GBI-EM Global indices have trended between 
3.0% and 3.5% over the recent history, and been much higher historically.   

Emerging Markets Debt vs. U.S. Core Bonds Yields1 

December 1997 – July 2018 

 

                                                                                 
1  The J.P. Morgan EMBI Global represents external currency EMD (denominated in USD) and the J.P. Morgan GBI-EM Global represents local currency EMD. 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Risks and Considerations 

 Investing in emerging market bonds can entail higher risks than investing in developed market bonds.   

 Political and country risks are greater in emerging markets, as government policies, court systems, and 
laws may be less likely to protect foreign investors. 

 Returns can be volatile and can be significantly negative in the event of market crises, much like the return 
patterns of high yield bonds.   

 Transaction costs are generally higher in emerging markets.  As a result, it is more difficult for managers 
to closely track or to outperform an index, which does not reflect transaction costs. 

 Currency volatility can be meaningful, as a strengthening U.S. dollar can weigh heavily on emerging 
markets bonds issued in local currencies 

 Despite these risks, we still believe an appropriately sized emerging market bond portfolio is an important 
part of a well-diversified institutional portfolio for the reasons previously mentioned. 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Currency Risk 

 The effect of currency performance should be minimal over longer trailing periods, but it can exacerbate short 
term volatility.  In 2015, for example, currency performance contributed -18.2% to the J.P. Morgan GBI-EM 
Global Diversified Index’s total return of -14.9%. The table below shows the impact of currency on annual 
EMD total returns between 2003 and 2017. 

 DPFP uses a “blended” currency strategy to access emerging market debt where the manager is afforded 
the discretion to invest across local currency and hard currency bonds. 

 We agree with this approach and have recommended similar strategies to our clients historically. 

Components of Total Return for Local Currency Emerging Markets Debt 
J.P. Morgan GBI-EM Global Diversified Performance Decomposition 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Summary 

 DPFP’s allocation (likely between 4 - 5% at full target weight) is in line with peers and reasonable going 
forward. 

 Despite the recent macro headwinds, emerging markets debt is still an attractive asset class for long-term 
strategic investors. 

 EMD yields still look relatively attractive in an otherwise low-yielding world. 

 Emerging markets debt will continue to be a volatile asset class, especially in non-USD denominated bonds. 

 We agree with the decision to use a blended currency EMD strategy. 

 Given the long-term return expectations for the asset class, current yields, and the diversification benefits, 
we continue to have conviction in emerging markets debt as a strategic part of the portfolio. 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Appendix A: Types of Emerging Market Debt 

 EMD is issued in either external currencies (e.g., dollars or euros) or local currencies. 

 The debt is issued by either governments or corporations. 

 Investors have traditionally focused on government debt, but the corporate bond markets are 
expanding and typically offer higher yields. 

 Corporate debt purchased by emerging markets debt managers is typically denominated in 
U.S. Dollars. 

 Overall, there are five primary types of emerging markets debt.  These are: 

 Hard currency, sovereign debt issued by the government of the emerging market country 

 Local currency, sovereign debt issued by the government of the emerging market country  

 Hard currency corporate debt 

 Local currency corporate debt 

 Hard currency quasi-sovereign debt issued by state-owned enterprises 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Appendix B: Emerging Markets Debt Index Comparison1 

 

J.P. Morgan 
Emerging Markets Bond Index 

Global Diversified                                                 
(hard currency) 

J.P. Morgan 
Global Bond Index 

Emerging Markets Global Diversified               
(local currency) 

J.P. Morgan 
Corporate Emerging Markets Bond Index 

Broad Diversified                                            
(corporate, hard currency) 

Inception Date January 1994 January 2003 December 2001 

Index Composition U.S. Dollar-denominated debt instruments 
issued by emerging market sovereign and 

quasi-sovereign entities. 

Local currency-denominated debt 
instruments issued by emerging market 

sovereign entities. 

U.S. Dollar-denominated debt instruments 
issued by emerging market companies. 

Market Cap ($ billions) $913 $1,203 $969 

Number of Countries 67 18 52 

Number of Issues 643 214 1,331 

Country Scope Emerging market countries that issue 
Dollar-denominated debt or Eurobonds. 

Emerging market countries that issue 
local-currency denominated debt 

Qualified Dollar-denominated corporate 
issuers in emerging markets 

 The three most widely used benchmarks are: 

 U.S. dollar denominated debt (also known as Hard or External Currency): J.P. Morgan Emerging 
Markets Bond Index Global Diversified (J.P. Morgan EMBI Global Diversified). 

 Local currency denominated debt: J.P. Morgan Global Bond Index - Emerging Markets Global 
Diversified (J.P. Morgan GBI-EM Global Diversified). 

 U.S. dollar denominated corporate debt: J.P. Morgan Corporate Emerging Markets Bond Index 
Broad (J.P. Morgan CEMBI Broad). 

  

                                                                                 
1  Source: J.P. Morgan as of December 31, 2017. 
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Appendix C: Emerging Market Debt Credit Quality1 

 

 Credit quality has generally improved over the past 15+ years. 

 
  

                                                                                 
1  As of December 31, 2017, the breakdown is: 48% ‘Investment Grade’, 23% ‘BB’ Rated, 26% ‘B’ Rated, and 3% ‘CCC & Below’.  Source:  J.P. Morgan EMBI Global Diversified Index. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%
Investment Grade BB B Below-B

Page 17 of 19 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

34



Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Appendix D: Rolling Three-Year Return Comparison1 

 

  

                                                                                 
1  Source: InvestorForce.  
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Dallas Police and Fire Pension System 

Why Invest in Emerging Markets Debt 

 

 

Prepared by Meketa Investment Group 

Appendix E: Historical Risk and Returns 

 Over the long term, hard currency emerging markets debt has been a top performing asset class, especially 
when adjusted for volatility.1 

 
15 Year Risk and Returns 

 

 

EM Sov Debt 
(USD) 

EM Sov Debt 
(Local FX) 

EM Corp Debt 
(USD) U.S. High Yield Barclays Agg S&P 500 

Annualized Return 8.1% 6.4% 6.7% 8.5% 3.9% 10.1% 

Annualized Volatility 8.0% 11.8% 7.4% 8.8% 3.3% 13.2% 

Sharpe Ratio 1.01 0.54 0.91 0.96 1.20 0.77 

 

 
 

                                                                                 
1  Return and volatility covers Jan 2003 through Aug 2018 for each index. 
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Asset Allocation Implementation Position

1

DPFP Asset Allocation Implementation Plan $ millions
Asset Class Funding Priority 11/30/18 Target Variance 11/30/18 Target Variance

1 Safety Reserve - Cash 2.0% 3.0% -1.0% 41 60 -20
2 Safety Reserve - ST IG Bonds 12.4% 12.0% 0.4% 251 242 9
3 Minimum Global Equity 21.5% 22.0% -0.5% 433 443 -10
4 Minimum Emerging Mkt Equity 2.2% 2.5% -0.3% 44 50 -7
5 Investment Grade Bonds (to be established) 0.0% 4.0% -4.0% 0 81 -81
6 Global Bonds 3.1% 4.0% -0.9% 62 81 -18
7 High Yield Bonds 4.1% 4.0% 0.1% 82 81 1
8 Bank Loans 5.7% 4.0% 1.7% 114 81 34
9 Emerging Mkt Debt 0.9% 4.0% -3.1% 19 81 -62

10 New Global Equity 0.0% 18.0% -18.0% 0 362 -362
11 New Emerging Mkt Equity 0.0% 7.5% -7.5% 0 151 -151
12 Real Estate 23.4% 5.0% 18.4% 471 101 370
13 Private Equity 12.5% 5.0% 7.5% 252 101 152
14 Natural Resources 8.7% 5.0% 3.7% 176 101 75
15 Infrastructure 2.9% 0.0% 2.9% 59 0 59
16 Private Debt 0.5% 0.0% 0.5% 10 0 10

Total 100.0% 100.0% 0.0% 2,013 2,013 0
Source: JP Morgan Custodial Data, Staff Calculations
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1. Group Overview

2. The opportunity in Emerging Markets ‘Blended’ Fixed Income portfolios

3. Ashmore’s approach to managing ‘Blended’ Fixed Income funds

4. Performance summary & portfolio characteristics
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External Debt
39%

Local 
Currency

30%

Corporate 
Debt
15%

Equities
6%

Alternatives
3%

Overlay/ 
Liquidity

8%

• Ashmore’s roots can be traced back to 1980s with a team of professionals working in 

Emerging Markets.

• In 1992 Ashmore was originally a division of the Australia and New Zealand Banking 

Group (“ANZ”). 

- Management buyout in 1999 

- Ashmore Group listed on the London Stock Exchange in October 2006

- FTSE-250 company 

- Strong employee equity ownership culture

• Headquartered in London with 299 employees globally

- 92 investment professionals

- Presence in China, Colombia, India, Indonesia, Japan, Peru, Saudi Arabia, 

Singapore, UAE, UK and USA

• AuM of USD 76.4bn1 across eight investment themes

Source: Ashmore.

(1) Data as at 30-Sep-18. 

(2) Some funds are permitted to invest into other themes and AuM shown is as invested (aggregate of investments made across all funds). 

Emerging Markets specialist with long-term experience and a proven track record AuM theme split – by primary theme

AuM by theme as invested2

Ashmore: A leading Emerging Markets asset manager

4

External Debt
20%

Local 
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23%

Corporate 
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14%

Blended Debt
27%

Equities
5%

Alternatives
2%

Multi-Asset
1%

Overlay/ 
Liquidity
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NB. All data as at 30-Sep-18.

Some funds are permitted to invest into other themes and AuM shown is as invested (aggregate of investments made across all funds). Blended Debt and Multi-Asset AuM figures are therefore also included within the respective individual themes 

within which they invest. Double count is removed for purposes of Group reporting.

Ashmore manages capital across eight different investment themes with dedicated strategies under each theme providing 

either global Emerging Markets exposure or specific regional or country exposure.

Investment themes & funds

5

External Debt

(USD 29.5bn)

Local Currency

(USD 22.7bn)

Corporate Debt

(USD 11.8bn)

Equities

(USD 4.5bn)

Alternatives

(USD 1.9bn)

Overlay/

Liquidity

(USD 6.0bn)

Global Emerging 

Markets

Sub-themes

• Broad

• Sovereign

• Sovereign, 

investment grade

• Short duration

• Bonds

• Bonds (Broad)

• FX+

• Investment grade

• Broad

• High yield

• Investment grade

• Local currency

• Private Debt

• Short duration

• Global EM Equity

• Active Equity

• Global Small Cap

• Global Frontier

• Private Equity

• Healthcare

• Infrastructure

• Special Situations

• Distressed Debt

• Real Estate

• Overlay

• Hedging

• Cash Management

Blended Debt

(USD 20.4bn)

•Blended 

• Investment grade 

•Absolute return

Regional / Country 

focused

Sub-themes

• Indonesia • Indonesia • Latin America

• Asia

• Africa

• Colombia

• Latin America

• Middle East

• India

• Indonesia

• Saudi Arabia

• Andean

• Middle East (GCC)

Multi-Asset

(USD 1.0bn)

• Global
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Source: Ashmore. Data as at 30-Sep-18.

1) The Ashmore Foundation is a company limited by guarantee, registered in England (6444943) and is a registered charity in England and Wales (1122351). The Ashmore Foundation is a separate and distinct legal entity 

from Ashmore Group. 2) Since the launch of our first EMD fund in 1992 and EM Equity fund in 1988, Ashmore (including subsidiary businesses) has established a track record (as a division of ANZ Banking Group prior to 1999 

and Ashmore thereafter) of performance across themes and cycles.

The Ashmore Advantage

6

Dedicated to EM

• Longstanding presence and dedication to Emerging Markets since 1980’s across investment themes

• Founder & co-Chair of Emerging Markets Trade Association (EMTA)

• Ashmore Foundation1 contributes sustainably to disadvantaged communities in EM

Extensive EM 

relationships

• Investees: a partner for policy makers, countries, companies and entrepreneurs through economic and 

business life cycles

• Investors: institutional and intermediary clients diversified across regions including EM

• Contacts: policy makers, financial institutions, international counterparties and corporates

• Education: investor events for exchange of ideas and to enhance understanding of EM investing

Global resources & 

local expertise

• 92 investment professionals with offices in 11 countries worldwide, 8 of which are EM. 

• Experienced EM professionals with wide coverage and contact networks in more than 60 EM countries 

• Global operating model for compliance, legal, operations and risk

Time-tested 

philosophy & process

• Active portfolio management based on macro top down and bottom up research 

• Specialist teams, with a proven track record2 of outperformance

• ESG risk assessment addressed through research process and mandate-specific requirements

• A focus on market participants’ behaviour, liquidity conditions and local insight 
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Fund/sub-
advisor, 3.9%

Central Bank, 
15.0%

Sovereign 
Wealth Fund, 

7.7%

Govt Pension 
Fund/Other 
Govt, 14.4%

Public Pension 
Plan, 13.0%

Private Pension 
Plan, 15.7%

Bank, 2.4%

Insurance, 
8.1%

Foundation/ 
Endowment, 

1.6%

Corporate, 4.0%

HNWI/Retail, 
14.2%

AuM breakdown by investor type

Source: Ashmore. Data as at 30-Sep-18. Estimates only; unaudited figures. The above may not sum to 100% due to rounding.

Institutional asset base represents 86% of AuM and is diversified across investor types and geographies

Americas
24.7%

Asia Pacific
22.2%

Europe (ex 
UK)

24.5%

Middle East & 
Africa
18.4%

UK
10.1%

AuM breakdown by investor geographies

Diversified investor base 

7
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• Equities

• Local knowledge in a global firm brings a competitive advantage as the value added is critical to understanding local markets

• Local offices benefit from the support and resources of a global firm

• Integration of local offices through Ashmore’s global infrastructure facilitates efficient communication and dissemination of information throughout the firm

Source: Ashmore. As at 30-Sep-18.

Ashmore has a global footprint, with local presence in some of the largest Emerging Markets

Local market presence

8

Total Investment Professionals: 

Total Ashmore staff:

• Alternatives

• Alternatives

• Equities

• Equities

• Fixed Income

Global asset management platform Local asset management platform Distribution office (x) number of investment professionals

• Equities

92

299

Bogota (16)

Tokyo

Shanghai

Singapore (5)

Jakarta (10)

Lima (2)

Mumbai (5)

• Equities

• Fixed Income

• Alternatives

• Equities

• Fixed Income

• Alternatives

London (36)

• Equities

• Fixed Income

• Alternatives

Riyadh (7)New York (7)

• Fixed Income

• Equities

• Alternatives

Dubai (4)

• Alternatives
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The opportunity in Emerging Markets 

‘Blended’ Fixed Income portfolios

Section 2

9
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(1) Source: Ashmore, BIS, data as at end-2017  (2) As of 30-Sep-18.

Emerging Markets Blended Debt: 

Key asset class characteristics

10

Size, growth & inflows

• Historically superior risk-adjusted returns to individual EM debt sub-asset classes

• Largest opportunity set within EM debt at roughly USD 24.3 trillion1

• Ashmore’s blended debt AuM was USD 20.4 billion as at 30-Sep-18

Liquidity
• Liquidity is important even in this large market; Ashmore has particular focus and expertise in managing liquidity

• Asymmetric market – pure quant or passive approaches that do not consider market liquidity are riskier

Structural change
• Change in investor base in Emerging Markets debt is structural (high local savings increasingly invested locally)

• Structurally lower developed world growth accelerates trend of diversification away from developed world

Political and economic 

development

• Similar to the developed world, EM Central banks are largely independent and well managed 

• Macro policy improvements in Emerging Markets over the last decade have led to lower inflation, more stability and better creditworthiness

• Deficits turn to surpluses through prudent policy mix

Spreads/returns

• Returns from asset allocation across sub-asset classes and alpha generated by yields, FX and credit

• Superior growth rates compared to developed markets; carry and liquidity support higher prices

• JPM EMBI GD index spreads are attractive (currently c.335bps2) compared to other credit products

• US policy/base rates are likely to stay lower for longer

Risk

• Strong Emerging Markets economic fundamentals underpinning robust corporate earnings and cash flows

• Expectations of greater alignment of risk premiums

• In periods of global equity and expected USD weakness, investors benefit from reduced exposure to G7 currencies, in favour of appreciating 

Emerging Market currencies, i.e. a portfolio hedge

• Risk of UST widening to more ‘normal’ levels, which could impact EM external debt prices in the short term

Diversification

• Emerging Markets debt provides strong diversification away from traditional asset classes

• Returns are a function of multiple factors including top-down (primary), tactical and bottom-up

• Broad exposure across different instruments and asset types in addition to allocations to more than 60 countries

• Specialist themes include EM FX, hard currency bonds, local currency bonds, corporate credit, all in long or short duration and investment grade or 

high yield or a combination
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Source: Ashmore. See appendices for composite tables and “gross of fee” disclosure. (1) Including portfolios not part of composites overleaf (due to client restrictions). 

Ashmore’s Blended Debt capabilities 

11

Emerging Markets specialist • First dedicated fund launched in 2003

• Invests across US dollar and local currency denominated debt instruments

• Instruments used are primarily sovereign bonds, corporates and foreign exchange

• Derivatives exposure can be used to gain access to local Emerging Markets

Key facts

• As at 30-Sep-18, Ashmore managed USD 20.4bn in dedicated blended debt products

• 40 vehicles1, including pooled funds and segregated accounts

• A variety of blended indices utilised

Performance of composite: Blended 

Debt  Total Return as at 30-Sep-18

• Annualised gross return of 9.15% since inception (Jun-03)

• Sharpe ratio of 0.82 since inception (Jun-03)

• 3 year return of 8.84% annualised
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Note: Composite figures may not add up to total AUM as some funds/accounts are excluded from composites due to different investment restrictions.

(1) AUM and performance data as at 30-Sep-18. Total NAV of all portfolios in composite, including pooled and segregated accounts. (2) Inception date is as at ‘launch of composite’.

Ashmore manages Blended Debt portfolios under two dedicated sub-themes for a total of USD 20.4bn

Ashmore’s EM Blended Debt sub-themes

12

Blended Debt Total Return Blended  Debt Investment Grade

Investment strategy

To achieve total return through a combination of 

income and capital appreciation by investing in a 

portfolio of external debt, local currency and rates, and 

corporate debt

To achieve total return through a combination of 

income and capital appreciation by investing in an 

investment grade portfolio of external debt, local 

currency and rates, and corporate debt

Composite benchmark 50% EMBI GD, 25% GBI-EM, 25% ELMI+ 50% EMBI GD, 25% GBI-EM, 25% ELMI+ (IG)

Composite AuM (USD) bn1 10.2 1.0

# of portfolios in composite1 15 4

Launch of composite Jun-03 Jul-12

Composite annualised gross performance 

since inception2
9.15% 2.06%

Composite benchmark annualised gross 

performance since inception2
6.24% 1.01%
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
YTD 

2018

22.2% 23.0% 10.2% 15.2% 18.1% -3.8% 34.9% 15.7% 7.4% 17.4% -0.6% 7.4% 1.3% 10.2% 15.2% -1.6%

16.9% 14.8% 6.3% 12.3% 16.0% -5.2% 29.8% 13.1% 2.3% 16.8% -2.% 5.0% 1.2% 9.9% 11.5% -3.0%

16.2% 11.6% 6.1% 9.9% 6.2% -12.0% 22.0% 12.2% -1.8% 15.0% -5.3% -5.7% -7.6% 9.7% 10.3% -4.5%

15.8% 10.3% 3.2% 6.5% 3.9% -15.9% 11.7% 5.7% -5.2% 7.5% -9.0% -7.0% -14.9% 3.5% 8.0% -8.2%

Source: JP Morgan. Data as at 30-Sep-18.

Returns per calendar year 

Tactical asset allocation

13

External Debt

JPM EMBI GD

Local Currency Bonds

JPM GBI-EM GD

EM Corporate Debt

JPM CEMBI BD

FX

JPM ELMI+
Key:
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*Since composite inception (30-Jun-03).

**50% JPM EMBI GD; 25% JPM GBI-EM GD; 25% JPM ELMI+.

Source: JP Morgan, Bloomberg. Data estimated as at 30-Sep-18.

Risk Adjusted Return (Jun 2003* – Sep 2018)

Ashmore’s Blended Debt Total Return strategy has superior 

risk-adjusted returns relative to global and EM bond indices

14

GBI Global
GBI US

EMBI GD

EMBI GD IG

EMBI GD HY

GBI EM GD

CEMBI BD

CEMBI BD IG

CEMBI BD HY

Ashmore Blended Debt 
TR Composite

ELMI Plus 

US HY

Global Agg

Blended BM**

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

4% 5% 6% 7% 8% 9% 10% 11% 12% 13%

Annual Return

Annual St. Deviation
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Ashmore’s approach to managing 

‘Blended’ Fixed Income funds

Section 3

15
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Investment Philosophy:

Specialist, value-driven, macro top-down active manager 

Investment decisions

Credit focus

Macro top down

Value driven

Active management

Liquidity obsessed

• Forward looking analysis of global and local macro-economics, politics, 

interest rate and currency dynamics

• Analysis of the drivers of market prices

• Scenario planning

• Analysis of credit risk of the assets:

- Ability to pay - financial analysis and policy analysis

- Willingness to pay - local politics

• ESG integration: use of Country ESG Performance scores

• Scenario planning: weighing political and policy outcomes

• Look for divergence between market prices and credit risk

• Tolerance for mark-to-market volatility

• In-house research, integrated in portfolio management team 

• Collective, team-based approach and institutionalised investment process, unchanged since 1992

• Focus on exploiting the structural changes in Emerging Market instruments

• Investment life cycle - analysis, execution, management and exit

• Robust risk management culture 

• Liquidity integral to every investment decision

• Liquidity embedded in portfolio construction

16
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*Does not include Portfolio Managers with cross-asset responsibilities to avoid double counting.

Source Ashmore as at 30-Sep-18. (x) number of investment professionals. 

Global Research Capabilities

17

All Ashmore portfolios are managed collectively by the Investment Team. Portfolio Managers have dual 

portfolio management and research responsibilities and also specialise by investment theme and geography

Global Equity 

Team 

(32)*

External 

Debt Team
Corporate 

Debt Team

Local 

Currency 

Team

AsiaCEE/CIS Middle East/AfricaLatin America

Global Fixed Income & Asset Allocation Team (31)

Macro views and local market input shared with other team members

Equity research helps shape 

country and credit views

Alternatives & 

Local Offices

(29)

Total Investment Professionals (92)

Provide specialist industry 

knowledge and contacts

‘On the ground’ insight 

from local offices:

Colombia, India, Indonesia, 

Peru, Saudi Arabia, 

Singapore, UAE

Multi-Asset 

Team
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Investment Committee Process

18

 Market exposure — add vs. reduce
 Long-term and tactical views

Global macro overview Risk call

Country / corporate updates

 Country and corporate credit review
 ESG integration: review of Country ESG Performance scores
 Impact on credit risk, FX and interest rates implications

Updated credit views 

Theme relative value

Risks and opportunities across themes:
 External vs. Local Currency 
 Corporate vs. Sovereign

Theme allocation

Portfolio construction (within theme)

 Changes in target exposures (credits, FX, duration) across model portfolios
 Revision of theme allocation, cash and leverage where appropriate

Changes to model portfolios

Instrument selection

 Buy and sell decisions on specific assets
 Price targets where appropriate 

Investment decisions

Execution process

 Timely execution (within 24 hours of IC meeting) 
 Pre / Post trade compliance 
 Trades reviewed with reference to IC minutes in the following IC meeting

Execution

Investment 

Committee 

(IC)

Sub-committee 

meetings

Trading / execution

• Local Currency

• External Debt

• Corporate Debt

• Blended Debt

• Multi-Asset
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Scenario planning OutputsInputs

Review of:

• Macro data

• Policy events

• Political events

• Market performance (across markets)

• Market technicals (issuance, volatility, 

positioning) 

Presentation

of recent and expected developments by 

Ashmore strategists

Discussion 

by Investment Committee 

Medium term base case for:

• Global growth expectations

• Business cycle

• Global policy stance

• Medium-term market implications

Tactical

Weekly review of our base case and difference 

with market consensus and positioning

Ashmore’s ‘Risk Call’

• Outlook for duration, credit and FX risks

• Cash / exposure levels in fixed income 

portfolios 

Review macro outlook with a view to managing market exposure across Emerging Markets 

assets, both long term and tactically

Investment Committee Process: Macro Overview

19

Key competitive 

advantages

• Global business gathering global insights 

from contacts

• Deal flow

• Clients
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Purpose: active assessment of country conditions to determine credit risk, prospective currency strength and 

local currency yield curve

Investment Committee Process: Country Analysis

20

Valuation

 Credit spread vs. comps and 

other credit markets

 FX levels (vs. PPP / REER, etc.)

 Policy rate & yield curve shape

 Nominal vs. Real rates

Technicals

 Government bond issuance 

calendar / profile

 Liquidity conditions

 Cross border flows

Political analysis

 Election cycle, timeline to polls

 Base case and risk cases

 Institutional strength and stability

Policy Implications

 Policy mix: trade-off between 

growth and inflation

 Monetary policy & FX regime

 Structural reforms agenda

 Governance, government 

effectiveness

Macro

 Growth, growth drivers

 Inflation, CPI components

 Economic sustainability

 Human capital and socio-political 

achievements

Debt analysis

 Public sector debt 

 Fiscal policy

 Debt sustainability analysis

 Funding sources and flexibility

 Domestic credit  

 Environmental contingent liabilities

Balance of payments analysis

 Current account dynamics

 Capital account composition

 Reserves management

Politics/ Policy Valuation & TechnicalsFundamentals

INPUTS

 Updated Country ESG 

Performance

 Updated credit view

 Updated FX view

 Updated yield curve view

Updated Country View

OUTPUT

Key competitive 

advantages

• Depth of resources

• Network of contacts within EM

• Interests aligned with those of EM issuers 

• Extensive travel
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Review of the main analytical frameworks in FX markets

Investment Committee Process: EM FX Analytical Framework

21

Balance of payments Policy analysisAsset market approachMonetary

In the long term, 

currencies  are driven by 

the Current Account; in the 

short term, they are driven 

by Capital Account flows

Currencies are 

manipulated by policy 

makers to correct mis-

alignments, reduce 

volatility, or build-up 

reserves

Currencies follow the 

same valuation principles 

as other assets  (PV is the 

sum of the future cash 

flows), reflecting current 

and future fundamentals

Currencies return to long 

term inflation differentials 

over the long run

Key Insight

APPROACH

Important, but hard to 

predict

Material impactImpacts sentiment Long term anchorRelevance

At Ashmore, we put particular emphasis on 

anticipating flows
In that regard, no single analytical model works well on its 

own; the frameworks shown above can inform judgment, not 

determine FX positioning independently

We look for countries that will attract net positive 

flows
Owing to a combination of fundamental factors (balance of 

payments and asset market approaches), we make sure to 

understand how the domestic policy framework may impact 

these flows (policy analysis framework)
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Purpose: assessing the outlook for individual Corporate Credits

Investment Committee Process: Corporate Credit Analysis

22

 Sector Outlook

 Credit spread vs. comparables

 Country / Region

 EM vs. Non-EM 

 Historical trend in valuation

 Updated outlook for the credit 

path for next 12 months

Deal Structure

 Public / Private Deal

 Senior / Sub, Secured or not

 Distribution Strategy / Lead(s)

Assessment of  Collateral 

 Quality / Value of Collateral

 Liquidity / Price Volatility

 LTV ratio for the loan/bond

 Margining Mechanism

Quality of Documentation

 Legal review of documentation

 Have final copies of all docs?

 Can we improve the structure or 

quality of documentation

Macro Impact

 GDP Growth, Fiscal spending

 Inflation, Currency Strength

 Consumer Spending/Financing

Capital Adequacy

 Sources of Funding / Available lines

 Leverage / Debt maturity profile

 FX exposure in debt/revenues

Earnings / Cash Flow:

 Earnings Trend / Potential

 Cash Flow / Interest Coverage

 Discretionary / Maintenance Capex

Due Diligence:

 Meeting with Management

 Background Checks

 Company Visit

Key competitive 

advantages

Documentation Overview Credit  ViewRelative ValueFundamentals

INPUTS OUTPUT

• Size of Team, Depth of resources

• Network of contacts within EM

• Extensive track record in this space  

• Long term partnership with many EM issuers

 Loans maturing ahead of bond

 Discount/premium to the Curve

 Expected Liquidity

 Type of Investors

 Seasoned / New Issue

Technicals

Valuation

 We assign a fair value spread

 Compare our estimate for spread 

with current market spreads

 Assess size of opportunity after 

cost of trading

Recommendation

 Buy / Sell / Hold decision

 How (if at all) we adjust the 

model portfolio
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The Theme Allocation decision depends on the expected behaviour (scenario planning) of each asset 

class in our base case global macro scenario

The decision is subject to Relative Value and Alpha Opportunities filters

23

2. Theme Relative value Outputs1. Macro Top Down

Investment Committee Process: Theme Allocation

Our Global Macro views 

(see ‘Risk Call’) determine 

our appetite for the 

following economic risks:

• G7 duration sensitivity 

• Credit risk sensitivity

• FX risk sensitivity

• Liquidity

Our specialist teams 

(external debt, local debt, 

corporate debt) present the 

opportunities they see in 

their respective areas

• Valuations relative to credit 

fundamentals

• FX trends and valuations

• Liquidity

- Supply/demand

- Bid-offer spreads

The three themes are 

compared for relative value

and alpha opportunities

Theme Allocation

• Percentage exposure to 

our model portfolios for 

External Debt, Local 

Currency (FX/Bonds) and 

Corporate Debt

• Credit risk sensitivity

• FX risk sensitivity

• Duration and curve 

sensitivity 

Cross check at Blended 

Fund level for

• Concentration risk

• Cash & Liquidity

• Covariance between asset 

classes

3. Scenario Planning

We analyse how the 

respective themes are 

likely to respond in our 

base case macro outlook

Subject to good valuation 

and the availability of alpha 

opportunities, we increase 

the allocation to the theme 

that has the best 

upside/downside in our base 

case macro scenario

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

60



Position sizing considerations

Investment Committee Process: Portfolio Construction

24

Trade idea

Absolute and relative value

Liquidity of securities?

Ashmore exposure 

to bond?

New issue? 

In benchmark?

Consistent with 

client risk?

Impacts position size

Internal limits

Impact on relative to 

benchmark risk

Mandate-

specific issues

Sizing the opportunity

Target 

position 

size

Cash / 

funding?

Check 

during IC
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Source: Ashmore, August 31, 2018

The Theme Allocation decision depends on the expected behaviour (scenario planning) of each asset class in our base 

case global macro scenario. The decision is subject to Relative Value and Alpha Opportunities filters

Decision Making Process: 

Theme Allocation Changes Q1-2 2018

25

Our Global Macro views (see ‘Risk Call’) 

determine our appetite for the following 

economic risks:

• G7 duration sensitivity 

• Credit risk sensitivity

• FX risk sensitivity

• Liquidity

Our specialist teams (external debt, local 

debt, corporate debt) present the 

opportunities they see in their 

respective areas

Valuations relative to credit fundamentals

• FX trends and valuations

• Liquidity

- Supply/demand

- Bid-offer spreads

The three themes are compared for 

relative value and alpha opportunities

We analyse how the respective themes 

are likely to respond in our base case 

macro outlook

Subject to good valuation and the 

availability of alpha opportunities, we 

increase the allocation to the theme that 

has the best upside/downside in our base 

case macro scenario

Theme Allocation

• Percentage exposure to our model 

portfolios for External Debt, Local 

Currency (FX/Bonds) and Corporate 

Debt

• Credit risk sensitivity

• FX risk sensitivity

• Duration and curve sensitivity 

Cross check at Blended Fund level for

• Concentration risk

• ash & Liquidity

• Covariance between asset classes

Process

Decisions

• Cut FX risk to reduce portfolio risk

• No allocation changes to External and 

Corporate debt 

FX hedges focused on 

• Asia / China centric centric currencies

• Countries leveraged on global growth 

(eg. ZAR)

Impact over Q1 and Q2 2018

• Mar 2018 ED/CD/FX exposures were 

55% / 6% / 57%

• Aug 2018 ED/CD/FX exposures were 

56%/ 8% / 34%

2. Theme Relative value Outputs1. Macro Top Down 3. Scenario Planning

Example 

Q1-2

2018

• Clouds over global growth outlook 

(trade war) 

• Growth and rates differential supports 

USD

• BoP crisis (Arg, Turkey) and elections 

(Mexico, Brazil) cloud EM outlook 

• Local Currency: valuations attractive 

(high real bond yields) but FX anchor 

weakening 

• External Debt: valuations are ‘fair’ but 

not in obvious value territory in view of 

global macro (strong technical keep 

spreads in check)

• Corp Debt: valuations are fair to tight, 

but isolated opportunities in the HY 

space

• Local Currency: downside risk greater 

than upside in the short-term in absence 

of clear catalyst (US-China trade spat 

unresolved)

• External Debt: too early to add

• Corp Debt: too early to add, except 

stressed opportunities  (e..g China and 

Turkey)
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Source: Ashmore.

Investment Theme evolution Ashmore EM Total Return SICAV

26
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Tactical: opportunistic allocation to EM Local Currency over time

Source: Ashmore. 

* Data for representative Blended Debt Fund launched in June 2011, where the benchmark EMFX exposure is 50% of NAV. 

27

Active management of EMFX Risk: example of Blended debt portfolios*

1: Added FX exposure on fading risks of a 

Euro breakdown and Draghi’s “whatever 

it takes” in July 2012

2: Cut to U/W due to the lack of triggers for 

FX gains and expensive valuations. U/W 

on “taper tantrum” in May 2013

3: M/W and tentative O/W to capture EM 

FX rebound after fiscal & monetary 

adjustments in a number of EM countries

4: Cut back to U/W as US Dollar stronger 

versus G7 on the back of growth 

mismatch and oil rout

5: Covered the U/W around time of first Fed 

hike, as ‘peak dollar’ has been reached

6: Allocation is range-bound around M/W 

but portfolio builds significant RV 

positions in FX and local rates

7: Reduction of FX risk focused on Asia / 

China centric currencies and countries 

leveraged on global growth as trade war 

concerns loom large
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Structural: EM Corporate Debt as off-benchmark allocation

Source: Ashmore. Data for representative Blended Debt Fund launched in June 2011.

28

29%

30%

32%

24%
26%

24%

30%

29%

30%

30%

28%

24%

17%

17%

20%

24%

23%

21%

20%

11%

8%

8%

7%
7%

5%

6%

6% 7% 8%

73%

77%

60%

62%

60%

55%
53%

59%
56%

48%

61%

69%

74% 75%

65%

65%

65%

63%

63%

63%

63%

61%
63%

65%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

S
e

p
-1

1

D
e

c
-1

1

M
a

r-
1

2

J
u
n

-1
2

S
e

p
-1

2

D
e

c
-1

2

M
a

r-
1

3

J
u
n

-1
3

S
e

p
-1

3

D
e

c
-1

3

M
a

r-
1

4

J
u
n

-1
4

S
e

p
-1

4

D
e

c
-1

4

M
a

r-
1

5

J
u
n

-1
5

S
e

p
-1

5

D
e

c
-1

5

M
a

r-
1

6

J
u
n

-1
6

S
e

p
-1

6

D
e

c
-1

6

M
a

r-
1

7

J
u
n

-1
7

S
e

p
-1

7

D
e

c
-1

7

M
a

r-
1

8

J
u
n

-1
8

S
e

p
-1

8

Corporate Debt External Debt + Corporate Debt

1: Reduced USD denominated debt 

to add EM FX exposure. Trimmed 

O/W in Corporate to take profits 

after strong 2H2011 run

2: Increased Corporate and reduced 

EM FX exposure which was more 

vulnerable to sell-off due to 

valuations

3: Reduced Corporate exposure by 

~1/2 on the back of expensive 

valuations and potential downside. 

HY spreads troughed in July 2014

4: Added exposure to sovereign debt 

and ‘stressed’ corporate names 

when spreads blew up in late 2014 

on commodity price rout notably 

and Russia BoP crisis

5: Booked profit on the rapid recovery 

of EM corporate credit once excess 

spread over sovereign tightened to 

fair value

1 2 3

4

Hard Currency exposure: 

tactical and structural allocation decisions

4

5
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Performance summary & portfolio 

characteristics 

Section 

29
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* Benchmark is comprised of 50% JP Morgan EMBI GD, 25% JP Morgan GBI-EM GD, 25% JP Morgan ELMI+. 

 

Sources: Ashmore, Bloomberg. Data as at 31-Oct-18. Periods greater than one year are annualised. 

Performance summary: 

Ashmore Emerging Markets Blended Debt Fund LP

30

Mandate overview
  

Mandate  Fund size 
Blended Debt  USD 567 million 
   

Benchmark  Inception date 
Blended benchmark*  30 June 2015 

  

Fee basis   
Gross   
   

 
 

-2.85

-5.19
-6.19

-4.62

7.28

3.94

-3.34

-5.37
-6.41

-4.57

3.47
2.44

-8.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

3 months 6 months Year to date 1 year 3 year 5 year Since
inception

%

Fund Benchmark

Period performance

Fund statistics Portfolio Benchmark 

Yield to maturity 6.85% 5.00% 

Average coupon 5.55% 4.45% 

Current yield 5.87% 4.53% 

Modified duration 4.98    4.52    

Average life 10.07    7.73    

Total market exposure 112.05% -       

   
 

14.87

19.28

11.82

8.50

0.0

5.0

10.0

15.0

20.0

2017 2016

%

Portfolio Benchmark

Calendar year performance
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-3.00%

-2.00%

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%

Jun 13 Sept 13 Dec 13 Mar 14 Jun 14 Sept 14 Dec 14 Mar 15 Jun 15 Sep 15 Dec 15 Mar 16 Jun 16 Sep 16 Dec 16 Mar 17 Jun 17 Sep 17 Dec 17 Mar 18 Jun 18 Sep 18

Alpha by investment theme per quarter - SICAV TRF

Corporate Debt External Debt Local Currency Local Currency Corporate Debt Total

Source: Ashmore. Data as at 30-Sep-18.

Sources of returns have varied over time across our main investment ‘themes’ (External Debt, Local Currency Bonds and FX, 

Corporate Debt).

Representative Blended strategy:

Performance analysis

31
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Portfolio attribution: YTD to 31-Oct-18 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. Gross of fees returns. 

32

YTD Theme
Fund

w eight

Benchmark

w eight
Active w eight

Fund

contribution

Benchmark

contribution

Excess

contribution

Asset

allocation

Security

selection

Currency

effect
Total

External Debt 52.69% 50.00% 2.69% -2.22% -2.55% 0.33% 0.06% 0.53% - 0.59%

Corporate Debt 7.48% - 7.48% -0.29% - -0.29% 0.11% - - 0.11%

Local Currency 51.89% 50.00% 1.89% -3.73% -3.87% 0.13% 0.37% -1.64% - -1.27%

Cash/Cash Management -5.43% - -5.43% -0.02% - -0.02% 0.72% - - 0.72%

Macro Hedge - - - 0.08% - 0.08% 0.08% - - 0.08%

1 Portfolio -6.19% -6.41% 0.22% 1.33% -1.11% - 0.22%

Theme contribution and attribution
Fund and benchmark w eights Total return contribution analysis Relative return attribution analysis
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Portfolio attribution: YTD to 31-Oct-18

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. Gross of fees returns. 

33

YTD Country
Fund

w eight

Benchmark

w eight
Active w eight

Fund

contribution

Benchmark

contribution

Excess

contribution

Asset

allocation

Security

selection

Currency

effect
Total

Top 10 contributors

Brazil 12.71% 5.25% 7.46% 0.45% -0.13% 0.57% 0.42% 0.06% 0.19% 0.66%

Turkey 2.70% 4.09% -1.38% -0.46% -1.09% 0.63% 0.10% 0.07% 0.46% 0.62%

Venezuela 3.13% 0.49% 2.65% 0.50% -0.08% 0.57% -0.50% 1.12% - 0.62%

Sri Lanka 0.13% 0.96% -0.83% -0.02% -0.10% 0.07% 0.07% -0.01% - 0.06%

United Arab Emirates 0.45% - 0.45% 0.05% - 0.05% 0.05% - - 0.05%

Lebanon 1.53% 1.17% 0.36% -0.05% -0.08% 0.03% -0.01% 0.05% - 0.04%

Nigeria 0.43% 0.74% -0.31% -0.02% -0.06% 0.04% 0.02% 0.01% - 0.04%

Uruguay 0.95% 1.29% -0.34% -0.06% -0.09% 0.04% 0.02% 0.01% 0.01% 0.03%

Costa Rica 0.31% 0.50% -0.19% -0.03% -0.06% 0.03% 0.01% 0.02% - 0.03%

Pakistan 1.52% 0.58% 0.93% 0.01% 0.00% 0.01% 0.02% 0.00% - 0.02%

Top 10 detractors

Argentina 2.39% 2.03% 0.36% -0.91% -0.54% -0.36% -0.09% 0.18% -0.44% -0.35%

Jamaica 1.94% 0.54% 1.39% -0.34% 0.00% -0.34% 0.04% -0.38% - -0.34%

Poland 3.24% 4.55% -1.30% -0.42% -0.25% -0.16% -0.13% -0.01% -0.09% -0.23%

Indonesia 5.90% 5.25% 0.65% -0.79% -0.57% -0.22% -0.02% -0.20% 0.01% -0.21%

Ecuador 6.86% 1.30% 5.56% -0.39% -0.11% -0.28% -0.29% 0.09% - -0.21%

China 4.16% 4.76% -0.60% -0.23% -0.12% -0.11% -0.09% -0.10% 0.03% -0.16%

Colombia 3.40% 3.60% -0.19% -0.27% -0.17% -0.10% -0.03% -0.07% -0.03% -0.13%

Mexico 5.97% 7.20% -1.22% -0.23% -0.13% -0.10% 0.00% -0.06% -0.04% -0.11%

Thailand 3.10% 3.34% -0.24% -0.09% -0.05% -0.04% -0.05% -0.03% -0.01% -0.09%

South Korea 2.32% 2.46% -0.15% -0.16% -0.13% -0.03% -0.07% -0.02% 0.01% -0.07%

Portfolio -6.19% -6.41% 0.22% -0.37% 0.50% 0.09% 0.22%

Country contribution and attribution
Fund and benchmark w eights Total return contribution analysis Relative return attribution analysis
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Theme exposure

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 

34

Theme Portfolio Benchmark Active weight 

External Debt 52.7% 50.0% 2.7% 

Corporate Debt 7.5% -       7.5% 

Local Currency 51.9% 50.0% 1.9% 

Cash/Cash Management -5.4% -       -5.4% 
 

2.7

7.5

1.9

-5.4

-8.0-6.0-4.0-2.00.0 2.0 4.0 6.0 8.010.0

External Debt

Corporate Debt

Local Currency

Cash/Cash Management

%

Active weight
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Historical theme deviation from benchmark

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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 Active weight 

Theme Mar-18 Jun-18 Sep-18 Oct-18 

External Debt 5.1% 6.3% 6.7% 2.7% 

Corporate Debt 6.4% 7.8% 7.5% 7.5% 

Local Currency 9.9% -4.5% 3.0% 1.9% 

Cash/Cash Management -17.7% -1.8% -10.2% -5.4% 
 

-4.0

-0.1

-1.1

4.8

-6.0 -4.0 -2.0 0.0 2.0 4.0 6.0
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%

Movement over last quarter

55.15 56.26 56.69 52.69
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%
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45.51 53.02 51.89
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%
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%
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Total return contribution by country/theme

Portfolio contribution: YTD to 31-Oct-18 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. Gross of fees returns. 
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Header  External Debt  Corporate Debt  Local Currency  Alternatives  Total  

Country  
Fund 

weight 
Benchmark 

weight 
Excess 

contribution  
Fund 

weight 
Benchmark 

weight 
Excess 

contribution  
Fund 

weight 
Benchmark 

weight 
Excess 

contribution  
Fund 

weight 
Benchmark 

weight 
Excess 

contribution  
Fund 

weight 
Benchmark 

weight 
Excess 

contribution  

Top 10                      

Turkey  1.23% 1.72% 0.07%  - - -  1.48% 2.37% 0.56%  -       -       -        2.70% 4.09% 0.63%  

Brazil  1.45% 1.62% -0.01%  3.28% - 0.11%  7.98% 3.63% 0.52%  -       -       -        12.71% 5.25% 0.57%  

Venezuela  3.13% 0.49% 0.56%  - - -  - - -  -       -       -        3.13% 0.49% 0.56%  

Sri Lanka  0.13% 0.96% 0.07%  - - -  - - -  -       -       -        0.13% 0.96% 0.07%  

United Arab Emirates  - - 0.00%  0.45% - 0.05%  - - -  -       -       -        0.45% - 0.05%  

Malaysia  0.28% 1.31% 0.03%  - - -  0.80% 2.50% 0.01%  -       -       -        1.08% 3.81% 0.04%  

Nigeria  0.43% 0.74% 0.02%  - - 0.02%  - - -  -       -       -        0.43% 0.74% 0.04%  

Uruguay  0.89% 1.23% 0.03%  - - -  0.06% 0.06% 0.01%  -       -       -        0.95% 1.29% 0.04%  

Lebanon  1.53% 1.17% 0.03%  - - -  - - -  -       -       -        1.53% 1.17% 0.03%  

Costa Rica  0.31% 0.50% 0.03%  - - -  - - -  -       -       -        0.31% 0.50% 0.03%  

Bottom 10                                  

Argentina  1.65% 1.45% -0.03%  0.16% - -0.03%  0.57% 0.58% -0.30%  -       -       -        2.39% 2.03% -0.36%  

Jamaica  0.20% 0.54% 0.00%  1.73% - -0.34%  - - -  -       -       -        1.94% 0.54% -0.34%  

Ecuador  6.86% 1.30% -0.28%  - - -  - - -  -       -       -        6.86% 1.30% -0.28%  

Indonesia  2.38% 2.11% -0.06%  - - -  3.52% 3.14% -0.16%  -       -       -        5.91% 5.25% -0.22%  

Poland  - 1.07% 0.01%  - - -  3.24% 3.48% -0.17%  -       -       -        3.24% 4.55% -0.16%  

South Africa  1.97% 1.37% -0.07%  - - -  3.38% 2.56% -0.06%  -       -       -        5.35% 3.93% -0.11%  

China  1.03% 2.25% 0.01%  0.78% - -0.10%  2.35% 2.50% -0.02%  -       -       -        4.16% 4.76% -0.11%  

Mexico  1.83% 2.49% 0.01%  - - -  4.14% 4.70% -0.12%  -       -       -        5.97% 7.20% -0.10%  

Colombia  1.32% 1.51% -0.02%  0.11% - -0.03%  1.97% 2.09% -0.05%  -       -       -        3.40% 3.60% -0.10%  

Zambia  0.30% 0.20% -0.06%  - - -  - - -  -       -       -        0.30% 0.20% -0.06%  

                      
Total  52.69% 50.00% 0.32%   7.48% - -0.29%   51.89% 50.00% 0.13%   - - -   106.63

% 

100.00

% 
0.21%  
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Largest country positions

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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Top 20 Countries Portfolio Benchmark Active weight 

Brazil 12.7% 5.3% 7.5% 

Ecuador 6.9% 1.3% 5.6% 

Mexico 6.0% 7.2% -1.2% 

Indonesia 5.9% 5.2% 0.7% 

South Africa 5.3% 3.9% 1.4% 

Russia 5.2% 5.2% 0.0% 

China 4.2% 4.8% -0.6% 

Chile 3.6% 2.4% 1.2% 

Colombia 3.4% 3.6% -0.2% 

Poland 3.2% 4.5% -1.3% 

Venezuela 3.1% 0.5% 2.6% 

Thailand 3.1% 3.3% -0.2% 

Hungary 2.7% 3.2% -0.4% 

Turkey 2.7% 4.1% -1.4% 

Argentina 2.4% 2.0% 0.4% 

South Korea 2.3% 2.5% -0.1% 

Ukraine 2.3% 1.3% 1.0% 

India 2.0% 2.4% -0.4% 

Jamaica 1.9% 0.5% 1.4% 

Kazakhstan 1.9% 1.4% 0.5% 

Total number of countries 65 74  

Total number of countries (look-through) 65 74  
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Largest country deviation from benchmark

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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Country Portfolio Benchmark Active weight 

Top 10 overweight    

Brazil 12.7% 5.3% 7.5% 

Ecuador 6.9% 1.3% 5.6% 

Venezuela 3.1% 0.5% 2.6% 

South Africa 5.3% 3.9% 1.4% 

Jamaica 1.9% 0.5% 1.4% 

Chile 3.6% 2.4% 1.2% 

Ukraine 2.3% 1.3% 1.0% 

Belarus 1.1% 0.2% 0.9% 

Pakistan 1.5% 0.6% 0.9% 

Indonesia 5.9% 5.2% 0.7% 
 

Country Portfolio Benchmark Active weight 

Top 10 underweight    

Malaysia 1.1% 3.8% -2.7% 

Turkey 2.7% 4.1% -1.4% 

Poland 3.2% 4.5% -1.3% 

Mexico 6.0% 7.2% -1.2% 

Oman 0.5% 1.3% -0.9% 

Sri Lanka 0.1% 1.0% -0.8% 

Peru 1.6% 2.4% -0.8% 

Panama 0.8% 1.4% -0.6% 

China 4.2% 4.8% -0.6% 

Lithuania -       0.5% -0.5% 
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Historical country deviations from benchmark

(list based on latest qoq changes)

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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 Active weight 

Top 20 Changes in Active weight Mar-18 Jun-18 Sep-18 Oct-18 

Top 10 changes in active weight     

Brazil 4.0% 6.4% 6.9% 7.5% 

Thailand 0.0% -0.9% -0.5% -0.2% 

Russia 0.4% -0.5% -0.3% 0.0% 

Ukraine 0.7% 0.4% 0.8% 1.0% 

Bahrain 0.1% 0.0% 0.3% 0.5% 

Croatia 0.3% 0.1% 0.1% 0.3% 

Romania 0.0% -0.5% -0.4% -0.3% 

Poland 0.6% -2.4% -1.4% -1.3% 

El Salvador 0.3% 0.2% 0.3% 0.3% 

Israel 0.0% -0.1% -0.1% 0.0% 

Bottom 10 changes in active weight     

Mexico 0.4% 0.1% -0.1% -1.2% 

Venezuela 3.7% 3.6% 3.6% 2.6% 

Turkey -1.2% -2.0% -0.6% -1.4% 

South Africa 2.8% 1.4% 2.0% 1.4% 

Ecuador 4.7% 6.0% 6.1% 5.6% 

Jamaica 1.2% 1.3% 1.7% 1.4% 

Chile -0.7% 0.7% 1.5% 1.2% 

Peru 0.1% -0.2% -0.6% -0.8% 

Egypt 0.9% 0.1% 0.1% -0.1% 

Dominican Republic 0.8% 0.7% 0.7% 0.5% 
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Largest local currency positions

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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Top 20 EM currency exposure Portfolio Benchmark Active weight 

Brazilian Real 4.7% 3.6% 1.1% 

Russian Ruble 4.2% 3.5% 0.7% 

Mexican Peso 4.1% 4.7% -0.6% 

Polish Zloty 3.2% 3.5% -0.2% 

Thai Baht 3.1% 3.3% -0.2% 

Indonesian Rupiah 3.0% 3.1% -0.2% 

South African Rand 2.4% 2.6% -0.2% 

Chinese Yuan (onshore) 2.3% 2.5% -0.2% 

South Korean Won 2.3% 2.5% -0.1% 

Colombian Peso 2.0% 2.1% -0.1% 

Czech Koruna 1.8% 1.9% -0.1% 

Indian Rupee 1.8% 1.9% -0.2% 

Singapore Dollar 1.8% 1.9% -0.1% 

Hungarian Forint 1.6% 1.8% -0.2% 

Turkish Lira 1.5% 2.4% -0.9% 

Taiwan New Dollar 1.4% 1.5% -0.1% 

Romanian Leu 1.1% 1.2% -0.1% 

Chilean Peso 0.9% 1.0% -0.1% 

Malaysian Ringgit 0.6% 2.5% -1.9% 

Argentine Peso 0.6% 0.6% 0.0% 

Total number of currencies 25 25  

Total number of currencies (look-through) 25 25  
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Historical local currency deviations from benchmark

(list based on latest qoq changes)

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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 Active weight 

Top 20 Changes in Active weight Mar-18 Jun-18 Sep-18 Oct-18 

Top 10 changes in active weight     

Russian Ruble 0.2% -0.1% 0.2% 0.7% 

Thai Baht 0.0% -0.9% -0.5% -0.2% 

Malaysian Ringgit -0.7% -1.1% -2.1% -1.9% 

Argentine Peso 1.5% 0.0% -0.3% 0.0% 

Brazilian Real 0.1% -1.3% 0.9% 1.1% 

Romanian Leu -0.1% -0.5% -0.2% -0.1% 

Hungarian Forint 0.0% -0.4% -0.3% -0.2% 

Polish Zloty 1.7% -1.3% -0.4% -0.2% 

Philippine Peso 0.0% -0.1% -0.1% 0.0% 

Israeli Shekel 0.0% -0.1% -0.1% 0.0% 

Bottom 10 changes in active weight     

Mexican Peso 0.4% 0.6% 0.4% -0.6% 

Turkish Lira -0.9% -1.7% 0.0% -0.9% 

Chilean Peso -0.5% -0.3% 0.3% -0.1% 

South Korean Won 0.0% -0.6% 0.0% -0.1% 

Czech Koruna 1.2% -0.5% 0.0% -0.1% 

Peruvian Sol 0.0% -0.2% -0.7% -0.8% 

Indonesian Rupiah 0.7% 0.1% -0.1% -0.2% 

South African Rand 1.2% -1.1% -0.1% -0.2% 

Chinese Yuan (onshore) 0.1% -0.6% -0.1% -0.2% 

Indian Rupee 0.8% -0.4% -0.1% -0.2% 
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Largest hard currency duration positions

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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Country Portfolio Benchmark Active weight 

Top 10 overweight    

Ecuador 0.24 0.05 0.19 

Brazil 0.29 0.12 0.18 

Venezuela 0.10 0.01 0.09 

Indonesia 0.24 0.16 0.08 

Ukraine 0.13 0.05 0.07 

South Africa 0.15 0.09 0.06 

Belarus 0.06 0.01 0.05 

Argentina 0.13 0.09 0.04 

Kazakhstan 0.15 0.12 0.03 

Pakistan 0.05 0.02 0.03 
 

Top 10 underweight    

Malaysia 0.01 0.08 -0.07 

Philippines 0.09 0.14 -0.05 

Poland -     0.04 -0.04 

Panama 0.08 0.12 -0.04 

Oman 0.05 0.09 -0.04 

Sri Lanka 0.01 0.04 -0.04 

China 0.07 0.11 -0.04 

Russia 0.09 0.12 -0.03 

Turkey 0.09 0.11 -0.03 

Romania 0.03 0.05 -0.02 

Total Hard Currency 3.73 3.26 0.47 
    
Total Local Currency 1.25 1.26 -0.02 
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Largest local currency duration positions

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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Country Portfolio Benchmark Active weight 

Top 10 overweight    

Brazil 0.23 0.07 0.16 

South Africa 0.23 0.15 0.09 

Indonesia 0.20 0.13 0.07 

India 0.06 -   0.06 

Chile 0.09 0.05 0.04 

Mexico 0.15 0.12 0.03 

Philippines 0.00 0.00 0.00 

Uruguay 0.00 0.00 0.00 

Taiwan 0.00 -   0.00 

Singapore 0.00 -   0.00 

Top 10 underweight    

Colombia 0.01 0.09 -0.09 

Poland 0.01 0.10 -0.08 

Czech Republic 0.00 0.06 -0.06 

Hungary 0.00 0.05 -0.05 

Peru 0.01 0.06 -0.05 

Malaysia 0.03 0.07 -0.04 

Turkey 0.01 0.04 -0.03 

Romania 0.00 0.03 -0.03 

Thailand 0.13 0.15 -0.02 

Russia 0.08 0.09 -0.01 

Total Local Currency 1.25 1.26 -0.02 
    Total Hard Currency 3.73 3.26 0.47 
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Historical local currency duration deviations from benchmark

(list based on latest qoq changes)

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 

44

 Active weight 

Top 20 Changes in Active weight Mar-18 Jun-18 Sep-18 Oct-18 

Top 10 changes in active weight     

Brazil 0.15 0.17 0.12 0.16 

Colombia -0.07 -0.09 -0.09 -0.09 

Uruguay 0.00 0.00 0.00 0.00 

Czech Republic -0.05 -0.06 -0.06 -0.06 

Indonesia 0.09 0.03 0.07 0.07 

Peru -0.04 -0.05 -0.05 -0.05 

Romania -0.01 -0.02 -0.03 -0.03 

Dominican Republic 0.00 0.00 0.00 0.00 

Taiwan 0.00 0.00 0.00 0.00 

Singapore 0.00 0.00 0.00 0.00 

Bottom 10 changes in active weight     

Mexico 0.17 0.11 0.10 0.03 

South Africa 0.21 0.07 0.11 0.09 

Chile -0.03 0.04 0.05 0.04 

Thailand -0.08 -0.07 -0.01 -0.02 

Malaysia -0.01 -0.02 -0.03 -0.04 

Turkey -0.03 -0.03 -0.02 -0.03 

Russia 0.00 -0.01 -0.01 -0.01 

India 0.12 0.04 0.07 0.06 

Hungary -0.04 -0.04 -0.05 -0.05 

Argentina 0.00 -0.01 0.00 0.00 
 

0.04

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00
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Region Rating

Issuer type

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 
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31.63

29.59

26.35

12.43

46.80

25.82

24.77

14.67
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Latin America

Asia

Eastern Europe

Middle East/Africa

%

Portfolio Benchmark

Credit rating Portfolio Benchmark Active weight 

AAA 0.0% 0.0% 0.0% 

AA 0.6% 2.1% -1.5% 

A 13.0% 22.6% -9.5% 

BBB 30.9% 39.0% -8.2% 

BB 21.0% 16.4% 4.6% 

B 26.5% 18.7% 7.8% 

<B 7.6% 0.7% 6.9% 

Not rated 0.4% 0.5% 0.0% 

Average credit rating BB BBB  
 

64.98

8.63

1.39

70.13

12.28

6.04

0 10 20 30 40 50 60 70 80

Sovereign

Quasi-sovereign

Corporate Debt

%

Portfolio Benchmark

Credit rating Portfolio Benchmark Active weight 

Investment grade 44.5% 63.7% -19.2% 

High yield 55.0% 35.8% 19.2% 
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Duration positioning

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 

46

27.48

23.07

16.87

9.22

14.1416.42
18.72

16.51

11.40
11.96

0.0

5.0

10.0

15.0

20.0

25.0

30.0

35.0

0 - 3 years 3 - 5 years 5 - 7 years 7 - 10 years 10+ years

%

Duration distribution

Portfolio Benchmark Previous Quarter

0.53

19.83

14.39

11.83

16.01

7.34

18.36

0.02

12.92
13.83

10.57

16.47

5.72

15.47

0.0

5.0

10.0

15.0

20.0

25.0

0 - 1 years 1 - 3 years 3 - 5 years 5 - 7 years 7 - 10 years 10 - 15
years

15+ years

%

Maturity distribution

Portfolio Benchmark Previous Quarter

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

83



Instrument exposure by NAV

Portfolio characteristics as at 31-Oct-18: 

Ashmore Emerging Markets Blended Debt Fund LP

Source: Ashmore & JP Morgan. 

47

Top 10 holdings exposure Portfolio Benchmark Active weight 

Brazil Bltn 0% 01/01/2020 3.0% 0.2% 2.8% 

Brazil Bltn 0% 01/07/2021 2.7% 0.2% 2.5% 

Brazil Ntnf 10% 01/01/2027 - Lc 2.2% 0.2% 2.0% 

Bonos Tesoreria Pesos 4.5% 01/03/2021 2.2% 0.1% 2.0% 

Petroleos De Venezuela 8.5% 27/10/2020 (Reg 1.8% 0.1% 1.7% 

Republic Of Ecuador 10.5% 24/03/2020 (Regs) 1.8% 0.2% 1.6% 

Republic Of Ecuador 10.75%  28/03/2022 (Reg 1.6% 0.2% 1.4% 

Mexican Bonos 10% 05/12/2024 1.5% 0.3% 1.3% 

Mexican Bonos 6.5% 10/06/2021 1.4% 0.2% 1.1% 

Digicel Group Limited 8.25% 30/09/2020 (Reg 1.1% -       1.1% 

Total number of holdings 381 903  

Off benchmark holdings 12.6% -        
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Source: evestment Alliance.

Peer group comparison (as at 30-Sep-18):

Ashmore EM Blended Debt Total Return Composite

48
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Appendices

49
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Ashmore EM Blended Debt Total Return Composite

50

June 30, 2018 (please refer to ‘Notes’ on the next page)

*partial period return since inception (1st Jul 03).

Prospective investors should obtain and review the offering documents relating to the units or shares of any Fund, including the description of risk factors/investment considerations contained in the 

offering documents, prior to making any decision to invest in such units or shares.

Period

Composite 

Gross Return

Benchmark 

Return

Number of 

Portfolios

Annual 

Composite 

Dispersion

Total Assets at 

End of Period 

(USD million)

Firm Assets at 

End of Period 

(USD million)

Percentage of 

Firm’s Assets

3 Year Std. 

Deviation 

Composite

3 Year Std. 

Deviation 

Benchmark

2003* 10.82% 6.19% 1 NA 277 4,920 5.63% NA NA

2004 22.09% 15.24% 1 NA 560 8,100 6.91% NA NA

2005 17.29% 7.49% 2 NA 827 16,800 4.92% NA NA

2006 16.29% 11.85% 2 NA 958 26,800 3.57% 7.79% 5.81%

2007 12.66% 11.53% 2 NA 1,508 36,400 4.14% 6.41% 5.19%

2008 -15.78% -8.21% 2 NA 1,068 24,500 4.36% 13.01% 11.49%

2009 35.49% 23.24% 2 NA 1,670 31,300 5.34% 14.01% 12.29%

2010 17.72% 11.47% 2 NA 1,759 45,900 3.83% 14.77% 12.78%

2011 1.28% 1.87% 5 NA 2,497 52,600 4.75% 10.97% 8.89%

2012 19.76% 14.78% 7 1.78% 4,179 64,600 6.47% 10.09% 8.32%

2013 -5.71% -5.37% 12 0.46% 6,671 74,500 8.95% 9.61% 8.59%

2014 -3.45% 0.35% 13 0.56% 5,766 63,100 9.14% 8.59% 7.80%

2015 -4.40% -5.21% 13 0.71% 4,090 48,500 8.43% 8.11% 6.89%

2016 18.45% 8.50% 13 1.68% 4,680 50,700 9.23% 9.53% 7.31%

2017 14.23% 11.82% 16 0.93% 8,557 66,600 12.85% 8.43% 6.52%

YTD Jun 18 -5.94% -5.04% 15 NA 9,833 70,800 13.89% 8.81% 6.83%
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Ashmore EM Blended Debt Total Return Composite

51

Notes

1. The Firm is defined as all portfolios managed by Ashmore Group plc and its majority owned subsidiaries, or any entities that utilise the Ashmore Global Operating Model. (“Ashmore”) The firm 

definition was changed in June 2017  to include entities on the Ashmore Global Operating Model. There was no change to reported AUM or returns prior to this date.

2. Ashmore claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Ashmore has been 

independently verified from 1 January 2014 to 30 June 2017. Prior to 31 December 2013, Ashmore’s separate investment advisory businesses Ashmore Investment Management Ltd (“AIML”) and 

Ashmore Equities Investment Management (US) LLC (“AEIM”) existed as two separate Firms which were compliant as separate entities to 31 December 2013 and were independently verified from 

25 February 1999 until 31 December 2013 and from 1 January 1994 until 31 December 2013 respectively. The verification report(s) is/are available upon request. Verification assesses whether (1) 

the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present 

performance in compliance with the GIPS standards. Verification does not ensure the accuracy of any specific composite presentation.

3. The Blended Debt Total Return Composite includes all discretionary portfolios that invest primarily in Global Emerging Market hard and local currency denominated debt across sovereign, quasi-

sovereign and corporate instruments. The composite only includes portfolios with reference benchmarks that have an equal weighted split of hard and local currency components.

4. This composite was created in January 2018.

5. The benchmark presented is a monthly rebalanced composite benchmark (50% JP Morgan Emerging Market Bond Index Global Diversified; 25% JP Morgan Emerging Local Markets Index Plus; 25% 

JP Morgan Government Bond Index Emerging Markets Global Diversified). Ashmore is benchmark-aware and the benchmark is shown for information purposes only.

6. Composite and benchmark performance presented is in USD.

7. Composite results for the full historical period are time-weighted and include reinvestment of dividends and other earnings. 

8. Returns are presented gross of management (advisory) fees, performance fees (where relevant), custodial fees and other expenses but net of all trading expenses and non-reclaimable withholding 

taxes. Actual returns and performance for each investor will vary depending on the applicable fee schedule. For example, if $100,000 were invested and experienced a 10% annual return 

compounded quarterly for ten years, its ending dollar value without giving effect to the deduction of advisory fees would be $268,506 with an annualised compounded return of 10.38%. If an advisory 

fee of 1.50% of average net assets per year were deducted quarterly for the ten-year period, the annualised compounded return would be 8.77% and the ending dollar value would be $231,890. 

Additional information about advisory fees is found in Part II of AIML’s Form ADV.

9. For the underlying funds/accounts, the highest applicable standard fixed management fee is 1.10% per annum (performance fees may apply).

10. The policies for valuing the underlying funds/accounts which are set out in each respective prospectus/scheme particulars/investment management agreement and the methodology for calculating 

performance and preparing compliant presentations are available upon request.

11. Composites may deal in certain derivative instruments and/or sell investments (including currencies) short for efficient portfolio management purposes or to hedge. Borrowing may be permitted within 

restrictions imposed by the component portfolios as set out in each fund’s scheme particulars/account’s investment management agreement. The use of repurchase arrangements in certain 

circumstances will constitute borrowing. Leverage may be employed by the strategy in a range from 100% to 200%. Since inception of the strategy the historical leverage employed has been between 

100% to 150%. Leverage increases the sensitivity to market volatility and increases the potential or realised gains and/or losses.

12. The dispersion of the composite is measured using equal-weighted standard deviation and has only been calculated for periods where there are more than 5 portfolios in the composite with full-period 

annual returns.

13. The three-year annualised ex-post standard deviation measures the variability of the composite (gross) and the benchmark returns over the preceding 36-month period where available and the 

calculation assumes the composite and the benchmark time weighted return follows a log-normal distribution.

14. Additional information regarding the firm’s full set of composites and their description is available upon request - please contact Ashmore Marketing Services (Tel: +44 20 3077 6000; Email: 

ashmail@ashmoregroup.com).
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This confidential document is issued by Ashmore. The term “Ashmore” used in this document refers to Ashmore Group plc and its subsidiaries and associated entities, including Ashmore Investment Management Limited, which is

authorised and regulated by the Financial Conduct Authority and Ashmore Investment Advisors Limited, which is also authorised and regulated by the Financial Conduct Authority. Any information on or reference to “Unregulated

Collective Investment Schemes” in this document are only suitable for use with Eligible Counterparties, Professional Clients or investors meeting the FCA’s COBS 4.12 categories as the promotion of these Schemes either within the

UK or from the UK is severely restricted by statute. Shares in any Unregulated Collective Investment Scheme are not available for sale in any jurisdiction in which such a sale would be prohibited and may only be purchased by

persons with professional experience of participating in unregulated schemes, and who understand the high degree and variety of risk involved in Emerging Market investment. The information and any opinions contained in this

document have been compiled in good faith, but no representation or warranty, express or implied, is made as to their accuracy, completeness or correctness. Except where otherwise indicated, the information in this document is

based on matters as they are believed to exist as of the date this document was prepared and not as of any future date, and will not be updated or otherwise revised to reflect information that subsequently becomes available or

changes occurring after such date. Save to the extent (if any) that exclusion of liability is prohibited by any applicable law or regulation, Ashmore, its officers, employees, representatives and agents expressly advise that they shall

not be liable in any respect whatsoever for any loss or damage, whether direct, indirect, consequential or otherwise however arising (whether in negligence or otherwise) out of or in connection with the contents of or any omissions

from this document. This document does not constitute an offer to sell, purchase, subscribe for or otherwise invest in units or shares of any Fund referred to in this document. The value of any investment in any such Fund may fall

as well as rise and investors may not get back the amount originally invested. Past performance is not a reliable indicator of future results. All prospective investors must obtain a copy of the appropriate offering documents relating

to the relevant Fund prior to making any decision to invest in any such Fund. For Swiss Investors, the prospectus, the key investor information documents (KIIDs), the articles of incorporation as well as the annual and semi-annual

reports may be obtained free of charge from the representative in Switzerland. The representative and paying agent in Switzerland is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich,

Switzerland. This document does not constitute and may not be relied upon as constituting any form of investment advice and prospective investors are advised to ensure that they obtain appropriate independent professional

advice before making any investment in any such Fund. The distribution of this document in certain jurisdictions is likely to be restricted by law, and persons into whose possession this document comes should inform themselves

about, and observe, any such restrictions.

Ashmore offices

52

Ashmore Head Office

61 Aldwych, London WC2B 4AE  U.K.

T: +44 20 3077 6000

Ashmore Colombia

Carrera 7 No. 75 -66, Office 702

Bogotá, Colombia

T: +57 1 316 2070

Ashmore India

507A, Kakad Chambers

Dr. Annie Besant Road, Worli

Mumbai 400 018, India

T: +91 22 6269 0000

Ashmore Indonesia

Pacific Century Place, 18th Flr SCBD Lot 10

Jalan Jendral Sudirman Kav 52-53

Jakarta 12190

T: + 62 21 2953 9000

Ashmore Japan

11F Shin-Marunouchi Building

1-5-1 Marunouchi, Chiyoda-ku, Tokyo, Japan 100-6511

T: +81 0 3 6860 3777

Ashmore Peru S.A.C

Av. Circunvalación Golf Los Incas No. 134

Torre 1, Oficina: 601, Surco

Lima, Perú

T: +(511) 3910396

Ashmore Investment Saudi Arabia

3rd Floor, Tower B, Olaya Towers, 

Olaya Main Street, Riyadh, Kingdom of Saudi Arabia

T: + 966 11 483 9100

Ashmore Singapore

1 George Street #15-04

Singapore 049145

T: +65 6580 8288

Ashmore UAE

1st Floor, Gate Village 3,

Dubai, UAE

T: +971 440 195 86

Ashmore USA 

475 Fifth Avenue 15th Floor

New York, NY 10017, USA

T: +1 212 661 0061

www.ashmoregroup.com
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, December 13, 2018 

ITEM #C2 
 

 

Topic: Passive Investment Grade Bond Recommendation 

 

Attendees: Leandro Festino, Managing Principal - Meketa Investment Group 

Aaron Lally, Executive Vice President - Meketa Investment Group 

 

Discussion: The Strategic Asset Allocation approved by the Board on October 10, 2018 included a new 

4% allocation to Investment Grade Bonds. When Staff and Consultant presented the Asset 

Allocation Implementation Plan at the November 8, 2018 meeting of the Board, Staff stated 

its intention to recommend an interim passive solution for investment grade bonds. The 

approval of the implementation plan included a provision that a search for an active manager 

for investment grade bonds be conducted within twelve months.  

 

Meketa recommends using the Vanguard Total Bond Market Index Institutional Mutual Fund 

(ticker: VBTIX). This is the largest and lowest-cost investment grade bond index mutual fund 

available to institutional investors. Staff concurs with this recommendation. 

 

Staff anticipates eventual purchases of approximately $62 million of VBTIX to be sourced 

from future private market distributions in accordance with the Asset Allocation 

Implementation Plan. Based on the characteristics outlined in Appendix D of the Investment 

Policy Statement, Alternative Investments, Staff and Consultant categorize VBTIX as a 

Traditional Investment. 

 

Staff 

Recommendation: Approve the Vanguard Total Bond Market Index Institutional Mutual Fund as an interim 

solution for the Investment Grade Bond asset class. 
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M E M O R A N D U M  

 
 

M E K E T A   I N V E S T M E N T   G R O U P  
5 7 9 6  A R M A D A  D R I V E  S U I T E  1 1 0     C A R L S B A D   C A   9 2 0 0 8  

7 6 0  7 9 5  3 4 5 0     f a x  7 6 0  7 9 5  3 4 4 5     w w w . m ek e t a gro u p . c om  

 
To: Board of Trustees, Dallas Police & Fire Pension System 

From: Leandro Festino, Aaron Lally, Alli Wallace, Shawn Bowen 
Meketa Investment Group 

Date: November 29, 2018 

Re: Vanguard Investment Grade Bond Index Fund   

OVERVIEW 

DPFP adopted a new asset allocation on October 10, 2018 with a 4% target to investment 
grade bonds.  At the November 8, 2018 Board meeting, the Trustees expressed a desire to 
conduct a search within the next twelve months for an active investment grade bond 
manager.  We suggest hiring an index fund as a temporary placeholder. 

Meketa Investment Group recommends using the Vanguard Total Bond Market Index 
Institutional Mutual Fund (ticker: VBTIX).  This is the largest and lowest-cost investment 
grade bond index mutual fund available to institutional investors.  Additionally, the 
mutual fund vehicle has a similar fee schedule to commingled funds of the large index 
fund providers (State Street Global Advisors, Northern Trust, Blackrock, etc.) but with the 
following advantages: 

 As a mutual fund it has daily liquidity with no required pre-trade notice (most 
of the commingled fund index products require 24-48 hours advance notice 
before trading). 

 No investment management agreement or subscription agreement needs to be 
executed.  Shares in the fund can be purchased directly by DPFP’s custodian 
bank. 

 In the institutional share class, no trading costs are incurred. 

For a point of reference, we have only identified one other similar mutual fund with the 
same fee schedule as Vanguard (0.04%).  Charles Schwab launched a Barclays Aggregate 
mutual fund in 2017 (ticker: SWAGX) but we prefer the Vanguard strategy because it has 
a longer history to judge tracking error relative to the index. 

FUND CHARACTERISTICS 

Name Vanguard Total Bond Market Index Fund 

Ticker VBTIX 

Management Fee 0.04% 

Liquidity Daily 

Purchase Fees/Redemption Fees/12b-1 Fees None 

Assets in Strategy/Share Class $199.7 billion / $40.3 billion 

Benchmark BloomBarc U.S. Float Adjusted Index 
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Memorandum 
November 29, 2018 
Page 2 of 2 
 

HISTORICAL PERFORMANCE1 

 

Vanguard  
(%) 

BloomBarc U.S. 
Flt Adj Idx 

(%) 

Trailing Period Returns:   

1 year -2.0 -2.1 

3 year 1.0 1.1 

5 year 1.8 1.8 

10 year 3.9 4.0 

Calendar Year Returns:   

2017 3.6 3.6 

2016 2.6 2.7 

2015 0.4 0.4 

2014 5.9 5.9 

2013 -2.1 -2.0 

2012 4.2 4.3 

2011 7.7 7.9 

2010 6.6 6.6 

2009 6.1 5.9 

2008 5.2 5.2 

2007 7.1 7.0 

PORTFOLIO CHARACTERISTICS2 

 Vanguard 
BloomBarc U.S. 

Flt Adj Idx 

Yield to Maturity (%) 3.5 3.5 

Average Duration (years) 6.2 6.1 

Number of Holdings 8,000+ 10,000+ 

Credit Quality (%):   

Average Quality AA AA 

AAA 68 69 

AA 5 4 

A 12 12 

BBB 15 15 

Below BBB 0 0 

Sector Weights:   

Government 48 48 

Corporate 27 27 

Securitized 24 24 

Municipal 1 1 

Please contact us at (760) 795-3450 with any questions. 

LF/AL/AW/mps

                                                           
1  As of October 31, 2018. 
2  As of September 30, 2018. 
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Vanguard Total Bond Market Index Fund 
Institutional Shares (VBTIX)

Descriptive Information

December 13, 2018
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VBTIX Annual Returns and Growth of $10,000

2

Source: https://investor.vanguard.com/mutual-funds/profile/performance/vbtix
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VBTIX Characteristics

3

Source: https://investor.vanguard.com/mutual-funds/profile/portfolio/vbtix
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VBTIX Portfolio Distribution

4

Source: https://investor.vanguard.com/mutual-funds/profile/portfolio/vbtix
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VBTIX Maturity Distribution and Volatility

5

Source: https://investor.vanguard.com/mutual-funds/profile/portfolio/vbtix
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DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, December 13, 2018 

ITEM #C3 

 

 
Topic: Investment Policy Statement 
 

 

Attendees: Leandro Festino, Managing Principal – Meketa Investment Group 

 Aaron Lally, Executive Vice President – Meketa Investment Group 

 

 

Discussion: Investment Staff and Meketa have completed a comprehensive review of the 

Investment Policy Statement (IPS) and are proposing numerous changes to 

incorporate best practices and improve clarity and structure. Key 

recommendations are highlighted in a Staff memo. Smooth and redline IPS 

drafts are provided for reference. Meketa has provided a presentation discussing 

the proposed benchmark changes and identifying proposed rebalancing ranges. 
 

 

Staff 

Recommendation: Approve recommended changes to the Investment Policy Statement including 

proposed benchmarks and rebalancing ranges. 
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Tuesday, December 4, 2018 

From:   DPFP Investment Staff 

To:  DPFP Board of Trustees 

Subject:   Overview of Recommended Revisions to the Investment Policy Statement 

DPFP Investment Staff and Investment Consultant, Meketa Investment Group, have conducted 

a review of the Investment Policy Statement (IPS). The IPS review is required annually by the IPS 

and was identified as a high priority (level one) in the Initial Fund Review conducted by Meketa. 

Numerous changes are recommended to incorporate best practices and improve structure and 

clarity. This memo highlights key recommendations but does not address every change. Smooth 

and redline IPS drafts are provided for reference.  

 New subsection 2.C added to address investment constraints 

 Some language in Section 3, Ethics, Standards of Conduct, and Fiduciary Responsibility, 

replaced with references to the controlling policies (e.g. Ethics Policy). 

 Significant changes in Section 4, Core Beliefs and Long‐Term Acknowledgements, to 

incorporate best practices and views of Board, Consultant, and Investment Staff. 

 Significant changes to Section 5.B, IAC. 

o Added flexibility to IAC composition so the committee can continue to operate 

during periods of membership transition. 

o Added specificity to IAC roles and responsibilities 

 Added “primary responsibility for oversight and management of the investment 

portfolio” to Investment Staff role.  

 Added new subsection specifying the role and responsibility of commingled funds 

 Replaced old Section 6, Asset Classes and Investment Guidelines, with new Section 6, 

Strategic Asset Allocation and Rebalancing, addressing asset allocation, asset class 

structure, rebalancing, and private market limitations. 

 Added new Appendix A, Asset Class Descriptions 

 Replace old Section 7, Due Diligence and Monitoring, with new Section 7, Investment 

Manager Search, Selection, and Monitoring. Monitoring factors are now included in 

Section 7 so the old Appendix B, Due Diligence Criteria, was eliminated. 

 Updated Appendix B, Strategic Asset Allocation and Rebalancing Ranges, to incorporate 

the approved long‐term asset allocation and proposed changes to certain benchmarks 

and rebalancing ranges.  

 Added Appendix B1, Asset Allocation Implementation Plan. 
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INVESTMENT POLICY STATEMENT 
 

Adopted April 14. 2016 
Amended as of December 14, 2017 

 
 
 

Section 1 Section 1 Introduction and Purpose 

 
This policy statement shall guide investment of the assets of the Dallas Police and Fire Pension 
System (DPFP).  This investment policy statement (IPS) is issued for the guidance of the Dallas 
Police and Fire Pension System Board of Trustees (Board), Investment Advisory Committee 
(IAC), Executive Director, Staff, Consultant(s), Custodian, and Investment Managers.  This IPS 
is intended to set forth an appropriate set of goals and objectives for DPFP.  It will define guidelines 
to assist fiduciaries and Staff in the supervision of the investments of DPFP. The investment 
program processes and procedures are defined in the various sections of the IPS by: 
 

A. Stating in a written document DPFP’s expectations, objectives and guidelines for the 
investment of assets; 

 

B. Setting forth an investment structure for managing the portfolio.  This structure includes 
assigning various asset classes, investment management styles, asset allocation and 
acceptable ranges that, in total, are expected to produce an appropriate level of overall 
diversification and total investment return over the investment time horizon; 

 

C. Encouraging effective communications between the Board, IAC, Executive Director, Staff, 
Consultant(s), Investment Managers and Custodian(s);  

 

D. SetSetting forth policy that will consider various factors, including inflation, consumption, 
taxes, liquidity and administrative expenses, that will affect the portfolio’s short and long -
term total expected returns and risk; 

 

E. Establishing formal criteria to select, and evaluate, monitor, compare, and attribute the 
performance of Investment Managers on a regular basis; and 
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F. Complying with all applicable fiduciary and due diligence requirements experienced 
investment professionals would utilize, and with all applicable laws, rules and regulations 
from various local, state, federal, and international political entities that can 
impactapplicable to DPFP.  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 2 of 14  

 
 
 

Section 2 Section 2 Design, Goals, and Objectives, and Constraints 

 
Staff and the Consultant(s) are expected to deliver excess return beyond the Policy Benchmark1 
through manager selection and asset allocation adjustments. By achieving allocation and 
performance objectives consistently, the long-term investment goals of DPFP are expected to be 
achieved.   
 
 

A. A. Goals 

 

1. Ensure funds are available to meet current and future obligations of the plan when due 
while earning.  

1.2. Earn a long-term, net of fees, investment return greater than the actuarial return 
assumption. 

 

2.3. To consistently rankRank in the top half of the public fund universe over the rolling 
threefive-year period, net of fees. 

 
 

B. B. Objectives 

 

1. To maintainMaintain a diversified asset allocation;. 

 

2. To provide for an appropriate Accept the minimum level of risk adjusted rate of 
required to achieve the return; objective. 

 
1. To allow for both passive and active investment management; 

                                                 
1 The Policy Benchmark represents the return of the investable and non-investable indices as defined in Appendix A, 
at the target allocation for each asset class. 
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2. To monitor quarterly manager performance; 

 
3. To monitor monthly asset allocation changes;  

 

3. To outperformOutperform the Policy Benchmark2 over rolling threefive-year periods;. 

 

4. To controlControl and monitor the costs of administering and managing the 
investments;. 

 
4. Establish guidelines and procedures for selecting, monitoring and replacing investment 

vehicles; and 
 

5. Re-evaluate annually the policies defined in this IPS. 
  

                                                 
2 The Policy Benchmark represents the return of the investable and non-investable indices as defined in Appendix B, 
at the target allocation for each asset class. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 3 of 14  
 
 
 

C. Section 3  Constraints 

1. DPFP will be managed on a going-concern basis. The assets of the Fund will be 
invested with a long-term time horizon, while being cognizant of the weak actuarial 
funded ratio and ongoing liquidity needs. 

2. The Board intends to maintain sufficient liquidity in either cash equivalents or short-
term investment grade bonds to meet two to three years of anticipated benefit 
payments and expenses (net of contributions). 

3. DPFP is a tax-exempt entity. Therefore, investments and strategies will be evaluated 
on a basis that is generally indifferent to taxable status. 

Section 3 Ethics, Standards of Conduct, and Fiduciary Responsibility  

 
The following are standards of conduct for the Board, Investment Advisory Committee, Staff, 
Investment Managers, Consultant(s)), and all other investment related other service providers of 
DPFP:.3   
 

A. Place the interest of DPFP above personal interests;. 

 

B. Act with integrity, competence, diligence, respect, and in an ethical manner;  . 

 

C. Use reasonable care, diligence, and exercise independent professional judgment when 
conducting analysis, making recommendations, and taking actions;.  

 

D. Promote the integrity of and uphold the rules governing DPFP;.  

 

E. Comply with all applicable laws, rules, and regulations of any government agency, 
regulatory organization, licensing agency, or professional association governing their 
professional activities;  . 

 

                                                 
3 These are informed by the CFA Institute and the Center for Fiduciary Studies.  
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A. Not assist or knowingly participate in any violation of governing laws, rules, or regulations; 
 
B. Not accept gifts, benefits, or compensation that could be expectedAdhere to compromise 

independence and objectivity; 
 
C. Must not knowingly make any statement that misrepresents factsapplicable policies relating 

to investment analysis, recommendations, actions, or other professional activities; 
 

F. Not engage in ethics, standard of conduct involving dishonesty, fraud, deceit; andand 
fiduciary responsibility including the: 

 
D. Make full disclosure (annually) of all matters that could reasonably be expected to impair 

independence and objectivity with their respective duties to DPFP. 
 

 

1. Section 4 Board of Trustees and Employees Ethics and Code of Conduct 
Policy; 

2. Board of Trustees Governance and Conduct Policy; and the 

3. Contractor’s Statement of Ethics. 

Section 4 Core Beliefs and Long-RangeTerm Acknowledgements 

 
This section outlines the core beliefs and long-rangeterm acknowledgements for the overall 
governance of DPFP.  These beliefs and acknowledgements will serve as guiding principles in the 
decision making and implementation of DPFP’s investment mandate. 

 

A. A well-defined governance structure with clearly delineated responsibilities is critical in 
achieving consistent, long -term performance objectives. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 4 of 14  

 
 
 
Section 4 Core Beliefs and Long-Range Acknowledgements  (continued) 
 

B. The strategic asset allocation determines the risk reward profile of the portfolio and thus 
drives overall portfolio performance and volatility.  

 

1. Asset allocation has a greater effect on return variability than asset class investment 
structure or manager selection. 

2. It is essential to account for liabilities in setting long-term investment strategy. 

3. Rebalancing the portfolio is a key aspect of prudent long-term asset allocation policy. 

C. Investment costs will be monitored and minimized within the context of maximizing net 
return. The goal is not low fees, but rather maximum returns, net of fees.  

1. The opportunity for active manager risk-adjusted outperformance (alpha) is not 
uniformly distributed across asset classes or Investment Managers’ strategies. 

 
A. Portfolio rebalancing to the asset allocation will occur on a periodic basis.   
 
 

2. Section 5 Active strategies are preferred when there is strong conviction that 
they can be expected to add alpha, net of fees. 

3. Passive strategies should be considered if alpha expectations are unattractive. 

D. Risk is multifaceted and will be evaluated holistically, incorporating quantitative measures 
and qualitative assessments. 

1. Global investment reduces risk through diversification. 

2. Diversification across different risk factors reduces risk. 

3. The pattern of returns matters because volatility levels and the sequence of gains and 
losses can impact funded status. 

4. Risk that is not expected to be rewarded over the long-term, or mitigated through 
diversification, will be minimized. 

5. Generating positive investment return requires recognizing and accepting non-
diversifiable risk. Not taking enough risk is risky; therefore, DPFP will accept a 
prudent amount of risk to achieve its long-term target returns. 
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Section 5 Roles and Responsibilities  

 

A. A. Board of Trustees 

 
The Board is made up of eleven (11) Trustees.  The  (Board) has a fiduciary role as the 
representative of DPFP. The Board recognizes its fiduciary duty and acknowledges its 
responsibility to ensure that theprudent management of the plan and DPFP’s fund is in compliance 
with all state and federal laws.  Additionally, the Board: 
 

1. Establishes investment objectives consistent with the needs of DPFP and approves the 
IPS of DPFP;  

 
1. Prudently diversifies, selects, and maintains a general investment strategy consistent 

with allocation ranges and investment guidelines including an agreed upon risk/return 
profile;  
 

2. Approves strategic asset allocation targets and ranges, and asset class structures;  

 

3. Prudently hi res ,  monitors, &and terminates key investment service providers 
including: Consultant(s), Investment Managers and other vendorsCustodian;   

 

4. Appoints members to the Investment Advisory Committee (IAC); 

4.5. Reviews investment related expenses;  

 

5.6. Approves Board travel related to investment monitoring,investments; and in 
exceptional cases due diligence;  

 
2. Approves any use of direct portfolio leverage by DPFP;  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 5 of 14  
 
 
 
A. Board (continued) 

 

6.7. AdoptsReviews the IPS and annually reviews in the last quarter of each calendar year 
and revises as needed; and. 

 
3. Avoids prohibited transactions and conflicts of interest. 

 

B. B. Investment Advisory Committee (IAC) 

 

1. 1. IAC Composition, Selection and Criteria 

 

a. The requirement and general composition of the IAC is defined by statute. 

a.b. The IAC serves at the discretion of the Board of Trustees; . 

 

c. IAC recommendations are not binding on the Board, provided however the 
Board may in the exercise of its fiduciary discretion grant decision-making 
authority to the IAC. 

b.d. The IAC is composed of up to five members: three including one or two current 
board members and a majority outside investment professionals with broad 
portfolio management experience and two current Board members. 

 

c.e. The current Board members will serve staggered two-year terms on the IAC.  
Non-Board members will serve a staggered twothree-year termterms. 

 

d.f. The Board will vote on and approve all appoint members of IAC members; by 
vote. 

 

e.g. IAC meetings will not be open to the public and will require a quorum of at least 
three IAC members;. 
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f.h. f. The IAC will select a chair from its members to serve as liaison to the Board 
and to preside over IAC meetings;. 

 
g. Each outside investment professional member of the IAC will adhere to the DPFP 

Ethics Policy; 
 
h. If the Executive Director learns that potential ground for removal of an IAC 

member exists, the Executive Director shall notify the Chair of the Board of the 
potential grounds for removal;   

 

g.i. i. The Board of Trustees may elect to dismiss a member of the IAC for any 
reason. 

 

2. 2. IAC Roles and Responsibilities:  

 

a. A key role of the IAC is to ensure that DPFP investments are prudently managed. 

b. The IAC will review alladvise regarding the search and selection process for 
investment managers and other matters that the Board may request. 

a.c. All investment- related items which are brought to the Board for action; agenda 
materials for the Board will be made available to the IAC. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 6 of 14  
 
 
 

2. IAC Roles and Responsibilities: (continued) 
 

a. The IAC will make non-binding recommendations to the Board; 
 
b. The IAC chair will meet as needed, but at least quarterly, to discuss the IAC 

recommendation, or lack thereof, with the Board, as needed. 
 

b.d. If requested by the Board, IAC shall review investment program and provide 
insight and recommendations to Staff and Consultant recommendations on asset 
allocation targets and ranges, and provide an IAC recommendation to the Board; 
and. 

 
 

e. The The IAC Chair will report to the Board regarding IAC activity as well as 
investment-related concerns and recommendations. 

f. Any IAC member may address the Board to communicate investment related 
concerns. 

c.g. IAC members are fiduciaries to DPFP. 

 
 

C. Staff  
 

1. Executive Director 
 

C. Executive Director 

3.1. The Executive Director is authorized to administer the operations and investment 
activities of DPFP under policy guidance from the Board; 

 

4.2. Is authorized to manage investments approved by the Board including authority to 
enter into contract amendments including fund extensions, act with regard to 
investment governance issues and engagement of advisors as needed;   

 

5.3. Manages the day to day operations of DPFP; 
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a. Reports to the Board when strategic asset allocation breaches target allocation 

bands;  
 

6.4. Oversees and reports to the Board on investment and due diligence processes and 
procedures; 

 

7.5. Approves/declines all Staff travel related to allinvestment manager pre-hire & on-site 
due diligence; and 

 

8.6. Approval ofApproves Investment Staff recommendations for presentation to the IAC 
and Board; and. 

 

9.7. Is The Executive Director is a fiduciary to DPFP when exercising discretion. 
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C.D. Investment Policy StatementStaff  

As amended through December 14, 2017 
Page 7 of 14  
 
 
 

2. The Investment Staff   
 

1. The (Staff) has primary responsibility for oversight and management of the investment 
portfolio. Staff is responsible for investment manager due diligence and 
recommendations, portfolio implementation consistent with the Board approved asset 
allocation, and will assess the activities of the Consultant(s).  The Staff helps the Board 
and the IAC to oversee Investment Managers, Consultant(s), Custodian(s), and 
vendors.  Additionally, the Staff:assessment of the Consultant(s); 

 

2. Helps the Board and the IAC to oversee Investment Managers, Consultant(s), 
Custodian, and vendors;   

2.3. Reports to Executive Director when portfolio asset classes exceed allowable strategic 
boundariesthrough the Chief Investment Officer; 

 

4. Works closely with the Investment Consultant(s); 

3.5. Notifies Consultant(s) in writing of rebalancing needs and recommended 
implementation, so as to employ periodic cash flows to asset classes within target 
allocation ranges as well as to periodically rebalance the portfolio; 

 
a. Instructs Investment Managers to implement Consultant approved re-balance 

instructions; 
 

b. Submits to Executive Director for review, on annual basis, recommended asset 
allocation targets and ranges & oversees implementation of the approved asset 
allocation; 
 

c. Monitors and reports portfolio asset class balances; 
 

4.6. Assists inCoordinates the preparation and annual review of the IPS;  

 
d. Reviews Consultant(s)’s Investment Manager due diligence and 

recommendations; 
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5.7. Prepares Staff Investment Manager recommendations, submits Staff and Consultant(s) 
recommendations to Executive Director for review; 

 

6.8. After Board approval of investment, Staff approves Investment Manager Strategy 
guidelines which will be outlined in the Investment Manager agreements, as 
applicable; 

 

7.9. Monitors all investments, Investment Managers and investment-related vendors; 

 
e. Monitors adherence to quantitative due diligence criteria; 

 

8.10. Accounts for and reviews annually all external management fees and investment 
expenses;  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 8 of 14  

 
 
 

2. Investment Staff  (continued) 
 

9.11. Ensures all fiduciaries to DPFP are aware of their fiduciary obligations annually;.4 and 

 
f. Is not a fiduciary to DPFP.  

 
 

D.E. Consultant(s)  

 

1. The Consultant(s) should monitorprovides independent investment expertise to the 
Board, IAC, and Staff; 

2. Reports to the Board and works closely with Staff; 

1.3. Monitors and reports qualitative and quantitative criteria related to Investment 
Managers and aggregate portfolio activity and performance.  The Consultant(s), 
through its continuous and comprehensive responsibilities to DPFP should 
acknowledge in its contract, its fiduciary responsibility to DPFP.  Additionally, the 
Consultant(s): ; 

 

2.4. Recommends annually to IAC and Board strategic asset allocation targets, ranges, and 
benchmarks for asset classes;  

 

3.5. Documents asset allocation recommendations with asset class performance 
expectations including standard deviation, expected return and correlations for each 
asset class used by DPFP;   

 

6. Reviews asset class structures periodically as required by the IPS and recommends 
improvements to the Board. 

4.7. Establishes and follows due diligence procedures for Investment Manager candidate 
searches;  

 
                                                 
4 Verification of this may be through contract, agreement, or annual fiduciary acknowledgement letter. 
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5.8. Conducts screens and searches for Investment Manager candidates;  

 

6.9. Assists in the selection process and monitoring of Investment Managers;5 

 

7.10. Reviews and recommends Investment Managers and peer groups to IAC and Board; 

 

8.11. Documents and delivers to Staff written recommendations on Investment Manager 
new hire, hold and termination reviews; 

 

9.12. Any new hire recommendation from the Consultant should include a 
recommendedRecommends benchmark and an assessment of appropriate asset class 
and sub-allocation for investment managers; 

  

                                                 
5 The specific screening criteria for investment managers can be found in Appendix B. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 9 of 14  

 
 
 
D. Consultant(s) (continued) 

 

10.13. Approves and verifies in writing each of Staff’s rebalancing recommendations and 
implementation;6 

 
1. Reviews whether rebalancing was done consistent with best practices;  
 

11.14. Monitors the diversification, quality, duration, and risk of holdings as applicable; 

 

12.15. Assists Staff in negotiation of terms of vendor contracts; and 

 

13.16. Prepares quarterly investment reports, which include the information outlined in 
Appendix C; and . 

 

14.17. Acts asAny Investment Consultant is a fiduciary to DPFP and this responsibility 
must be acknowledged in writing.  

 
 

E.F. E. Investment Managers  

 

1. Public Investment Managers 

 

a. Acknowledge in writing acceptance of the objectives, guidelines, and standards 
of performance; 

 

b. Invest the assets of DPFP in accordance with its objectives, guidelines and 
standards; 

 

                                                 
6 Evidence of approval may be in electronic format. 
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c. Exercise full discretionary authority as to all buy, hold and sell decisions for each 
security under management, subject to the guidelines as defined in this 
Statementestablished in the Investment Management Agreement or applicable 
contract;  

 

d.  If managing a separate account, sendSend trade confirmations to the 
Custodian; 

 

e. For separately managed accounts, deliverDeliver monthly report to 
Consultant(s)/Staff describing portfolio asset class weights, investment 
performance, security positions, and transactions;   

 
a. For commingled assets, this statement should show unit position and unit value;  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 10 of 14 
 
 
 

1. Public Investment Managers  (continued) 
 

f. Adhere to best execution and valuation policies; 

 
b. Prices and fair market valuations will be obtained from a third-party reporting 

service provider; 
 
c. Communicate to Executive Director any material changes at firm; 

 

g. Inform DPFPStaff and Consultant, as soon as practical, in writing of any breach 
of investment guidelines, ethicethics violations or violations of self-dealing; 

 

h. CommunicateInform Staff and Consultant as soon as practical, in writing, of any 
significant changes in the ownership, organizational structure, financial 
condition, or personnel staffing, or other material changes at the firm; and 

 
d. Acts as a fiduciary to DPFP. 

 

i. 2. Act as a fiduciary to DPFP. All separate account investment managers are 
fiduciaries to DPFP and this responsibility must be acknowledged in the contract 
for services. 

2. Commingled Fund Investment Managers 

a. Provide the objectives, guidelines, and standards of performance of the fund; 

b. Provide a report detailing fund performance and holding on a monthly basis or 
as agreed by DPFP; 

c. Prices and fair market valuations will be obtained from an independent service 
provider; 

d. The investment manager of the commingled fund must act as a Fiduciary to the 
commingled fund.  

2.3. Private Investment Managers 
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a. Acknowledge in writing acceptance of theProvide objectives, strategy 
guidelines, and standards of performance as evidenced in investment manager, 
operating, or partnership agreement; 

 

b. Will ensureEnsure that financials statements undergo annual audits and that 
investments are reported at fair market value, as outlined in the Investment 
Management, Partnership, or Operating Agreement(s); 

 

c. Communicate to Executive DirectorStaff any material changes in the ownership 
or management of the firm, and or the stability of the organization;  

 

d. Inform DPFPStaff, as soon as practical, in writing of any breach of investment 
guidelines, ethicethics violations or violations of self-dealing; and. 

 
a. Acts as fiduciary to DPFP, unless specified and acknowledged by Board at time 

of hire. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 11 of 14  
 
 
 

F.G. F. Custodian 

 

1. Safe keep and hold all DPFP’s assets in the appropriate domestic accounts and provide 
highly secure storage of physical stock certificates and bonds such that there is no risk 
of loss due to theft, fire, or accident;7   

 

2. Maintain separate accounts by legal registration; 

 

3. Arrange for timely execution and settlement of Investment Manager securities 
transactions made for DPFP;  

 

4. Proactively reconcile transactions and reported values to Investment Manager 
statements; 

4.5. Provide for receipt and prompt crediting of all dividend, interest and principal 
payments received as a result of DPFP portfolio holdings or securities lending 
activities;  

 

5.6. Monitor income receipts to ensure that income is received when due and institute 
investigative process to track and correct late or insufficient payments, including 
reimbursement for any interest lost due to tardiness or shortfall; 

 

6.7. At the direction of the Staff, expeditiously transfer funds into and out of specified 
accounts.; 

 
 

8. Section 6 Authorized Timely collection of income, including tax reclaim;  

9. Prompt and accurate administration of corporate actions, including proxy issues; and 

10. Manage securities lending. 

                                                 
7 Electronic transfer records at the Depository Trust Company (“DTC’’) are preferred.   
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Section 6 Strategic Asset Allocation and Rebalancing 

Note: The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
an asset allocation implementation plan to prioritize the reallocation of cash distributions from 
private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current 
variances to target and will be tightened over time as appropriate. 

A. Asset Allocation 

1. The strategic asset allocation establishes target weights and rebalancing ranges for 
each asset class and is designed to maximize the long-term expected return of the Fund 
within an acceptable risk tolerance while providing liquidity to meet cash flow needs.  

2. A formal asset allocation study will be conducted as directed by the Board, but at least 
every three years.  

3. Asset allocation targets will be reviewed annually for reasonableness in relation to 
significant economic and market changes or to changes to the investment objectives.  

4. Asset class descriptions are provided in Appendix A.  

5. The approved asset allocation is included in Appendix B. 

B. Asset Class Structure 

1. The asset class structure establishes the investment manager roles that will be used to 
implement the asset allocation.  

2. The asset class structure will emphasize simplicity and cost control and toward that 
end will employ the minimum number of managers necessary to assure appropriate 
diversification within each asset class. 

3. Asset class structures will be reviewed periodically, approximately every two years. 

4. Any changes to the asset class structure must be approved by the Board. 

C. Rebalancing 

1. In general, cash flows will be allocated to move asset classes toward target weights 
and shall be prioritized according the Asset Allocation Implementation Plan detailed 
in Appendix B1. 

2. Staff shall submit a rebalancing recommendation to the Consultant at least annually 
based on consideration of the entire portfolio, and additionally as soon as practicable 
when an asset class breaches an established rebalancing range or when deemed prudent 
by Staff or Consultant.   
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3. The allocations to Cash and Short-Term Investment Grade bonds are designed to 
provide liquidity during periods of investment market stress and are not required to be 
rebalanced to target if deemed prudent by Staff and Consultant. 

4. Rebalancing recommendations should consider expected future cash flows, 
investment liquidity, market volatility, and costs.  

5. Transition management shall be used when prudent to minimize transition costs.   

6. Staff is responsible for implementing the rebalancing plan following Consultant 
approval. 

7. Rebalancing activity shall be reported to the Board.   

D. Private Market Limitations 

1. DPFP will not commit capital to any direct private market investments or co-
investments that are tied to a single company. This restriction does not prevent DPFP 
from holding direct investments that result from the dissolution of a private market 
fund 

2. DPFP will not commit capital to any private market fund if such commitment would 
likely result in DPFP holding greater than a 10% interest in the fund. 

3. DPFP will not commit capital to any private market fund if such commitment exceeds 
2% of the total market value of DPFP investment portfolio. 

4. DPFP will not commit to any private market fund if total commitments to related funds 
(e.g. fund family) exceeds 4% of the total market value of DPFP investment portfolio. 

Section 7 Investment Manager Search, Selection, and Monitoring 

A. Investment Manager Search and Selection 

1. The selection of investment managers will utilize a robust process to ensure an open 
and competitive universe, proper evaluation and due diligence, and selection of 
candidates that are best able to demonstrate the characteristics sought in a specific 
search. 

2. Investment manager searches shall be based on one or more of the following reasons: 

a. Changes to the approved asset allocation; 

b. Changes to the approved asset class structure; or 

c. Replacement for terminated manager or manager of concern. 

3. The IAC will advise regarding the search and selection process for investment 
managers 

4. Staff and Consultant shall define and document the search process, including 
evaluation criteria, prior to initiating the search process. 
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5. Each investment manager hiring recommendation shall be supported by a rationale 
that is consistent with the pre-established evaluation criteria. 

6. Each hiring recommendation will generally include the following information: 

a. A description of the organization and key people: 

b. A description of the investment process and philosophy; 

c. A description of return expectations; 

d. The risks inherent in the investment and the manager’s approach; 

e. The proper time horizon for evaluation of results; 

f. Identification of relevant comparative measures such as benchmarks and/or peer 
samples; 

g. The suitability of the investment within the relevant asset class: and 

h. The expected cost of the investment. 

Asset Classes & Investments Guidelines  
 

A. Asset Class Guidelines 
 
1. Asset allocation is the primary driver of the volatility of portfolio return.  To achieve 

the goals and objectives of DPFP, the fund’s assets will be invested in the categories 
listed in Appendix A.  The assets shall be diversified, in order to minimize the 
concentration risk, both by asset class and within an asset class.   

 
2. The strategic asset allocation shall be monitored on an ongoing basis and rebalanced 

when the lower and upper bounds on the ranges are breached, understanding the timing 
of the rebalancing may be delayed depending the liquidity of the asset class and costs 
of rebalancing, and otherwise at the discretion of Staff with concurrence of the 
Consultant. 

 
3. Securities lending is permissible for separately managed accounts and commingled 

vehicles.  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 12 of 14 

 
 

 
B. Authorized Investments 

 
1. Equities: Equity represents residual ownership of public and private companies after 

obligations to debt holders have been satisfied.   
 
2. Fixed Income: Fixed-income instruments are securities or debt obligations issued by 

governments, government-related entities, structured debt facilities and public and 
private companies that contain contractual obligations from the issuer to make interest 
and/or principal repayments to investors over the duration of the negotiated term 
agreement. 

 
3. Real Assets (Liquid and Illiquid): Liquid real assets are investments in tradable 

tangible/physical assets or related claims that may display a positive correlation to the 
rate of inflation. Illiquid real assets (natural resources and infrastructure) represent 
ownership claim to an actual, finite asset or property.   

 
4. Global Asset Allocation:  An investment strategy that actively invests in a variety of 

liquid assets including cash, equity, fixed income, credit, derivatives (interest rate, 
currency, index) and commodities.   

 
5. Private Equity:  A non-financial asset that is relatively illiquid and non-transparent.  

Private equity funds make investments directly into private companies. 
 

6. Private Debt: Private debt funds typically provide capital to private sector borrowers. 
 
7. Real Estate: Real estate represents investment in a range of properties which provide 

income and/or appreciation potential.  Investments in real estate can be structured as 
public or private debt and/or equity, and can be in the U.S. or foreign countries. 

 
8. Other Authorized Investments: Trade finance and reinsurance based strategies; 

 
 

7. C. Alternative Investments 

 
The Board has adopted the definition of “Alternative Investments” as outlined in Appendix 
D, which will be reviewed as part of the due diligence process for any new investment.  
Pursuant to Section 4.07 of Article 6243a-1, the vote of eight trustees is required to approve 
any Alternative Investment.  
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Investment Policy Statement 
As amended through December 14, 2017 
Page 13 of 14  
 
 
 

G.B. Section 7 Investment Due Diligence & Monitoring  

 
A. Investment Due Diligence 

 

1. Staff and Consultant(s) are responsible for recommending externalongoing monitoring 
of all Investment Managers to the IAC and Board for review for potential hiring.  The 
following will be implemented:using qualitative and quantitative factors as 
appropriate.  

 
1. Investment Manager candidate due diligence will be conducted by Staff & 

Consultant(s).   
 
2. Due diligence criteria are defined in Appendix B. 

 
3. Selected candidate(s) will be presented to the IAC. 
 
4. IAC will communicate their recommendation, or lack thereof, on the candidate(s) for 

consideration and final approval by the Board.  
 
 
B. Investment Monitoring 

 
1. Staff and Consultant(s) are responsible for monitoring external public & private 

Investment Managers. Public and private Investment Managers will be monitored 
relative to peers and benchmarks monthly and quarterly, respectively. Additionally, 
each current manager is expected to satisfy the due diligence criteria outlined in 
Appendix B.   If the following criteria are not met, an Investment Manager is to be 
considered an underperformer:   

 
a. Investment Managers’ 3 year rolling returns in excess of peer group average;  
 
b. Investment Managers’ 3 year rolling risk-adjusted returns in excess of peer group 

average;   
 

c. Investment Managers’ qualitative requirements must be satisfied at all time 
periods, as determined by Staff or Consultant; 
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2. Based on the criteria outlined above, the Consultant will highlight underperforming 

Investment Managers in their quarterly report to the Board. If an Investment Manager 
is considered an underperformer, Staff and Consultant will provide recommendations 
to IAC and the Board regarding whether to “hold” or “sell”. 
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Investment Policy Statement 
As amended through December 14, 2017 
Page 14 of 14  
 
 
 

2. Section 8 Qualitative factors may include: 

a. Consistent implementation of philosophy and process; 

b. Ownership changes or departure of key personnel; 

c. Assets under management at the firm and product level; 

d. Conflicts of interest; 

e. Material litigation or regulatory challenges involving the investment manager; 

f. Adequate reporting and transparency; and 

g. Material client-servicing problems. 

3. Quantitative factors may include: 

a. Long-term (3-5 years) performance relative to assigned benchmarks; 

b. Unusually large short-term performance variance (over or under); and  

c. Risk metrics such as volatility, drawdown, and tracking error. 

4. Staff and the Consultant will highlight Investment Manager concerns to the IAC and 
the Board and recommend an appropriate course of action. 

Section 6Section 8 Risk Management  

The Staff will work within these policiesthe parameters of this Investment Policy Statement to 
mitigate the risk of capital loss.  By implementing these policiesthis Policy, the Board has 
addressed: 

A. Custodial Risk for both public and private holdings;8   

 

B. Interest Rate Risk through fixed income duration and credit monitoring;9  

 

                                                 
8 Please review Custodian responsibilities in Section 5. 
9 Please review Annual Review of IPS and Investment Manager strategy guidelines reviewed and approved by Staff. 
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C. Concentration and Credit Risk through asset allocation targets and ranges, rebalancing, and 
the monitoring of investment guidelines. 

Through these policiesFurthermore, through this Policy, Staff has established the necessary 
monitoring criteria established for to monitor the Custodian, Consultant(s)), and Investment 
Managers, such that DPFP has in place policies that will mitigatecontrols and manages interest 
rate, custody, concentration, and credit risks.   
 
 
Section 9.   
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Section 7Section 9 Approval and Effective Date 

The Investment Policy Statement was originally adopted by the Board on April 14, 2016 and was 
subsequently amended and adopted on the following dates. 
 
December 14, 2017 
December 13, 2018 
 
 
APPROVED on December 14, 201713, 2018 by the Board of Trustees of the Dallas Police and 
Fire Pension System. 
 
 
 
[signature] 
 
William F. Quinn 
Chairman 
 
 
Attested: 
 
 
 
[signature] 
 
 

Kelly Gottschalk 
Executive Director 
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Appendix A – Asset Class Descriptions 

DPFP investment assets are prudently diversified to optimize expected returns and control risks. 
Assets can generally be categorized into four functional categories of Growth, Income, Inflation 
Protection, and Risk Mitigation 

A. Growth Assets 

1. Role: Capital appreciation, primary driver of long-term total return 

2. Investment Approach: Growth assets generally represent equity or equity-like interests 
in current and future income streams and capture long-term economic growth trends 
throughout the world. 

3. Risk Factors: The cost of the high expected long-term returns is higher expected 
volatility. Growth assets are highly sensitive to economic conditions and are subject 
to potential loss during economic downturns, rising/unexpected inflation, and rising 
interest rates.   

4. Asset Classes 

a. Global Equity represents publicly traded stock holdings of companies across 
the globe. Liquidity is a key benefit as stocks can be traded daily. Foreign 
currency volatility can be a source of risk and return. 

b. Emerging Market Equity represents publicly traded stock holdings of 
companies located in or highly dependent on developing (emerging) countries. 
Emerging market equity is expected to capture the higher economic growth of 
emerging economies and provide higher long-term returns than global equity 
coupled with higher volatility. Foreign currency volatility can be a source of risk 
and return. 

c. Private Equity refers to investments in private companies (direct investments) 
or funds that hold investments in private companies or securities that are not 
typically traded in the public markets. Frequently these investments need 
“patient” capital to allow time for growth potential to be realized through a 
combination of capital investment, management initiatives, or market 
development. Private equity is expected to provide higher long-term returns than 
global equity, but Illiquidity is a key risk as investment contributions may be 
locked up for several years.  

B. Income Assets 

1. Role: Current income and moderate long-term appreciation 

2. Investment Approach: Income assets are generally fixed claims on assets or income 
streams of an issuer (e.g. government, corporation, asset-backed securities).  
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3. Risk Factors: The primary risk for Income assets is the failure of the borrower to make 
timely payments of interest and principal (credit risk) and the price volatility related 
to credit risk. Bonds with greater credit risk (i.e., bonds with lower credit ratings) are 
typically less liquid than higher quality bonds.   

4. Asset ClassesInterim 

a. Global Bonds includes sovereign and corporate debt issued by countries and 
companies located throughout the world in local currency and U.S. dollars. 
Expanding the investable universe beyond the U.S. provides a diversified source 
of returns. 

b. Bank Loans are like high yield bonds in that both represent debt issuers with 
higher credit risk. Compared to high-yield bonds, bank loans typically have 
higher seniority in the capital structure, which has historically resulted in much 
higher recovery following default.  

c. High Yield Debt refers to bonds with higher credit risk and lower credit ratings 
than investment-grade corporate bonds, Treasury bonds and municipal bonds. 
Because of the higher risk of default, these bonds pay a higher yield than 
investment grade bonds.  

d. Emerging Market Debt (EMD) refers to bonds issued by developing countries 
or corporations based in developing countries. EMD bonds can be denominated 
in U.S. Dollars or local currency. The primary risk factor is credit quality, but 
interest rates and foreign currency are also factors. 

e. Private Debt refers to non-bank direct lending arrangements. Features are 
similar to bank loans with somewhat higher credit risk and yields. Investments 
are typically structured in a private market vehicle with limited liquidity. Private 
debt may be included within the private equity asset class in the strategic asset 
allocation. 

C. Inflation Protection (Real Assets) 

1. Role: Current income, inflation protection, diversification 

2. Investment Approach: Generally, ownership in physical assets. 

3. Risk Factors: Real Assets may not provide the desired inflation protection. Loss of 
principal is also a risk. Foreign assets are also subject to currency movements against 
the U.S. dollar. 

4. Asset Classes 

a. Real Estate includes investments in office buildings, apartments, retail, raw 
land, and development projects. 

b. Natural Resources broadly refers to anything mined or collected in raw form 
but may include assets subject to further processing. Typical assets include 
permanent and row crops, timber, minerals, and metals. 
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c. Infrastructure refers to investments in physical systems that support world 
economies. Typical investments include transportation, communication, utilities 
(electricity, gas, water, sewage). 

D. Risk Mitigation 

1. Role: Liquidity to fund benefit payments and other cash flow needs, capital 
preservation, modest current income, diversification to growth assets 

2. Investment Approach: Cash equivalents or high-quality domestic bonds. 

3. Risk Factors: Risks are substantially lower for risk mitigation assets, but may include 
modest exposure to credit or interest rates (duration) 

4. Asset Classes 

a. Cash Equivalents 

b. Short Term Investment Grade Bonds have moderate interest rate risk. 

c. Investment Grade Bonds including bonds and notes issued by the U.S 
Treasury, U.S. Government Agencies, state and local municipalities, 
corporations, or other issuers with similar conservative risk profiles. Risk factors 
include duration and credit. 
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Appendix B – Strategic Asset Allocation and Rebalancing Ranges 

 
 

STRATEGIC ASSET ALLOCATION TARGETS & RANGES 
 

Asset Class  Policy Benchmark 
Target 
Weight1 

RangeMinimum 
Weight 

Maximum 
Weight 

Cash 90-day T Bills 2.0%  0% – 5% 

Plan Level Leverage (LIBOR + 300) 0% 0% - 15% 
    

Equity   
30.055%   20%

 – 
40% 

 

Global Equity 
MSCI AC World 
(gross)ACWI IMI Net 

20.040% 
 10%

 – 
2318% 

48% 

EMEmerging  Markets 
Equity 

MSCI EM Equity 
(gross)Emerging Markets 
IMI Net 

5.010% 
 0%
 – 

8% 
12% 

Private Equity 

R3000 +3% (Rolling 3 
Mo.)Cambridge Associates 
US Private Equity Index 
1Q Lag 

5.0% 
 4%
 – 
15%N/A3 

N/A3 

    

Fixed Income    33.035% 
 15%

 – 
38% 

 

Cash  91 Day T‐Bills  3%  0%  5% 

Short-  Term 
CoreInvestment  Grade 
Bonds 

Bloomberg Barclays UST 
US Treasury 1‐3 Year 

2.012% 
 0%

 – 5% 
15% 

Global BondsInvestment 
Grade Bonds2 

Bloomberg Barclays 
Global Aggregate 

3.04%  2%2 
 0%
 – 

6% 

High Yield Bonds 
Bloomberg Barclays  
Global HYHigh Yield 

5.04% 
 2%
 – 

8% 
6% 

Bank Loans 
S&P/LSTA Leveraged Loan 
Index 

6.04% 
 3%
 – 

92% 
6% 
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Structured Credit & 
Absolute ReturnGlobal 
Bonds 

HFRI RV: FI (50/50-
ABS/Corp)Bloomberg 
Barclays 
Global Aggregate 

6.04% 
 0%
 – 

92% 
6% 

EMD (50/50)Emerging 
Market Debt2 

50% JPM EMBI/ 
50% JPM GBI‐EM 

6.04% 
 0%
 – 
9%2%2 

6% 

Private Debt 
Barclays Global HY + 2% 
(Rolling 3 Mo.) 

5.0% 
 2%
 – 
7%N/A3 

N/A3 

    

Real Assets    25.010% 
 20%

 – 
45% 

 

Real Estate 
NCREIF Property Index 
1Q Lag 

5%  N/A3  N/A3 

Natural Resources 

S&P Global Nat Res 
(Rolling 3 Mo.)NCREIF 
Farmland Total Return 
Index 1Q Lag 

5.0% 
3%  – 
10%N/A3  N/A3 

Infrastructure 
S&P Global Infra 
Infrastructure 
(Rolling 3 Mo.) 

5.0% 
3%  – 
10%N/A3  N/A3 

Real Estate NCREIF 12.0% 10% – 25% 

Liquid Real Assets CPI + 5.00% 3.0%  0% – 6% 
    
Global Asset Allocation  10.0% 5% – 15% 

Risk Parity 
60% MSCI ACWI/40% Barclays 

Global Aggregate 
5.0% 2% – 8% 

GTAA 
60% MSCI ACWI/40% Barclays 

Global Aggregate 
3.0%    0%  – 6% 

Absolute Return HFRX Abs Ret Index 2.0%  0% – 5% 

Total  TOTAL  100.0%     
 
 

Appendix B – Due Diligence Criteria 
 
 
The public market Investment Manager screening criteria include: 

 
1. Lead portfolio manager tenure/experience at least 5 years. 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

141



 

 
41 

 

2. Firm level assets under management: 75 million or more under management. 
3. Investment style should consistently match what is approved and outlined in the Investment 

Manager’s guidelines, and will be compared and analyzed against peers/sub-asset class 
category. 

4. Sharpe ratio generally would exceed .3, which may not be possible following a prolonged 
bear market in that respective market, and must exceed 50% of its peer group over a three 
year rolling period. 

5. Three year rolling total return, on a net of fee basis, must exceed 50% of its peer group. 
6. On site due diligence meeting is recommended. 
7. Fiduciary acceptance and acknowledgement. 
 
The private Investment Manager screening will focus on the key areas of:  

 
1. Alignment of Interests: management fees and expenses, carry/waterfall, term of fund, 

General Partner commitment. 
2. Governance: team, investment strategy, fiduciary duty, Limited Partner Advisory Committee 

responsibilities and makeup, changes of the fund. 
3. Transparency: risk management, financial information, disclosure related to the GP, 

management and other fees. 
4. Track Record: the firm or lead portfolio manager should have a track record of at least 5 

years. 
5. Performance: a majority of previous funds should rank in the top 50% of their vintage year 

and strategy fund universe. 

 
If any of the above due diligence criteria are not met, the Staff and Consultant will disclose this in 
their recommendations to the IAC and Board, along with an explanation of why the investment is 
still appropriate.  
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1 – The investment portfolio is undergoing a transition from a legacy allocation with substantial exposure to illiquid 
private market assets to a more traditional allocation profile. In October 2018, the Board approved a new long-term 
asset allocation, recognizing that implementation would be subject to the gradual unwinding of private market assets. 
In November 2018, the Board approved an asset allocation implementation plan to prioritize the reallocation of cash 
distributions from private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current variances to target 
and will be tightened over time as appropriate. 
2 – At the time of IPS adoption allocations to Investment Grade Bonds and Emerging Market Debt were below the 
minimum weight. The investment manager hiring for Investment Grade Bonds had not been completed and the 
Emerging Market Debt allocation was under review by the Board. These allocations will be funded in accordance with 
the asset allocation implementation plan in detailed in Appendix B1. 
3 – Rebalancing Ranges are not established for illiquid asset classes. 

Appendix B1 – Asset Allocation Implementation Plan 

The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
the following implementation plan to prioritize the reallocation of cash distributions from private 
market assets.  
 

Order of Reallocation 

Allocate up to Target, then proceed to next asset class 

1. Safety Reserve – Cash 

2. Safety Reserve – Short-Term Investment Grade Bonds 

3. Global Equity, only if current exposure is less than 22% of DPFP1 

4. Emerging Market Equity, only if current exposure is less than 2.5% of DPFP2 

5. Investment Grade Bonds 

6. Global Bonds 

7. Bank Loans 

8. High Yield Bonds 

9. Emerging Markets Debt 

10. Global Equity 

11. Emerging Markets Equity 

12. Private Real Estate (aggregate illiquid exposure must be under 20%) 
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13. Private Equity (aggregate illiquid exposure must be under 15%) 

 
1 – Global Equity target weight is 40%. If current exposure is more than 22% proceed to next asset class in the matrix. 
The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, prior to increasing 
fixed-income exposure.  
2 – Emerging Market Equity Target weight is 10%. If current exposure is more than 2.5% proceed to next asset class 
in the matrix. The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, 
prior to increasing fixed-income exposure. 
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Appendix C – Investment Consultant Reporting Requirements 

A.  

Investment Consultant Reporting Requirements 
The investment consultant is required to provide the Board with quarterly investment information 
for portfolio monitoring purposes.  Generally, these are as follows: 
 
 
Quarterly (due in advance of the meeting) 
1. A review of the current investment market environment. 

2.1. DPFP’s actual asset allocation relative to its target asset allocation as defined in Appendix 
AB. 

3.2. DPFP’s return relative to its Policy Benchmark return and other public pension funds. 

4.3. DPFP’s risk adjusted returns relative to the policy and other public pension funds. 

5.4. Asset class performance relative to the benchmarks as defined in Appendix AB. 

6.5. Individual Investment Manager returns relative to their stated benchmark. 

7.6. Report will specifically acknowledge any underperforming Investment Managers based on 
the criteria outlined in Section 7 of the IPS. 

8.7. Any reportable events affecting any of DPFP’s Investment Managers. 

9.8. Private Markets reports which covers Private Debt, Private Equity, Infrastructure, Real 
Assets and Real Estate. 
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Appendix D – Alternative Investments 

 
 

Alternative Assets means any investment that is not a Traditional Asset.  
 
Traditional Assets include: 
 

1. Common Stocks: publicly traded securities representing ownership in a corporation; also 
known as publicly-traded equity. Examples include publicly traded equity shares of 
public companies, REITs, and ADRs. Regional examples include shares of companies 
domiciled in the US, non-US developed markets and emerging markets.  
 

2. Bonds: publicly-traded securities, the holders of which serving as creditors to either 
governmental or corporate entities. Examples include government bonds and corporate 
bonds, including senior bank loans. Regional examples include US government issued 
bonds, non-US international developed market issued bonds, and emerging market issued 
bonds. Credit examples include investment grade bonds and non-investment grade bonds 
(e.g. high yield bonds and bank loans). 
 

3. Cash Equivalents: short-term investments held in lieu of cash and readily convertible into 
cash within a short time span. Examples include CDs, commercial paper, and Treasury 
bills.  

Though an exhaustive list is not included, some of the defining characteristics of Alternative Assets 
and their vehicles include:  
 

1. Private ownership vehicles 
2. Liquidity-constrained, and a lock-up of capital for extended time periods (one-year or 

longer) 
3. Use of leverage 
4. Ability to take short positions  
5. Use of derivatives  

The Board recognizes that certain investments may have characteristics and underlying securities 
that could be classified as both a Traditional and Alternative Investment. On any new investment 
recommendation, Staff and Consultant will categorize an investment as either Alternative or 
Traditional based on these criteria, with a focus ofon liquidity of the investment, for the Board’s 
consideration.  
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Section 1 Introduction and Purpose 

This policy statement shall guide investment of the assets of the Dallas Police and Fire Pension 
System (DPFP).  This investment policy statement (IPS) is issued for the guidance of the Dallas 
Police and Fire Pension System Board of Trustees (Board), Investment Advisory Committee 
(IAC), Executive Director, Staff, Consultant(s), Custodian, and Investment Managers.  This IPS 
is intended to set forth an appropriate set of goals and objectives for DPFP.  It will define guidelines 
to assist fiduciaries and Staff in the supervision of the investments of DPFP. The investment 
program processes and procedures are defined in the various sections of the IPS by: 

A. Stating in a written document DPFP’s expectations, objectives and guidelines for the 
investment of assets; 

B. Setting forth an investment structure for managing the portfolio.  This structure includes 
assigning various asset classes, investment management styles, asset allocation and 
acceptable ranges that, in total, are expected to produce an appropriate level of overall 
diversification and total investment return over the investment time horizon; 

C. Encouraging effective communications between the Board, IAC, Executive Director, Staff, 
Consultant(s), Investment Managers and Custodian(s);  

D. Setting forth policy that will consider various factors, including inflation, taxes, liquidity and 
expenses, that will affect the portfolio’s short and long-term total expected returns and risk; 

E. Establishing criteria to select and evaluate Investment Managers; and 

F. Complying with applicable fiduciary and due diligence requirements experienced 
investment professionals would utilize, and with laws, rules and regulations applicable to 
DPFP. 

Section 2 Goals, Objectives, and Constraints 

A. Goals 

1. Ensure funds are available to meet current and future obligations of the plan when due.  

2. Earn a long-term, net of fees, investment return greater than the actuarial return 
assumption. 

3. Rank in the top half of the public fund universe over the rolling five-year period, net 
of fees. 

B. Objectives 

1. Maintain a diversified asset allocation. 

2. Accept the minimum level of risk required to achieve the return objective. 

3. Outperform the Policy Benchmark1 over rolling five-year periods. 

                                                 
1 The Policy Benchmark represents the return of the investable and non-investable indices as defined in Appendix B, 
at the target allocation for each asset class. 
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4. Control and monitor the costs of administering and managing the investments. 

C. Constraints 

1. DPFP will be managed on a going-concern basis. The assets of the Fund will be 
invested with a long-term time horizon, while being cognizant of the weak actuarial 
funded ratio and ongoing liquidity needs. 

2. The Board intends to maintain sufficient liquidity in either cash equivalents or short-
term investment grade bonds to meet two to three years of anticipated benefit 
payments and expenses (net of contributions). 

3. DPFP is a tax-exempt entity. Therefore, investments and strategies will be evaluated 
on a basis that is generally indifferent to taxable status. 

Section 3 Ethics, Standards of Conduct, and Fiduciary Responsibility  

The following are standards of conduct for the Board, Investment Advisory Committee, Staff, 
Investment Managers, Consultant(s), and all other investment related service providers of DPFP.2   

A. Place the interest of DPFP above personal interests. 

B. Act with integrity, competence, diligence, respect, and in an ethical manner. 

C. Use reasonable care, diligence, and exercise independent professional judgment when 
conducting analysis, making recommendations, and taking actions.  

D. Promote the integrity of and uphold the rules governing DPFP.  

E. Comply with all applicable laws, rules, and regulations of any government agency, 
regulatory organization, licensing agency, or professional association governing their 
professional activities. 

F. Adhere to applicable policies relating to ethics, standard of conduct and fiduciary 
responsibility including the: 

1. Board of Trustees and Employees Ethics and Code of Conduct Policy; 

2. Board of Trustees Governance and Conduct Policy; and the 

3. Contractor’s Statement of Ethics. 

Section 4 Core Beliefs and Long-Term Acknowledgements 

This section outlines the core beliefs and long-term acknowledgements for the overall governance 
of DPFP. These beliefs and acknowledgements will serve as guiding principles in the decision 
making and implementation of DPFP’s investment mandate. 

                                                 
2 These are informed by the CFA Institute and the Center for Fiduciary Studies.  
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A. A well-defined governance structure with clearly delineated responsibilities is critical in 
achieving consistent, long-term performance objectives. 

B. The strategic asset allocation determines the risk reward profile of the portfolio and thus 
drives overall portfolio performance and volatility.  

1. Asset allocation has a greater effect on return variability than asset class investment 
structure or manager selection. 

2. It is essential to account for liabilities in setting long-term investment strategy. 

3. Rebalancing the portfolio is a key aspect of prudent long-term asset allocation policy. 

C. Investment costs will be monitored and minimized within the context of maximizing net 
return. The goal is not low fees, but rather maximum returns, net of fees.  

1. The opportunity for active manager risk-adjusted outperformance (alpha) is not 
uniformly distributed across asset classes or Investment Managers’ strategies. 

2. Active strategies are preferred when there is strong conviction that they can be 
expected to add alpha, net of fees. 

3. Passive strategies should be considered if alpha expectations are unattractive. 

D. Risk is multifaceted and will be evaluated holistically, incorporating quantitative measures 
and qualitative assessments. 

1. Global investment reduces risk through diversification. 

2. Diversification across different risk factors reduces risk. 

3. The pattern of returns matters because volatility levels and the sequence of gains and 
losses can impact funded status. 

4. Risk that is not expected to be rewarded over the long-term, or mitigated through 
diversification, will be minimized. 

5. Generating positive investment return requires recognizing and accepting non-
diversifiable risk. Not taking enough risk is risky; therefore, DPFP will accept a 
prudent amount of risk to achieve its long-term target returns. 

Section 5 Roles and Responsibilities  

A. Board of Trustees 

The Board of Trustees (Board) has a fiduciary responsibility to ensure prudent management of 
the plan and compliance with all state and federal laws. Additionally, the Board: 

1. Establishes investment objectives consistent with the needs of DPFP and approves the 
IPS of DPFP;  

2. Approves strategic asset allocation targets and ranges, and asset class structures;  

3. Prudently hi res ,  monitors, and terminates key investment service providers 
including: Consultant(s), Investment Managers and Custodian;   
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4. Appoints members to the Investment Advisory Committee (IAC); 

5. Reviews investment related expenses;  

6. Approves Board travel related to investments; and 

7. Reviews the IPS annually and revises as needed. 

B. Investment Advisory Committee (IAC) 

1. IAC Composition, Selection and Criteria 

a. The requirement and general composition of the IAC is defined by statute. 

b. The IAC serves at the discretion of the Board of Trustees. 

c. IAC recommendations are not binding on the Board, provided however the 
Board may in the exercise of its fiduciary discretion grant decision-making 
authority to the IAC. 

d. The IAC is composed of up to five members including one or two current board 
members and a majority outside investment professionals. 

e. The current Board members will serve staggered two-year terms on the IAC.  
Non-Board members will serve staggered three-year terms. 

f. The Board will appoint members of IAC members by vote. 

g. IAC meetings require a quorum of at least three IAC members. 

h. The IAC will select a chair from its members to serve as liaison to the Board and 
to preside over IAC meetings. 

i. The Board of Trustees may elect to dismiss a member of the IAC for any reason. 

2. IAC Roles and Responsibilities:  

a. A key role of the IAC is to ensure that DPFP investments are prudently managed. 

b. The IAC will advise regarding the search and selection process for investment 
managers and other matters that the Board may request. 

c. All investment related agenda materials for the Board will be made available to 
the IAC. 

d. The IAC will meet as needed, but at least quarterly, to discuss the investment 
program and provide insight and recommendations to Staff and Consultant. 

e. The IAC Chair will report to the Board regarding IAC activity as well as 
investment-related concerns and recommendations. 

f. Any IAC member may address the Board to communicate investment related 
concerns. 

g. IAC members are fiduciaries to DPFP. 
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C. Executive Director 

1. The Executive Director is authorized to administer the operations and investment 
activities of DPFP under policy guidance from the Board; 

2. Is authorized to manage investments approved by the Board including authority to 
enter into contract amendments including fund extensions, act with regard to 
investment governance issues and engagement of advisors as needed; 

3. Manages the day to day operations of DPFP; 

4. Oversees and reports to the Board on investment and due diligence processes and 
procedures; 

5. Approves/declines all Staff travel related to investment manager on-site due diligence; 
and 

6. Approves Investment Staff recommendations for presentation to the IAC and Board. 

7. The Executive Director is a fiduciary to DPFP. 

D. Investment Staff  

1. The Investment Staff (Staff) has primary responsibility for oversight and management 
of the investment portfolio. Staff is responsible for investment manager due diligence 
and recommendations, portfolio implementation consistent with the Board approved 
asset allocation, and assessment of the Consultant(s); 

2. Helps the Board and the IAC to oversee Investment Managers, Consultant(s), 
Custodian, and vendors;   

3. Reports to Executive Director through the Chief Investment Officer; 

4. Works closely with the Investment Consultant(s); 

5. Notifies Consultant in writing of rebalancing needs and recommended 
implementation; 

6. Coordinates the preparation and annual review of the IPS;  

7. Prepares Staff Investment Manager recommendations, submits Staff and Consultant(s) 
recommendations to Executive Director for review; 

8. After Board approval of investment, Staff approves Investment Manager Strategy 
guidelines which will be outlined in the Investment Manager agreements, as 
applicable; 

9. Monitors all investments, Investment Managers and investment-related vendors; 

10. Accounts for and reviews all external management fees and investment expenses; 

11. Ensures all fiduciaries to DPFP are aware of their fiduciary obligations annually.3 

                                                 
3 Verification of this may be through contract, agreement, or annual fiduciary acknowledgement letter. 
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E. Consultant(s)  

1. The Consultant(s) provides independent investment expertise to the Board, IAC, and 
Staff; 

2. Reports to the Board and works closely with Staff; 

3. Monitors and reports qualitative and quantitative criteria related to Investment 
Managers and aggregate portfolio activity and performance; 

4. Recommends annually to Board strategic asset allocation targets, ranges, and 
benchmarks for asset classes;  

5. Documents asset allocation recommendations with asset class performance 
expectations including standard deviation, expected return and correlations for each 
asset class used by DPFP;   

6. Reviews asset class structures periodically as required by the IPS and recommends 
improvements to the Board. 

7. Establishes and follows due diligence procedures for Investment Manager candidate 
searches;  

8. Conducts screens and searches for Investment Manager candidates;  

9. Assists in the selection process and monitoring of Investment Managers; 

10. Reviews and recommends Investment Managers and peer groups to IAC and Board; 

11. Documents and delivers to Staff written recommendations on Investment Manager 
new hire, hold and termination reviews; 

12. Recommends benchmark and appropriate asset class and sub-allocation for investment 
managers; 

13. Approves and verifies in writing each of Staff’s rebalancing recommendations and 
implementation; 

14. Monitors the diversification, quality, duration, and risk of holdings as applicable; 

15. Assists Staff in negotiation of terms of vendor contracts; and 

16. Prepares quarterly investment reports, which include the information outlined in 
Appendix C. 

17. Any Investment Consultant is a fiduciary to DPFP and this responsibility must be 
acknowledged in writing.  

F. Investment Managers  

1. Public Investment Managers 

a. Acknowledge in writing acceptance of the objectives, guidelines, and standards 
of performance; 

b. Invest the assets of DPFP in accordance with its objectives, guidelines and 
standards; 
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c. Exercise full discretionary authority as to all buy, hold and sell decisions for each 
security under management, subject to the guidelines established in the 
Investment Management Agreement or applicable contract;  

d. Send trade confirmations to the Custodian; 

e. Deliver monthly report to Consultant(s)/Staff describing portfolio asset class 
weights, investment performance, security positions, and transactions;   

f. Adhere to best execution and valuation policies; 

g. Inform Staff and Consultant, as soon as practical, in writing of any breach of 
investment guidelines, ethics violations or violations of self-dealing; 

h. Inform Staff and Consultant as soon as practical, in writing, of any significant 
changes in the ownership, organizational structure, financial condition, 
personnel staffing, or other material changes at the firm; and 

i. Act as a fiduciary to DPFP. All separate account investment managers are 
fiduciaries to DPFP and this responsibility must be acknowledged in the contract 
for services. 

2. Commingled Fund Investment Managers 

a. Provide the objectives, guidelines, and standards of performance of the fund; 

b. Provide a report detailing fund performance and holding on a monthly basis or 
as agreed by DPFP; 

c. Prices and fair market valuations will be obtained from an independent service 
provider; 

d. The investment manager of the commingled fund must act as a Fiduciary to the 
commingled fund.  

3. Private Investment Managers 

a. Provide objectives, strategy guidelines, and standards of performance as 
evidenced in investment manager, operating, or partnership agreement; 

b. Ensure that financials statements undergo annual audits and that investments are 
reported at fair market value, as outlined in the Investment Management, 
Partnership, or Operating Agreement(s); 

c. Communicate to Staff any material changes in the ownership or management of 
the firm, and or the stability of the organization;  

d. Inform Staff, as soon as practical, in writing of any breach of investment 
guidelines, ethics violations or violations of self-dealing. 
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G. Custodian 

1. Safe keep and hold all DPFP’s assets in the appropriate domestic accounts and provide 
highly secure storage of physical stock certificates and bonds such that there is no risk 
of loss due to theft, fire, or accident;4   

2. Maintain separate accounts by legal registration; 

3. Arrange for timely execution and settlement of Investment Manager securities 
transactions made for DPFP;  

4. Proactively reconcile transactions and reported values to Investment Manager 
statements; 

5. Provide for receipt and prompt crediting of all dividend, interest and principal 
payments received as a result of DPFP portfolio holdings or securities lending 
activities;  

6. Monitor income receipts to ensure that income is received when due and institute 
investigative process to track and correct late or insufficient payments, including 
reimbursement for any interest lost due to tardiness or shortfall; 

7. At the direction of the Staff, expeditiously transfer funds into and out of specified 
accounts; 

8. Timely collection of income, including tax reclaim;  

9. Prompt and accurate administration of corporate actions, including proxy issues; and 

10. Manage securities lending. 

Section 6 Strategic Asset Allocation and Rebalancing 

Note: The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
an asset allocation implementation plan to prioritize the reallocation of cash distributions from 
private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current 
variances to target and will be tightened over time as appropriate. 

A. Asset Allocation 

1. The strategic asset allocation establishes target weights and rebalancing ranges for 
each asset class and is designed to maximize the long-term expected return of the Fund 
within an acceptable risk tolerance while providing liquidity to meet cash flow needs.  

2. A formal asset allocation study will be conducted as directed by the Board, but at least 
every three years.  

                                                 
4 Electronic transfer records at the Depository Trust Company (“DTC’’) are preferred.   
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3. Asset allocation targets will be reviewed annually for reasonableness in relation to 
significant economic and market changes or to changes to the investment objectives.  

4. Asset class descriptions are provided in Appendix A.  

5. The approved asset allocation is included in Appendix B. 

B. Asset Class Structure 

1. The asset class structure establishes the investment manager roles that will be used to 
implement the asset allocation.  

2. The asset class structure will emphasize simplicity and cost control and toward that 
end will employ the minimum number of managers necessary to assure appropriate 
diversification within each asset class. 

3. Asset class structures will be reviewed periodically, approximately every two years. 

4. Any changes to the asset class structure must be approved by the Board. 

C. Rebalancing 

1. In general, cash flows will be allocated to move asset classes toward target weights 
and shall be prioritized according the Asset Allocation Implementation Plan detailed 
in Appendix B1. 

2. Staff shall submit a rebalancing recommendation to the Consultant at least annually 
based on consideration of the entire portfolio, and additionally as soon as practicable 
when an asset class breaches an established rebalancing range or when deemed prudent 
by Staff or Consultant.   

3. The allocations to Cash and Short-Term Investment Grade bonds are designed to 
provide liquidity during periods of investment market stress and are not required to be 
rebalanced to target if deemed prudent by Staff and Consultant. 

4. Rebalancing recommendations should consider expected future cash flows, 
investment liquidity, market volatility, and costs.  

5. Transition management shall be used when prudent to minimize transition costs.   

6. Staff is responsible for implementing the rebalancing plan following Consultant 
approval. 

7. Rebalancing activity shall be reported to the Board.   

D. Private Market Limitations 

1. DPFP will not commit capital to any direct private market investments or co-
investments that are tied to a single company. This restriction does not prevent DPFP 
from holding direct investments that result from the dissolution of a private market 
fund 

2. DPFP will not commit capital to any private market fund if such commitment would 
likely result in DPFP holding greater than a 10% interest in the fund. 
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3. DPFP will not commit capital to any private market fund if such commitment exceeds 
2% of the total market value of DPFP investment portfolio. 

4. DPFP will not commit to any private market fund if total commitments to related funds 
(e.g. fund family) exceeds 4% of the total market value of DPFP investment portfolio. 

Section 7 Investment Manager Search, Selection, and Monitoring 

A. Investment Manager Search and Selection 

1. The selection of investment managers will utilize a robust process to ensure an open 
and competitive universe, proper evaluation and due diligence, and selection of 
candidates that are best able to demonstrate the characteristics sought in a specific 
search. 

2. Investment manager searches shall be based on one or more of the following reasons: 

a. Changes to the approved asset allocation; 

b. Changes to the approved asset class structure; or 

c. Replacement for terminated manager or manager of concern. 

3. The IAC will advise regarding the search and selection process for investment 
managers 

4. Staff and Consultant shall define and document the search process, including 
evaluation criteria, prior to initiating the search process. 

5. Each investment manager hiring recommendation shall be supported by a rationale 
that is consistent with the pre-established evaluation criteria. 

6. Each hiring recommendation will generally include the following information: 

a. A description of the organization and key people: 

b. A description of the investment process and philosophy; 

c. A description of return expectations; 

d. The risks inherent in the investment and the manager’s approach; 

e. The proper time horizon for evaluation of results; 

f. Identification of relevant comparative measures such as benchmarks and/or peer 
samples; 

g. The suitability of the investment within the relevant asset class: and 

h. The expected cost of the investment. 

7. Alternative Investments 

The Board has adopted the definition of “Alternative Investments” as outlined in Appendix 
D, which will be reviewed as part of the due diligence process for any new investment.  
Pursuant to Section 4.07 of Article 6243a-1, the vote of eight trustees is required to approve 
any Alternative Investment.  
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B. Investment Monitoring  

1. Staff and Consultant(s) are responsible for ongoing monitoring of all Investment 
Managers using qualitative and quantitative factors as appropriate.  

2. Qualitative factors may include: 

a. Consistent implementation of philosophy and process; 

b. Ownership changes or departure of key personnel; 

c. Assets under management at the firm and product level; 

d. Conflicts of interest; 

e. Material litigation or regulatory challenges involving the investment manager; 

f. Adequate reporting and transparency; and 

g. Material client-servicing problems. 

3. Quantitative factors may include: 

a. Long-term (3-5 years) performance relative to assigned benchmarks; 

b. Unusually large short-term performance variance (over or under); and  

c. Risk metrics such as volatility, drawdown, and tracking error. 

4. Staff and the Consultant will highlight Investment Manager concerns to the IAC and 
the Board and recommend an appropriate course of action. 

Section 8 Risk Management  

Staff will work within the parameters of this Investment Policy Statement to mitigate the risk of 
capital loss. By implementing this Policy, the Board has addressed: 

A. Custodial Risk for both public and private holdings;5   

B. Interest Rate Risk through fixed income duration and credit monitoring;6  

C. Concentration and Credit Risk through asset allocation targets and ranges, rebalancing, and 
the monitoring of investment guidelines. 

Furthermore, through this Policy, Staff has established the necessary criteria to monitor the 
Custodian, Consultant(s), and Investment Managers, such that DPFP controls and manages interest 
rate, custody, concentration, and credit risks.   
 
  

                                                 
5 Please review Custodian responsibilities in Section 5. 
6 Please review Annual Review of IPS and Investment Manager strategy guidelines reviewed and approved by Staff. 
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Section 9 Approval and Effective Date 

The Investment Policy Statement was originally adopted by the Board on April 14, 2016 and was 
subsequently amended and adopted on the following dates. 
 
December 14, 2017 
December 13, 2018 
 
 
APPROVED on December 13, 2018 by the Board of Trustees of the Dallas Police and Fire Pension 
System. 
 
 
 
[signature] 
 
William F. Quinn 
Chairman 
 
 
Attested: 
 
 
 
[signature] 
 
Kelly Gottschalk 
Executive Director 
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Appendix A – Asset Class Descriptions 

DPFP investment assets are prudently diversified to optimize expected returns and control risks. 
Assets can generally be categorized into four functional categories of Growth, Income, Inflation 
Protection, and Risk Mitigation 

A. Growth Assets 

1. Role: Capital appreciation, primary driver of long-term total return 

2. Investment Approach: Growth assets generally represent equity or equity-like interests 
in current and future income streams and capture long-term economic growth trends 
throughout the world. 

3. Risk Factors: The cost of the high expected long-term returns is higher expected 
volatility. Growth assets are highly sensitive to economic conditions and are subject 
to potential loss during economic downturns, rising/unexpected inflation, and rising 
interest rates.   

4. Asset Classes 

a. Global Equity represents publicly traded stock holdings of companies across 
the globe. Liquidity is a key benefit as stocks can be traded daily. Foreign 
currency volatility can be a source of risk and return. 

b. Emerging Market Equity represents publicly traded stock holdings of 
companies located in or highly dependent on developing (emerging) countries. 
Emerging market equity is expected to capture the higher economic growth of 
emerging economies and provide higher long-term returns than global equity 
coupled with higher volatility. Foreign currency volatility can be a source of risk 
and return. 

c. Private Equity refers to investments in private companies (direct investments) 
or funds that hold investments in private companies or securities that are not 
typically traded in the public markets. Frequently these investments need 
“patient” capital to allow time for growth potential to be realized through a 
combination of capital investment, management initiatives, or market 
development. Private equity is expected to provide higher long-term returns than 
global equity, but Illiquidity is a key risk as investment contributions may be 
locked up for several years.  

B. Income Assets 

1. Role: Current income and moderate long-term appreciation 

2. Investment Approach: Income assets are generally fixed claims on assets or income 
streams of an issuer (e.g. government, corporation, asset-backed securities).  
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3. Risk Factors: The primary risk for Income assets is the failure of the borrower to make 
timely payments of interest and principal (credit risk) and the price volatility related 
to credit risk. Bonds with greater credit risk (i.e., bonds with lower credit ratings) are 
typically less liquid than higher quality bonds.   

4. Asset Classes 

a. Global Bonds includes sovereign and corporate debt issued by countries and 
companies located throughout the world in local currency and U.S. dollars. 
Expanding the investable universe beyond the U.S. provides a diversified source 
of returns. 

b. Bank Loans are like high yield bonds in that both represent debt issuers with 
higher credit risk. Compared to high-yield bonds, bank loans typically have 
higher seniority in the capital structure, which has historically resulted in much 
higher recovery following default.  

c. High Yield Debt refers to bonds with higher credit risk and lower credit ratings 
than investment-grade corporate bonds, Treasury bonds and municipal bonds. 
Because of the higher risk of default, these bonds pay a higher yield than 
investment grade bonds.  

d. Emerging Market Debt (EMD) refers to bonds issued by developing countries 
or corporations based in developing countries. EMD bonds can be denominated 
in U.S. Dollars or local currency. The primary risk factor is credit quality, but 
interest rates and foreign currency are also factors. 

e. Private Debt refers to non-bank direct lending arrangements. Features are 
similar to bank loans with somewhat higher credit risk and yields. Investments 
are typically structured in a private market vehicle with limited liquidity. Private 
debt may be included within the private equity asset class in the strategic asset 
allocation. 

C. Inflation Protection (Real Assets) 

1. Role: Current income, inflation protection, diversification 

2. Investment Approach: Generally, ownership in physical assets. 

3. Risk Factors: Real Assets may not provide the desired inflation protection. Loss of 
principal is also a risk. Foreign assets are also subject to currency movements against 
the U.S. dollar. 

4. Asset Classes 

a. Real Estate includes investments in office buildings, apartments, retail, raw 
land, and development projects. 

b. Natural Resources broadly refers to anything mined or collected in raw form 
but may include assets subject to further processing. Typical assets include 
permanent and row crops, timber, minerals, and metals. 
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c. Infrastructure refers to investments in physical systems that support world 
economies. Typical investments include transportation, communication, utilities 
(electricity, gas, water, sewage). 

D. Risk Mitigation 

1. Role: Liquidity to fund benefit payments and other cash flow needs, capital 
preservation, modest current income, diversification to growth assets 

2. Investment Approach: Cash equivalents or high-quality domestic bonds. 

3. Risk Factors: Risks are substantially lower for risk mitigation assets, but may include 
modest exposure to credit or interest rates (duration) 

4. Asset Classes 

a. Cash Equivalents 

b. Short Term Investment Grade Bonds have moderate interest rate risk. 

c. Investment Grade Bonds including bonds and notes issued by the U.S 
Treasury, U.S. Government Agencies, state and local municipalities, 
corporations, or other issuers with similar conservative risk profiles. Risk factors 
include duration and credit. 
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Appendix B – Strategic Asset Allocation and Rebalancing Ranges 

Asset Class  Policy Benchmark 
Target 
Weight1 

Minimum 
Weight 

Maximum 
Weight 

Equity    55%     

Global Equity  MSCI ACWI IMI Net  40%  18%  48% 

Emerging Markets Equity 
MSCI Emerging Markets 
IMI Net 

10%  0%  12% 

Private Equity 
Cambridge Associates 
US Private Equity Index 
1Q Lag 

5%  N/A3  N/A3 

Fixed Income    35%     

Cash  91 Day T‐Bills  3%  0%  5% 

Short  Term  Investment 
Grade Bonds 

Bloomberg Barclays 
US Treasury 1‐3 Year 

12%  5%  15% 

Investment Grade Bonds2 
Bloomberg Barclays 
Aggregate 

4%  2%2  6% 

High Yield Bonds 
Bloomberg Barclays 
Global High Yield 

4%  2%  6% 

Bank Loans  S&P/LSTA Leveraged Loan  4%  2%  6% 

Global Bonds 
Bloomberg Barclays 
Global Aggregate 

4%  2%  6% 

Emerging Market Debt2 
50% JPM EMBI/ 
50% JPM GBI‐EM 

4%  2%2  6% 

Private Debt 
Barclays Global HY + 2% 
(Rolling 3 Mo.) 

0%  N/A3  N/A3 

Real Assets    10%     

Real Estate 
NCREIF Property Index 
1Q Lag 

5%  N/A3  N/A3 

Natural Resources 
NCREIF Farmland Total 
Return Index 1Q Lag 

5%  N/A3  N/A3 

Infrastructure 
S&P Global Infrastructure 
(Rolling 3 Mo.) 

0%  N/A3  N/A3 

Total    100%     
1 – The investment portfolio is undergoing a transition from a legacy allocation with substantial exposure to illiquid 
private market assets to a more traditional allocation profile. In October 2018, the Board approved a new long-term 
asset allocation, recognizing that implementation would be subject to the gradual unwinding of private market assets. 
In November 2018, the Board approved an asset allocation implementation plan to prioritize the reallocation of cash 
distributions from private market assets. Initial variances to long-term allocation targets may be quite large but are 
expected to gradually diminish. Rebalancing ranges have been established to accommodate current variances to target 
and will be tightened over time as appropriate. 
2 – At the time of IPS adoption allocations to Investment Grade Bonds and Emerging Market Debt were below the 
minimum weight. The investment manager hiring for Investment Grade Bonds had not been completed and the 
Emerging Market Debt allocation was under review by the Board. These allocations will be funded in accordance with 
the asset allocation implementation plan in detailed in Appendix B1. 
3 – Rebalancing Ranges are not established for illiquid asset classes. 
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Appendix B1 – Asset Allocation Implementation Plan 

The investment portfolio is undergoing a transition from a legacy allocation with substantial 
exposure to illiquid private market assets to a more traditional allocation profile. In October 2018, 
the Board approved a new long-term asset allocation, recognizing that implementation would be 
subject to the gradual unwinding of private market assets. In November 2018, the Board approved 
the following implementation plan to prioritize the reallocation of cash distributions from private 
market assets.  
 

Order of Reallocation 

Allocate up to Target, then proceed to next asset class 

1. Safety Reserve – Cash 

2. Safety Reserve – Short-Term Investment Grade Bonds 

3. Global Equity, only if current exposure is less than 22% of DPFP1 

4. Emerging Market Equity, only if current exposure is less than 2.5% of DPFP2 

5. Investment Grade Bonds 

6. Global Bonds 

7. Bank Loans 

8. High Yield Bonds 

9. Emerging Markets Debt 

10. Global Equity 

11. Emerging Markets Equity 

12. Private Real Estate (aggregate illiquid exposure must be under 20%) 

13. Private Equity (aggregate illiquid exposure must be under 15%) 

 
1 – Global Equity target weight is 40%. If current exposure is more than 22% proceed to next asset class in the matrix. 
The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, prior to increasing 
fixed-income exposure.  
2 – Emerging Market Equity Target weight is 10%. If current exposure is more than 2.5% proceed to next asset class 
in the matrix. The reallocation framework is designed to maintain at least the mid-2018 exposure to public equity, 
prior to increasing fixed-income exposure. 
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Appendix C – Investment Consultant Reporting Requirements 

 
The investment consultant is required to provide the Board with quarterly investment information 
for portfolio monitoring purposes.  Generally, these are as follows: 
 
 
Quarterly (due in advance of the meeting) 

1. DPFP’s actual asset allocation relative to its target asset allocation as defined in Appendix 
B. 

2. DPFP’s return relative to its Policy Benchmark return and other public pension funds. 

3. DPFP’s risk adjusted returns relative to the policy and other public pension funds. 

4. Asset class performance relative to the benchmarks as defined in Appendix B. 

5. Individual Investment Manager returns relative to their stated benchmark. 

6. Report will specifically acknowledge any underperforming Investment Managers. 

7. Any reportable events affecting any of DPFP’s Investment Managers. 

8. Private Markets reports which covers Private Debt, Private Equity, Infrastructure, Real 
Assets and Real Estate. 
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Appendix D – Alternative Investments 

 
 

Alternative Assets means any investment that is not a Traditional Asset.  
 
Traditional Assets include: 
 

1. Common Stocks: publicly traded securities representing ownership in a corporation; also 
known as publicly-traded equity. Examples include publicly traded equity shares of 
public companies, REITs, and ADRs. Regional examples include shares of companies 
domiciled in the US, non-US developed markets and emerging markets.  
 

2. Bonds: publicly-traded securities, the holders of which serving as creditors to either 
governmental or corporate entities. Examples include government bonds and corporate 
bonds, including senior bank loans. Regional examples include US government issued 
bonds, non-US international developed market issued bonds, and emerging market issued 
bonds. Credit examples include investment grade bonds and non-investment grade bonds 
(e.g. high yield bonds and bank loans). 
 

3. Cash Equivalents: short-term investments held in lieu of cash and readily convertible into 
cash within a short time span. Examples include CDs, commercial paper, and Treasury 
bills.  

Though an exhaustive list is not included, some of the defining characteristics of Alternative Assets 
and their vehicles include:  
 

1. Private ownership vehicles 
2. Liquidity-constrained, and a lock-up of capital for extended time periods (one-year or 

longer) 
3. Use of leverage 
4. Ability to take short positions  
5. Use of derivatives 

The Board recognizes that certain investments may have characteristics and underlying securities 
that could be classified as both a Traditional and Alternative Investment. On any new investment 
recommendation, Staff and Consultant will categorize an investment as either Alternative or 
Traditional based on these criteria, with a focus on liquidity of the investment, for the Board’s 
consideration.  
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 

 

 

Prepared by Meketa Investment Group 

Current Policy Benchmark Components and Recommended Changes1  

Asset Class Current Policy Benchmark Recommended Policy Benchmark Change 

Global Equity MSCI ACWI Gross MSCI ACWI IMI Net 

Emerging Market Equity MSCI Emerging Markets Gross MSCI Emerging Markets IMI Net 

Private Equity Russell 3000 + 3% Cambridge Associates US Private Equity Index 1Q Lag 

Cash Equivalents 91 Day T-Bills No Change 

Short-Term Investment Grade Bonds Bloomberg Barclays US Treasury 1-3 Yr No Change 

Investment Grade Bonds None Bloomberg Barclays Aggregate 

High Yield Bonds BBgBarc Global High Yield No Change 

Bank Loans S&P/LSTA Leveraged Loan No Change 

Global Bonds Bloomberg Barclays Global Aggregate No Change 

Emerging Market Bonds (50/50) 50% JPM EMBI/50% JPM GBI-EM No Change 

Private Real Estate NCREIF Property Index NCREIF Property Index 1Q Lag 

Private Natural Resources S&P Global Natural Resources NCREIF Farmland Total Return Index 1Q Lag 

 

  

                                      
1  For asset classes with zero percent target allocations (Private Debt and Infrastructure) the existing benchmarks will continue to be used for performance measurement. 
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 
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Summary of Recommendations 

 Meketa Investment Group has reviewed the benchmarks currently used. Most of them are appropriate.  

 We suggest changing the following: 

 Global Equity 

 IMI version: 

 We recommend switching the benchmark to the IMI version (Investable Market Index) 
because it is more comprehensive and more representative of the full global investable 
universe than the traditional MSCI ACWI index. 

 The MSCI ACWI IMI Index captures the full market cap spectrum (including small cap 
securities) across nearly 50 countries (both developed markets and emerging markets) and 
consists of nearly 9,000 stocks.  It covers approximately 99% of the global equity investment 
opportunity set, according to MSCI. 

 The traditional MSCI ACWI index has the same country representation but does not include 
small cap securities.  It consists of less than 3,000 stocks and covers approximately 85% 
of the global investable equity opportunity set, according MSCI. 

 Net version: 

 Gross vs. net refers to how MSCI accounts for possible reinvestment of dividends.  The 
industry standard best practice is to use the net version.  The MSCI net indices calculate 
the reinvestment of dividends after deduction of withholding taxes by foreign governments. 
This is most representative of what portion of dividends U.S. investors actually receive 
(even tax-exempt U.S. investors).  Custodian banks often offer clients “tax reclaim” services 
that seek to recoup those withholdings but the process typically takes multiple years for 
repayment.  

3 of 8 
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 

 

 

Prepared by Meketa Investment Group 

 Emerging Market Equity 

 Same rationale on IMI version and conversion from gross to net. 

 Private Equity 

 We recommend switching the benchmark approach from the public market equivalent to the largest 
private equity peer database, the Cambridge Associates private equity database.    

 There can be large gaps between the performance of public equity and private equity over short 
periods.  The Cambridge benchmark allows for comparison versus a peer group.  The Cambridge 
Peer Universe is the most widely used and most complete private equity peer universe. 

 See last section for additional details and rationale. 

 Private Natural Resources  

 Similar to the private equity benchmark recommendation, we recommend switching the benchmark 
approach from the public market equivalent to a private market peer group.  The exposure within 
the NCRIEF Farmland Total Return Index more closely matches DPFP’s investments within private 
natural resources.  The existing index consists of publicly traded stocks and has significant energy 
and metals/mining representation. This exposure is not reflective of the anticipated DPFP private 
natural resources allocation. 

 We recommend lagging the benchmark by one quarter to match the timing on how the manager 
NAVs are applied in the performance calculation for DPFP.  
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 

 

 

Prepared by Meketa Investment Group 

 Private Real Estate  

 Same rationale for the one quarter lag approach.  
 

 Investment Grade Bonds 

 The Bloomberg Barclays Aggregate Index is the industry standard benchmark for investment grade 
bonds.  

5 of 8 
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 
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Private Equity Benchmark Challenges 

 Private equity is one of the most difficult asset classes to benchmark. 

 Due to the idiosyncratic and illiquid nature of assets included in many “alternative” asset classes, as well as 
lack of transparency, a passive index fund “benchmark” for strategies is simply not possible. 

 Many investors use a “public market equivalent plus spread” approach to benchmark private equity. 

 There are challenges with such an approach as the illiquid and less frequent reporting of private equity often 
creates a timing mismatch.  There are also challenges to determine what the correct “spread” should be. 

 The other approach many investors have used for private equity benchmarking is peer group comparison. 

 Performance results from a large group of private equity funds are compiled in peer composites such as the 
Cambridge Private Equity Composites.  

 These benchmarks typically represent the best comparison available (i.e. other private equity funds). 

 However they are not perfect either, as these peer group databases introduce a different set of biases 
because private equity funds self-report (and are not required to continue reporting if a fund fails). 

 These benchmarks are also often slow to be released because they are at the mercy of the self-reporting 
funds. 

 We typically recommend using a “one quarter lagged” version to account for the time lag and to match the 
application of the manager NAVs. 
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 
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The Cambridge Associates Private Equity Benchmarks 

 The Cambridge Associates dataset of private investments is one of the most comprehensive databases of 
private markets performance.  

 At the end of 2017, it contained the historical performance records of over 2,000 fund managers and their 
over 7,100 funds across different private markets (private equity, private debt, private infrastructure, private 
natural resources). 

 It provides investors with Internal Rate of Return (IRR), Multiple (X) for funds based on vintage year peer 
groups, as well as aggregated time weighted performance by vintage year or broad asset class type. 

 As needed Cambridge Associates will add funds to the database (both newly-raised funds and backfill funds 
that previously did not report) and occasionally it will remove funds that cease reporting. Cambridge 
Associates states that this number has been less than 1% historically. 

 Cambridge Associates continually strives to grow its private investments performance database and ensure 
that its benchmarks are as representative as possible of investors’ institutional-quality opportunity set.  

 The broadest grouping of private equity fund performance is the Cambridge Associates US Private Equity 
Index 

 At the end of 2017 the Cambridge Associates US Private Equity Index contained data from nearly 
1,400 private equity funds. Its track record dates back to 1986.   
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Dallas Police and Fire Pension System 

Benchmarks and Ranges Recommendations 
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Recommended Asset Class Ranges  

 
Target  

(%) 

Recommended 
Range  

(%) 

Equities 55  

Global Equity 40 18 - 48 

Emerging Market Equity 10 0 - 12 

Private Equity 5 N/A1 

Safety Reserve and Fixed Income 35  

Cash Equivalents 3 0 – 5 

Short-Term Investment Grade Bonds 12 5 – 15 

Investment Grade Bonds 4 2-6 

High Yield Bonds 4 2-6 

Bank Loans 4 2-6 

Global Bonds 4 2-6 

Emerging Market Bonds (50/50) 4 2-6 

Real Assets 10  

Private Real Estate 5 N/A1 

Private Natural Resources  5 N/A1 

 

                                      
1 Rebalancing ranges are not established for illiquid asset classes. 

8 of 8 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

177



DISCUSSION SHEET 
 

Regular Board Meeting – Thursday, December 13, 2018 

ITEM #C4 
 
 

Topic: Third Quarter 2018 Investment Performance Analysis and Second Quarter 
2018 Private Markets & Real Assets Review 

 
 
Attendees: Leandro Festino, Managing Principal – Meketa Investment Group 

Aaron Lally, Executive Vice President – Meketa Investment Group 
 
 
Discussion: Meketa and Investment Staff will review investment performance. 
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Dallas Police & Fire Pension System

Quarterly Review

As of September 30, 2018  
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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DPFP 3Q18 Flash Summary 

Category Result Notes 

Total Fund Performance Return Positive +1.6%  

Performance vs. Index Trailed 1.6% vs. 2.0% Policy Index 

Asset Allocation vs. Targets Additive 
Overweight global equity helped. 

Underweight EMD and EM equity helped. 

Safety Reserve Exposure Sufficient $303 million (approximately 15%) 

Performance vs. Peers Trailed 85th percentile in peer group in 3Q181 

Active Management Hurt PE, Natural Resources and Infrastructure  

Compliance with Targets No Under private debt minimum 

  

                                        
1  InvestorForce Public DB $1-$5 billion net accounts. 
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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DPFP Trailing One-Year Flash Summary 

Category Trailing 1 YR Result 1 YR Notes 

Total Fund Performance Return Positive +3.3%  

Asset Allocation vs. Targets Additive Underweight EMD helped 

Performance vs. Index Trailed 3.3% vs. 5.6% Policy Index 

Performance vs. Peers Trailed 99th percentile in peer group1 

Active Management Hurt PE, NR and RE Negative Selection 

DPFP Trailing Three-Year Flash Summary 

Category Trailing 3 YR Result 3 YR Notes 

Total Fund Performance Return Positive +1.9%  

Performance vs. Index Trailed 1.9% vs. 9.9% Policy Index 

Performance vs. Peers Trailed 99th percentile in peer group1 

Active Management Hurt PE, NR and RE Negative Selection 

                                        
1  InvestorForce Public DB $1-$5 billion net accounts. 

Page 3 of 31 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

181



Municipal Dallas Police and Fire Pension System 

Executive Summary 

 

 

Prepared by Meketa Investment Group 

Quarterly Change in Market Value 

 

 Total market value increased due to positive investment performance. 
  

$2,060.7

-$28.3

$32.5
$2,056.5
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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Quarterly Absolute Performance 

Asset Classes Dollar1 Gain/Loss   
Top Three and Bottom Three  

Asset Class Absolute Performance 

 
 

 In absolute terms, global equity appreciated the most during the quarter, adding over $21.2 million in market 
value to DPFP. 

 Natural Resources declined the most, and lost $7.0 million in market value in the third quarter. 

 In the quarter, ten out of thirteen asset classes generated positive absolute performance (approximately 
77%). 

  

                                        
1  Estimated gain calculated by multiplying beginning market value by quarterly performance. 
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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Quarterly Relative Performance 

Asset Classes vs. Benchmarks 
Top Three and Bottom Three 

Asset Classes vs. Benchmarks 

 
 

 In the quarter, the best relative performance came from emerging market equities, emerging market debt, 
and global bonds.  

 Natural resources, private equity, and infrastructure had the worst relative performance in the quarter. 

 Seven of the thirteen asset classes (approximately 54%) delivered positive relative performance versus 
respective benchmarks. 

7
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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 Trailing Three-Year Relative Performance 

Asset Classes vs. Benchmarks 
Top Three and Bottom Three 

Asset Classes vs. Benchmarks 

 
 

 Seven of the ten asset classes with trailing three-year return history have delivered positive relative 
performance versus respective benchmarks. 

 Over the trailing three-year period, the best relative performance came from the infrastructure and global 
bonds asset classes. 

 Private equity, natural resources, and real estate had the worst relative performance in the trailing period and 
have historically accounted for approximately 40-50% of DPFP’s asset allocation. 
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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Public Manager Alpha 

Top Three 
Outperformers in 

Quarter 

 

$286 
million 

combined exposure 

 

Bottom Three 
Underperformers in 

Quarter 

 

$259 
million 

  combined exposure 

 7 out of the 11 public markets managers matched or outperformed their respective benchmarks in the quarter. 
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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Liquidity Exposure 
as of September 30, 20181 

Exposure ($mm) Targets 

 

 

 Approximately 47% of the System’s assets are illiquid versus 32% of the target allocation.  

                                        
1*Assets can be redeemed between monthly and annual basis often with gating, lock-ups or notice of more than 30 days required. 
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Municipal Dallas Police and Fire Pension System 

Executive Summary 
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 Legacy Assets 
 Exposure ($ mm) 

 

 

 
$531 million 

Net Asset Value of Legacy Assets 
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3Q18 Review 
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Allocation vs. Targets and Policy
Current

Balance
Current

Allocation Policy Policy Range Within IPS
Range?

_

Equity $762,739,353 37% 30% 20% - 40% Yes
Global Equity $463,799,950 23% 20% 10% - 23% Yes
Emerging Market Equity $46,782,723 2% 5% 0% - 8% Yes
Private Equity $252,156,680 12% 5% 4% - 15% Yes

Fixed Income $542,929,844 26% 42% 25% - 48% Yes
Short-Term Core Bonds $249,845,653 12% 12% 10% - 15% Yes
High Yield $84,127,820 4% 5% 2% - 8% Yes
Bank Loans $114,559,243 6% 6% 3% - 9% Yes
Emerging Market Debt $19,237,166 1% 6% 0% - 9% Yes
Global Bonds $64,521,684 3% 3% 0% - 6% Yes
Private Debt $10,638,279 1% 5% 2% - 7%

    Structured Credit & AR -- -- 5% 0% - 9% Yes
Real Assets $701,912,882 34% 25% 20% - 45% Yes

Real Estate $468,980,285 23% 12% 10% - 25% Yes
Natural Resources $173,674,047 8% 5% 3% - 10% Yes
Infrastructure $59,258,551 3% 5% 3% - 10% Yes

    Liquid Real Assets -- -- 3% 0% - 6% Yes
Cash $53,096,446 3% 3% 0% - 6% Yes

Cash $53,096,446 3% 3% 0% - 6% Yes
Total $2,060,678,525 100% 100%

XXXXX

Prepared by Meketa Investment Group

1 Current allocation column may not add up 100% due to rounding. Policy targets temporarily add to 101% because the approval of the Safety Reserve resulted in a 11% increase to Short-Term Core Bonds and Cash, offset by only a 10% reduction in GAA.
Due to performance reporting software limitations, Fixed Income and Structured Credit & AR are showing policy targets of 42% and 5%, respectively. Actual Policy Targets are equal to 43% and 6%, respectively. Policy ranges for cash, short term core
bonds, and fixed income were modified slightly to accommodate the safety reserve implementation. As of 9/30/2018, the Safety Reserve exposure was approximately $302.9 million (14.7%). New asset allocation targets and ranges were approved in October
2018 and will be reflected in the 4Q 2018 report.

No
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Attribution Summary
3 Months Ending September 30, 2018

Wtd. Actual
Return

Wtd. Index
Return

Excess
Return

Selection
Effect

Allocation
Effect

Total
Effects

Global Equity 4.8% 4.4% 0.4% 0.1% 0.0% 0.1%
Emerging Markets Equity 0.3% -0.9% 1.3% 0.0% 0.1% 0.1%
Private Equity 3.0% 7.9% -4.9% -0.6% 0.4% -0.2%
Short Term Core Bonds 0.5% 0.2% 0.3% 0.0% -0.2% -0.1%
Global Bonds -0.3% -0.9% 0.6% 0.0% 0.0% 0.0%
High Yield 1.8% 2.4% -0.6% 0.0% 0.0% 0.0%
Bank Loans 1.6% 1.8% -0.2% 0.0% 0.0% 0.0%
Structured Credit & Absolute Return 0.0% 1.2% -1.2% 0.0% 0.0% 0.0%
Emerging Markets Debt 1.1% 0.2% 0.9% 0.0% 0.1% 0.1%
Private Debt 0.8% 2.5% -1.7% 0.0% 0.0% 0.0%
Real Estate 2.1% 1.7% 0.5% 0.1% 0.0% 0.1%
Natural Resources -3.8% 1.2% -5.0% -0.4% 0.0% -0.5%
Infrastructure -4.2% -1.6% -2.6% -0.1% 0.1% 0.0%
Liquid Real Assets 0.0% 1.7% -1.7% 0.0% 0.0% 0.0%
Risk Parity 0.0% 2.2% -2.2% 0.0% 0.0% 0.0%
GTAA 0.0% 2.2% -2.2% 0.0% 0.0% 0.0%
Absolute Return 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Cash Equivalents 0.6% 0.5% 0.1% 0.0% 0.0% 0.0%
Total 1.7% 2.1% -0.4% -0.9% 0.5% -0.4%

 

Attribution Summary
3 Months Ending September 30, 2018

Wtd. Actual
Return

Wtd. Index
Return

Excess
Return

Selection
Effect

Allocation
Effect

Total
Effects

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Attribution Summary
1 Year Ending September 30, 2018

Wtd. Actual
Return

Wtd. Index
Return

Excess
Return

Selection
Effect

Allocation
Effect

Total
Effects

Global Equity 11.2% 10.3% 0.9% 0.2% 0.0% 0.2%
Emerging Markets Equity -0.9% -0.4% -0.5% 0.0% 0.1% 0.1%
Private Equity 0.8% 21.1% -20.3% -2.2% 1.0% -1.2%
Short Term Core Bonds 0.6% 0.0% 0.7% 0.1% -0.2% -0.1%
Global Bonds -2.7% -1.3% -1.4% 0.0% 0.0% -0.1%
High Yield 3.6% 3.0% 0.6% 0.0% 0.0% 0.1%
Bank Loans 5.4% 5.2% 0.2% 0.0% 0.0% 0.0%
Structured Credit & Absolute Return 0.0% 5.0% -5.0% 0.0% 0.0% 0.0%
Emerging Markets Debt -5.6% -4.6% -1.0% 0.0% 0.5% 0.5%
Private Debt 7.6% 2.3% 5.3% 0.0% 0.1% 0.2%
Real Estate 6.5% 7.2% -0.6% -0.1% 0.1% 0.0%
Natural Resources -5.7% 13.5% -19.2% -1.9% 0.4% -1.5%
Infrastructure -1.0% -2.8% 1.9% 0.0% 0.2% 0.2%
Liquid Real Assets 0.0% 7.4% -7.4% 0.0% 0.0% 0.0%
Risk Parity 4.4% 5.3% -0.9% 0.0% 0.0% 0.0%
GTAA 3.8% 5.3% -1.5% 0.0% 0.0% 0.0%
Absolute Return 0.1% 1.1% -1.0% 0.0% 0.0% 0.0%
Cash Equivalents 1.6% 1.6% -0.1% 0.0% -0.2% -0.2%
Total 3.9% 5.7% -1.9% -3.9% 2.1% -1.9%

 

Attribution Summary
1 Year Ending September 30, 2018

Wtd. Actual
Return

Wtd. Index
Return

Excess
Return

Selection
Effect

Allocation
Effect

Total
Effects

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group

Page 19 of 31 

2018 12 13 Board Meeting - REGULAR AGENDA 2018 12 13

197



Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018
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Dallas Police & Fire Pension System

Dallas Police & Fire Pension System
As of September 30, 2018

Prepared by Meketa Investment Group

Name Status 1 YR Return Above
Benchmark

3 YR Return Above
Benchmark

3 YR Sharpe Ratio
Above Peers

3 YR Return Above
Peers

_

Short Term Core Bonds
   IR&M 1-3 Year Strategy Hold Yes -- -- --
Global Bonds
   Brandywine Global Fixed Income Hold No Yes Yes Yes
High Yield
   Loomis Sayles High Yield Fund Hold Yes Yes Yes Yes
Bank Loans
   Loomis Sayles Senior Rate and Fixed Income Hold Yes Yes Yes Yes
   Pacific Asset Management Corporate (Bank) Loan Strategy Hold No -- -- --
Emerging Markets Debt
   Ashmore EM Blended Debt Hold -- -- -- --

1 YR Return Above Benchmark - 1 YR Return Above Benchmark
3 YR Return Above Benchmark - 3 YR Return Above Benchmark
3 YR Sharpe Ratio Above Peers - 3 YR Sharpe Ratio Above Peer Group Median
3 YR Return Above Peers - 3 YR Return Above Peer Group Median

Fund Watch List / Compliance
As of September 30, 2018

Name Status 1 YR Return Above
Benchmark

3 YR Return Above
Benchmark

3 YR Sharpe Ratio
Above Peers

3 YR Return Above
Peers

_

Global Equity
   Boston Partners Global Equity Fund Hold No -- -- --
   Manulife Global Equity Strategy Hold No -- -- --
   OFI Global Equity Strategy Hold Yes Yes Yes No
   Walter Scott Global Equity Fund Hold Yes Yes No Yes
Emerging Markets Equity
   RBC Emerging Markets Equity Hold -- -- -- --

XXXXX

Returns are net of fees.
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Asset Class Performance Summary (Net)
Market Value

($)
% of

Portfolio
QTD

(%)
YTD
(%)

1 Yr
(%)

3 Yrs
(%)

5 Yrs
(%)

10 Yrs
(%)

Inception
(%)

Inception
Date

_

DPFP 2,060,678,526 100.0 1.6 2.1 3.3 1.9 0.0 2.2 5.9 Jun-96
Policy Index   2.0 2.2 5.6 9.9 8.5 7.9 -- Jun-96
Allocation Index   2.5 4.2 7.0 10.1 8.7 7.0 7.4 Jun-96

XXXXX

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Global Equity 463,799,950 22.5 4.8 5.2 11.2 14.5 9.8 8.9 6.7 Jul-06
Global Equity Weighted Index   4.4 4.3 10.3 14.4 9.0 8.6 6.6 Jul-06

Emerging Markets Equity 46,782,723 2.3 0.3 -7.2 -- -- -- -- -7.2 Jan-18
MSCI Emerging Markets Gross   -0.9 -7.4 -0.4 12.8 4.0 5.8 -7.4 Jan-18

Prepared by Meketa Investment Group

Private Equity 252,156,680 12.2 3.0 0.1 0.8 -10.6 -11.3 -4.2 -0.6 Oct-05
Private Equity Custom Benchmark 7.9 13.0 21.1 20.5 16.8 15.3 12.4 Oct-05

XXXXX

Short Term Core Bonds 249,845,653 12.1 0.5 0.8 0.6 -- -- -- 0.8 Jun-17
BBgBarc US Treasury 1-3 Yr TR 0.2 0.2 0.0 0.4 0.6 1.1 0.2 Jun-17

Global Bonds 64,521,684 3.1 -0.3 -2.7 -2.7 3.5 1.7 -- 2.5 Dec-10
BBgBarc Global Aggregate TR -0.9 -2.4 -1.3 2.0 0.7 2.9 1.5 Dec-10

High Yield 84,127,820 4.1 1.8 2.7 3.6 8.9 4.7 -- 6.8 Dec-10
BBgBarc US High Yield TR 2.4 2.6 3.0 8.1 5.5 9.5 6.7 Dec-10

Bank Loans 114,559,243 5.6 1.6 3.8 5.4 5.8 -- -- 4.4 Jan-14
S&P/LSTA Leveraged Loan 1.8 4.0 5.2 5.3 -- -- 4.0 Jan-14

Emerging Markets Debt 19,237,166 0.9 1.1 -5.7 -5.6 7.2 2.6 -- 3.1 Dec-10
50% JPM EMBI/50% JPM GBI-EM 0.2 -5.6 -4.6 5.8 1.6 -- 2.6 Dec-10

Private Debt 10,638,279 0.5 0.8 8.2 7.6 -- -- -- -4.7 Jan-16
Barclays Global High Yield +2% 2.5 0.9 2.3 9.7 -- -- 10.8 Jan-16

XXXXX

Real Estate 468,980,285 22.8 2.1 6.8 6.5 -4.3 -6.5 -4.7 3.8 Mar-85
NCREIF Property Index 1.7 5.3 7.2 7.8 9.6 6.4 8.0 Mar-85

Natural Resources 173,674,047 8.4 -3.8 -3.6 -5.7 -2.2 2.0 -- 4.1 Dec-10
Natural Resources Benchmark (Linked) 1.2 4.6 13.5 19.6 16.3 -- 13.4 Dec-10

Infrastructure 59,258,551 2.9 -4.2 -0.9 -1.0 17.1 10.6 -- 9.4 Jul-12
S&P Global Infrastructure TR USD -1.6 -4.6 -2.8 8.0 6.1 6.1 7.7 Jul-12

Cash Equivalents 53,096,446 2.6 0.6 1.3 1.6 1.2 -- -- 1.2 Apr-15
91 Day T-Bills 0.5 1.3 1.6 0.9 0.5 0.3 0.7 Apr-15

XXXXX

1 Please see the Appendix for composition of the Custom Benchmarks. 2 As of 9/30/2018 the Safety Reserve exposure was approximately $302.9 million (14.7%).3 All private market data is preliminary until valuations are finalized. 
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Trailing Net Performance
Market Value

($)
% of

Portfolio
% of

Sector
QTD

(%)
YTD
(%)

1 Yr
(%)

3 Yrs
(%)

5 Yrs
(%)

10 Yrs
(%)

Inception
(%)

Inception
Date

_

DPFP 2,060,678,526 100.0 -- 1.6 2.1 3.3 1.9 0.0 2.2 5.9 Jun-96
Policy Index    2.0 2.2 5.6 9.9 8.5 7.9 -- Jun-96
Allocation Index    2.5 4.2 7.0 10.1 8.7 7.0 7.4 Jun-96

InvestorForce Public DB $1-5B Net Rank      85 78 99 99 99 99  80 Jun-96

Total Equity 762,739,353 37.0 37.0 3.9 2.9 6.9 1.4 2.1 -- 4.5 Dec-10
Total Equity Policy Index    4.1 3.7 10.2 -- -- -- -- Dec-10

Public Equity 510,582,673 24.8 66.9 4.4 4.0 9.9 14.1 9.5 8.8 6.6 Jul-06
Public Equity Weighted Index    3.9 3.1 9.1 14.0 8.7 8.5 6.5 Jul-06

eV All Global Equity Net Rank      36 47 43 27 37 44  43 Jul-06

Global Equity 463,799,950 22.5 90.8 4.8 5.2 11.2 14.5 9.8 8.9 6.7 Jul-06
Global Equity Weighted Index    4.4 4.3 10.3 14.4 9.0 8.6 6.6 Jul-06

eV All Global Equity Net Rank      28 36 34 22 32 43  42 Jul-06

Boston Partners Global Equity Fund 111,313,268 5.4 24.0 4.5 2.2 8.5 -- -- -- 9.9 Jul-17
MSCI ACWI Gross    4.4 4.3 10.3 14.0 9.2 8.8 12.8 Jul-17

eV Global Large Cap Value Eq Net Rank      29 46 21 -- -- --  34 Jul-17

Manulife Global Equity Strategy 116,567,584 5.7 25.1 5.3 1.6 5.6 -- -- -- 6.2 Jul-17
MSCI ACWI Gross    4.4 4.3 10.3 14.0 9.2 8.8 12.8 Jul-17

eV Global Large Cap Value Eq Net Rank      18 57 60 -- -- --  81 Jul-17

OFI Global Equity Strategy 113,191,146 5.5 24.4 1.8 4.8 11.4 15.0 10.5 10.7 6.6 Oct-07
MSCI ACWI Gross    4.4 4.3 10.3 14.0 9.2 8.8 5.0 Oct-07

eV Global Large Cap Growth Eq Net Rank      75 78 76 57 68 40  52 Oct-07

Walter Scott Global Equity Fund 122,727,952 6.0 26.5 7.6 12.4 19.3 16.2 10.2 -- 10.3 Dec-09
MSCI ACWI Gross    4.4 4.3 10.3 14.0 9.2 8.8 9.6 Dec-09

eV Global Large Cap Growth Eq Net Rank      3 11 15 46 71 --  78 Dec-09

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Market Value
($)

% of
Portfolio

% of
Sector

QTD
(%)

YTD
(%)

1 Yr
(%)

3 Yrs
(%)

5 Yrs
(%)

10 Yrs
(%)

Inception
(%)

Inception
Date

_

Emerging Markets Equity 46,782,723 2.3 9.2 0.3 -7.2 -- -- -- -- -7.2 Jan-18
MSCI Emerging Markets Gross    -0.9 -7.4 -0.4 12.8 4.0 5.8 -7.4 Jan-18

eV Emg Mkts Equity Net Rank      18 21 -- -- -- --  21 Jan-18

RBC Emerging Markets Equity 46,782,723 2.3 100.0 0.3 -7.2 -- -- -- -- -7.2 Jan-18
MSCI Emerging Markets Gross    -0.9 -7.4 -0.4 12.8 4.0 5.8 -7.4 Jan-18

eV Emg Mkts Equity Net Rank      18 21 -- -- -- --  21 Jan-18

Private Equity 252,156,680 12.2 33.1 3.0 0.1 0.8 -10.6 -11.3 -4.2 -0.6 Oct-05
Private Equity Custom Benchmark    7.9 13.0 21.1 20.5 16.8 15.3 12.4 Oct-05

Total Fixed Income 542,929,845 26.3 26.3 0.8 1.2 1.9 4.4 2.8 6.3 5.4 Jul-06
Total Fixed Income Policy Index    1.2 0.2 1.3 6.0 -- -- -- Jul-06

eV All Global Fixed Inc Net Rank      41 20 22 37 49 26  33 Jul-06

Public Fixed Income 532,291,566 25.8 98.0 0.8 1.2 1.9 6.9 3.7 -- 5.4 Dec-10
Public Fixed Income Weighted Index    0.7 0.3 1.1 5.8 3.9 -- 4.9 Dec-10

Short Term Core Bonds 249,845,653 12.1 46.9 0.5 0.8 0.6 -- -- -- 0.8 Jun-17
BBgBarc US Treasury 1-3 Yr TR    0.2 0.2 0.0 0.4 0.6 1.1 0.2 Jun-17

IR&M 1-3 Year Strategy 249,845,653 12.1 100.0 0.5 0.8 0.6 -- -- -- 0.8 Jul-17
BBgBarc US Treasury 1-3 Yr TR    0.2 0.2 0.0 0.4 0.6 1.1 0.2 Jul-17

eV US Short Duration Fixed Inc Net Rank      41 28 39 -- -- --  47 Jul-17

Global Bonds 64,521,684 3.1 12.1 -0.3 -2.7 -2.7 3.5 1.7 -- 2.5 Dec-10
BBgBarc Global Aggregate TR    -0.9 -2.4 -1.3 2.0 0.7 2.9 1.5 Dec-10

eV All Global Fixed Inc Net Rank      70 75 83 54 67 --  65 Dec-10

Brandywine Global Fixed Income 64,521,684 3.1 100.0 -0.3 -2.7 -2.7 3.9 1.8 5.3 4.6 Oct-04
BBgBarc Global Aggregate TR    -0.9 -2.4 -1.3 2.0 0.7 2.9 3.3 Oct-04

eV All Global Fixed Inc Net Rank      70 75 83 46 67 42  48 Oct-04

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group

1 Please note, private market data is preliminary until valuations are finalized.
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Market Value
($)

% of
Portfolio

% of
Sector

QTD
(%)

YTD
(%)

1 Yr
(%)

3 Yrs
(%)

5 Yrs
(%)

10 Yrs
(%)

Inception
(%)

Inception
Date

_

High Yield 84,127,820 4.1 15.8 1.8 2.7 3.6 8.9 4.7 -- 6.8 Dec-10
BBgBarc US High Yield TR    2.4 2.6 3.0 8.1 5.5 9.5 6.7 Dec-10

eV US High Yield Fixed Inc Net Rank      82 24 20 7 55 --  18 Dec-10

Loomis Sayles High Yield Fund 84,127,820 4.1 100.0 1.8 2.7 3.6 9.2 5.6 10.1 9.6 Oct-98
BBgBarc US High Yield TR    2.4 2.6 3.0 8.1 5.5 9.5 6.9 Oct-98

eV US High Yield Fixed Inc Net Rank      82 24 20 6 19 3  1 Oct-98

Bank Loans 114,559,243 5.6 21.5 1.6 3.8 5.4 5.8 -- -- 4.4 Jan-14
S&P/LSTA Leveraged Loan    1.8 4.0 5.2 5.3 -- -- 4.0 Jan-14

eV US Float-Rate Bank Loan Fixed Inc Net Rank      75 30 18 17 -- --  17 Jan-14

Loomis Sayles Senior Rate and Fixed Income 61,548,678 3.0 53.7 1.4 3.8 5.4 5.8 -- -- 4.4 Jan-14
S&P/LSTA Leveraged Loan    1.8 4.0 5.2 5.3 -- -- 4.0 Jan-14

eV US Float-Rate Bank Loan Fixed Inc Net Rank      97 37 17 17 -- --  17 Jan-14

Pacific Asset Management Corporate (Bank) Loan Strategy 53,010,565 2.6 46.3 1.9 3.9 5.3 -- -- -- 5.0 Aug-17
Credit Suisse Leveraged Loan    1.9 4.4 5.6 5.4 -- -- 5.0 Aug-17

eV US Float-Rate Bank Loan Fixed Inc Net Rank      27 25 20 -- -- --  12 Aug-17

Emerging Markets Debt 19,237,166 0.9 3.6 1.1 -5.7 -5.6 7.2 2.6 -- 3.1 Dec-10
50% JPM EMBI/50% JPM GBI-EM    0.2 -5.6 -4.6 5.8 1.6 -- 2.6 Dec-10

eV All Emg Mkts Fixed Inc Net Rank      48 57 65 17 56 --  56 Dec-10

Ashmore EM Blended Debt 19,237,166 0.9 100.0 1.1 -5.7 -- -- -- -- -4.1 Dec-17
Ashmore Blended Debt Benchmark    0.4 -4.6 -3.4 5.2 2.0 -- -3.6 Dec-17

eV All Emg Mkts Fixed Inc Net Rank      48 57 -- -- -- --  46 Dec-17

Private Debt 10,638,279 0.5 2.0 0.8 8.2 7.6 -- -- -- -4.7 Jan-16
Barclays Global High Yield +2%    2.5 0.9 2.3 9.7 -- -- 10.8 Jan-16

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group

1 Please note, private market data is preliminary until valuations are finalized.
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Market Value
($)

% of
Portfolio

% of
Sector

QTD
(%)

YTD
(%)

1 Yr
(%)

3 Yrs
(%)

5 Yrs
(%)

10 Yrs
(%)

Inception
(%)

Inception
Date

_

Total Real Assets 701,912,883 34.1 34.1 0.1 0.6 1.4 -0.2 -3.0 -- -2.3 Dec-10
Total Real Assets Policy Index    0.9 3.2 6.5 -- -- -- -- Dec-10

Real Estate 468,980,285 22.8 66.8 2.1 6.8 6.5 -4.3 -6.5 -4.7 3.8 Mar-85
NCREIF Property Index    1.7 5.3 7.2 7.8 9.6 6.4 8.0 Mar-85

Natural Resources 173,674,047 8.4 24.7 -3.8 -3.6 -5.7 -2.2 2.0 -- 4.1 Dec-10
Natural Resources Benchmark (Linked)    1.2 4.6 13.5 19.6 16.3 -- 13.4 Dec-10

Infrastructure 59,258,551 2.9 8.4 -4.2 -0.9 -1.0 17.1 10.6 -- 9.4 Jul-12
S&P Global Infrastructure TR USD    -1.6 -4.6 -2.8 8.0 6.1 6.1 7.7 Jul-12

Cash Equivalents 53,096,446 2.6 2.6 0.6 1.3 1.6 1.2 -- -- 1.2 Apr-15
91 Day T-Bills    0.5 1.3 1.6 0.9 0.5 0.3 0.7 Apr-15

XXXXX

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group

1 Please note, private market data is preliminary until valuations are finalized.
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Statistics Summary
5 Years Ending September 30, 2018

Anlzd Return Anlzd Standard
Deviation Information Ratio Beta Sharpe Ratio Tracking Error

_

DPFP 0.0% 5.8% -1.5 0.6 -0.1 5.6%
     Policy Index 8.5% 3.9% -- 1.0 2.1 0.0%
Public Equity 9.5% 9.8% 0.5 1.0 0.9 1.8%
     Public Equity Weighted Index 8.7% 9.9% -- 1.0 0.8 0.0%
Global Equity 9.8% 9.8% 0.5 1.0 0.9 1.8%
     Global Equity Weighted Index 9.0% 9.9% -- 1.0 0.9 0.0%
Private Equity -10.5% 19.1% -1.3 0.0 -0.6 21.3%
     Private Equity Custom Benchmark 16.8% 9.7% -- 1.0 1.7 0.0%
Public Fixed Income 3.7% 4.8% -0.1 1.1 0.7 1.5%
     Public Fixed Income Weighted Index 3.9% 4.2% -- 1.0 0.8 0.0%
Global Bonds 1.7% 6.1% 0.3 1.1 0.2 3.7%
     BBgBarc Global Aggregate TR 0.7% 4.4% -- 1.0 0.1 0.0%
High Yield 4.7% 6.2% -0.4 1.2 0.7 2.3%
     BBgBarc US High Yield TR 5.5% 5.0% -- 1.0 1.0 0.0%
Emerging Markets Debt 2.6% 8.3% 0.4 1.0 0.2 2.1%
     50% JPM EMBI/50% JPM GBI-EM 1.6% 8.1% -- 1.0 0.1 0.0%
Real Estate -6.9% 13.7% -1.0 -1.4 -0.5 15.7%
     NCREIF Property Index 9.6% 4.0% -- 1.0 2.3 0.0%
Natural Resources 2.0% 4.8% -1.2 0.1 0.3 11.8%
     Natural Resources Benchmark (Linked) 16.3% 11.5% -- 1.0 1.4 0.0%
Infrastructure 10.7% 29.2% 0.1 0.0 0.3 30.9%
     S&P Global Infrastructure TR USD 6.1% 9.9% -- 1.0 0.6 0.0%

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group
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Dallas Police & Fire Pension System

DPFP
As of September 30, 2018

Prepared by Meketa Investment Group

Benchmark History
As of September 30, 2018

_

DPFP

4/1/2016 Present

20% MSCI ACWI Gross / 5% MSCI Emerging Markets Gross / 5% Private Equity Custom Benchmark / 2% BBgBarc US Treasury 1-3 Yr TR / 3% BBgBarc Global Aggregate TR /
5% BBgBarc Global High Yield TR / 6% S&P/LSTA Leveraged Loan / 6% HFRI RV: FI (50/50-ABS/Corp) / 6% 50% JPM EMBI/50% JPM GBI-EM / 5% Barclays Global High Yield
+2% / 5% 60% MSCI ACWI/40% Barclays Global Agg / 3% 60% MSCI ACWI/40% Barclays Global Agg / 2% HFRX Absolute Return Index / 5% Natural Resources Benchmark
(Linked) / 5% S&P Global Infrastructure TR USD / 12% NCREIF Property Index / 3% CPI + 5% (Seasonally Adjusted) / 2% 91 Day T-Bills

4/1/2014 3/31/2016 15% MSCI ACWI / 15% S&P 500 + 2% / 10% Total Global Natural Resources Custom Benchmark / 15% BBgBarc Global Aggregate TR / 20% CPI + 5% (Seasonally Adjusted) /
10% CPI + 5% (Seasonally Adjusted) / 15% NCREIF Property Index

1/1/2014 3/31/2014 15% MSCI ACWI / 15% Private Markets / 10% Total Global Natural Resources Custom Benchmark / 15% BBgBarc Global Aggregate TR / 20% CPI + 5% (Seasonally Adjusted) /
10% Infrastructure / 15% Real Estate

Total Equity
1/1/2016 Present 66.67% MSCI ACWI Gross / 16.67% MSCI Emerging Markets Gross / 16.66% Private Equity Custom Benchmark

Global Equity
2/1/2018 Present MSCI ACWI Gross
1/1/2018 1/31/2018 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Global

12/1/2017 12/31/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill
8/1/2017 11/30/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / MSCI ACWI Gross Linked 91 Day TBill
7/1/2017 7/31/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / MSCI ACWI Gross Linked 91 Day TBill
5/1/2017 6/30/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / MSCI ACWI Gross Linked 91 Day TBill / MSCI ACWI Gross
4/1/2017 4/30/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / MSCI ACWI Gross Linked 91 Day TBill / MSCI ACWI Gross / Russell 2000

12/1/2016 3/31/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / MSCI ACWI Gross Linked 91 Day TBill / MSCI ACWI Gross / Russell 2000 / Dow Jones
Equal Wtd. Oil & Gas

11/1/2016 11/30/2016 Weighted Average of Russell 2000 / MSCI ACWI Gross Linked 91 Day TBill / MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill / Dow Jones Equal Wtd. Oil & Gas /
MSCI ACWI Gross

9/1/2016 10/31/2016 Weighted Average of Russell 2000 / MSCI ACWI Gross Linked 91 Day TBill / MSCI ACWI Gross / FTSE EPRA/NAREIT Global / Dow Jones Equal Wtd. Oil & Gas / MSCI ACWI
Gross

Public Equity
2/1/2018 Present Weighted Average of MSCI ACWI Gross / MSCI Emerging Markets
1/1/2018 1/31/2018 Weighted Average of MSCI ACWI Gross / MSCI Emerging Markets / FTSE EPRA/NAREIT Linked 91 Day Tbill

12/1/2017 12/31/2017 Weighted Average of MSCI ACWI Gross / FTSE EPRA/NAREIT Linked 91 Day Tbill
7/1/2006 11/30/2017 100% Global Equity Weighted Index
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Total Real Assets
1/1/2016 Present 20% Natural Resources Benchmark (Linked) / 20% S&P Global Infrastructure TR USD / 48% NCREIF Property Index / 12% CPI + 5% (Seasonally Adjusted)

Total Fixed Income

1/1/2016 Present 6.07% BBgBarc US Treasury 1-3 Yr TR / 9.09% BBgBarc Global Aggregate TR / 15.15% BBgBarc Global High Yield TR / 18.18% S&P/LSTA Leveraged Loan / 18.18% HFRI RV:
FI (50/50-ABS/Corp) / 18.18% 50% JPM EMBI/50% JPM GBI-EM / 15.15% Barclays Global High Yield +2%

Private Equity
10/1/2005 Present Russell 3000+3%

Natural Resources
1/1/2016 Present S&P Global Natural Resources Net USD

12/31/2010 12/31/2015 Total Global Natural Resources Custom Benchmark

Public Fixed Income

5/1/2018 Present Weighted Average of BBgBarc US Treasury 1-3 Yr TR / BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / Credit Suisse Leveraged
Loan / Ashmore Blended Debt Benchmark

12/1/2017 4/30/2018 Weighted Average of BBgBarc US Treasury 1-3 Yr TR / BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / Credit Suisse Leveraged
Loan / Ashmore Blended Debt Benchmark / JP Morgan GBI EM Global Diversified TR USD

10/1/2017 11/30/2017 Weighted Average of BBgBarc US Treasury 1-3 Yr TR / BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / Credit Suisse Leveraged
Loan / JP Morgan GBI EM Global Diversified TR USD

9/1/2017 9/30/2017 Weighted Average of BBgBarc US Treasury 1-3 Yr TR / BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / JP Morgan GBI EM Global
Diversified TR USD / Credit Suisse Leveraged Loan

7/1/2017 8/31/2017 Weighted Average of BBgBarc US Treasury 1-3 Yr TR / BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / JP Morgan GBI EM Global
Diversified TR USD

4/1/2017 6/30/2017 Weighted Average of BBgBarc Global Aggregate TR / BBgBarc Global High Yield TR / S&P/LSTA Leveraged Loan / JP Morgan GBI EM Global Diversified TR USD / JP Morgan
EMBI Global Diversified

Prepared by Meketa Investment Group

Ashmore EM Blended Debt
12/1/2017 Present 50% JP Morgan EMBI Global Diversified / 25% JPM ELMI+ TR USD / 25% JP Morgan GBI EM Global Diversified TR USD

Dallas Police & Fire Pension System

DPFP
As of September 30, 2018
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Dallas Police & Fire Pension System 

Disclaimer 

 

 

Prepared by Meketa Investment Group 

WE HAVE PREPARED THIS REPORT (THIS “REPORT”) FOR THE SOLE BENEFIT OF THE INTENDED RECIPIENT 
(THE “RECIPIENT”). 

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS REPORT AND THAT IT IS NOT OUR 
FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT.  ANY OPINIONS OR RECOMMENDATIONS PRESENTED HEREIN 
REPRESENT OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND ARE SUBJECT TO CHANGE AT ANY TIME.  ALL 
INVESTMENTS INVOLVE RISK.  THERE CAN BE NO GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS 
DISCUSSED HERE WILL BE SUCCESSFUL. 

INFORMATION USED TO PREPARE THIS REPORT WAS OBTAINED FROM INVESTMENT MANAGERS, CUSTODIANS, AND 
OTHER EXTERNAL SOURCES.  WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS REPORT, WE CANNOT 
GUARANTEE THE ACCURACY OF ALL SOURCE INFORMATION CONTAINED HEREIN.    

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD - LOOKING STATEMENTS,” WHICH CAN 
BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS “MAY,” “WILL,” “SHOULD,” “EXPECT,” “AIM”, “ANTICIPATE,” “TARGET,” 
“PROJECT,” “ESTIMATE,” “INTEND,” “CONTINUE” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR OTHER VARIATIONS 
THEREON OR COMPARABLE TERMINOLOGY.  ANY FORWARD - LOOKING STATEMENTS, FORECASTS, PROJECTIONS, 
VALUATIONS, OR RESULTS IN THIS PRESENTATION ARE BASED UPON CURRENT ASSUMPTIONS.  CHANGES TO ANY 
ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON FORWARD - LOOKING STATEMENTS, FORECASTS, PROJECTIONS, 
VALUATIONS, OR RESULTS.  ACTUAL RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, 
PROJECTIONS, VALUATIONS, OR RESULTS IN THIS PRESENTATION.   

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE.  PAST PERFORMANCE IS NO GUARANTEE 
OF FUTURE RESULTS.  
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